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Abbreviations and Acronyms

ADB ASIan Development Bank

AEC Ahmedabad ElectrICIty Company

AIMTC All IndIan Motor Transport Congress

AITD ASIan Institute of Transport Development

APSEB Andhra Pradesh Electncity Board

ARD AssocIates In Rural Development

• BEST Bnhanmumbat Electncity Supply and Transport Undertakmg

I
BLT BuI1d-Lease-Transfer

BOT Bul1d-Operate-Transfer

I
BOOT BUlld-Own-Operate-Transfer

BSES Bombay Suburban Electncity Supply Undertakmg

I CEA Central Electncity Authonty

CERC Central Electncity Regulatory COmInlSSIOn

I CIDA CanadIan InternatIOnal Development Agency

CPU CounCIl of Power UtilIties

I CRISIL CredIt Ratmg InformatIOn ServIces of IndIa, LImIted

I
DBFO DesIgn-BUlld-Fmance-Operate

DOF Department of Fmance (State)

I DRC DeprecIated Replacement Cost

DSM Demand SIde Management

I DVB DelhI VIdyut Board

ESA Electnclty Supply Act

I FHWA Federal HIghway AdmmistratIon

I
FICCI FederatIOn of IndIan Chambers of Commerce and Industry

FPA Fuel Purchase Agreement

I GAIL Gas Authonty of IndIa, Ltd
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GEB

GOI

GRillCO

HSEB

HVDC

ICICI

IDBI

IDFC

lEA

IFC

IFCI

ILFS

IPP

ISO

JNPT

KEB

KNT

KNTPWD

KPC

LOE

MDR

MOF

MOP

MSEB

MOST

MOU

MW

NH

GUJarat State ElectncIty Board

Government of IndIa

Gnd CorporatIOn of Onssa Ltd

Haryana State ElectncIty Board

HIgh Voltage DIstnbutIOn System

Industnal CredIt and Investment CorporatIOn of IndIa Ltd

Industnal Development Bank of IndIa

Infrastructure Development Fmance Company Ltd

IndIan ElectncIty Act

InternatIOnal Fmance CorporatIOn

Industnal Fmance CorporatIOn of indIa Ltd

Infrastructure Leasmg & Fmanclal ServIces Ltd

Independent Pnvate Power

Independent System Operators

Jawaharlal Nehru Port Trust

Karnataka ElectrICIty Board

Karnataka

Karnataka PublIc Works Department

Karnataka Power CorporatIOn

Level of Effort

Major DIstnct Roads

MInIstry of Fmance (NatIOnal)

MID1Stry of Power

Maharashtra State ElectncIty Board

MInIstry of Surface Transport

Memorandum of Understandmg

Megawatt

NatIOnal HIghways
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NHAI NatIOnal HIghway Authonty of India

NHPC NatIOnal Hydro Power CorporatIOn

NTPC NatIOnal Thermal Power CorporatIOn

OECF Overseas Econoffilc CooperatIOn Fund

OERA Onssa Electncity Reforms Act

ONGC Onssa Natural Gas CorporatIOn

OSEB Onssa State ElectncIty Board

PFC Power Fmance CorporatIOn

PGC Power Gnp CorporatIOn

PPA Power Purchase Agreement

PWD Pubhc Works Department

RBI Reserve Bank of IndIa

I REC Rural ElectnficatIOn CorporatIOn

RITES RaIlways Investment and Techmcal ServIces

I RFP Request for Proposal

I
RFQ Request for QualIficatIon

RSEB Rajasthan State Electncity Board

I SEB State ElectncIty Board

SERC State ElectncIty Regulatory ComnussIOn

I SH State HIghways

TEC Tata Electncity Compames

I TecEcon Name of a Consultmg Fum

I
TIDCO Taffill Nadu Industnal Development CorporatIon

UK Umted Kmgdom

I UPSEB Uttar Pradesh State Electncity Board

USA Umted State of Amenca

I USAID Umted States Agency for InternatIOnal Development

WBSEB West Bengal State Electnclty Board

I
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Abbreviations and Acronyms

• ADB ASIan Development Bank

I AIMTC All IndIan Motor Transport Congress

AITD ASIan InStitute of Transport Development

I APSEB Andhra Pradesh State Electncity Board

ARD AssocIates m Rural Development

I BLT Bul1d-Lease-Transfer

BOOM Bmld-Own-Operate-Manage

I BOOT Bmld-Own-Operate-Transfer

I
CEA Central Electncity Authonty

CERC Central Electncity Regulatory COffiffilssion

I
DOF Department of Fmance (State)

FlCCI FederatIOn of IndIan Chambers of Commerce and Industry

I
FHWA Federal HIghway AdmInistratIOn

GAIL Gas Authonty of IndIa Ltd

I GOI Government of IndIa

IDFC Infrastructure Development Fmance Company

I ISO Independent System Operators

KEB Karnataka Electncity Board

I KNT Karnataka

KNTPWD Karnataka PublIc Works Department

I LOE Level of Effort

MOF Mimstry of Fmance (NatIOnal)

I MOST MImstry of ShIppmg and Transport

NH NatIonal HIghways

I NHAI National HIghways Authonty of India

NHPC National Hydro Power Corporation

I ONGC Onssa Natural Gas CorporatIOn

I
PFC Power Fmance CorporatIOn
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PGC

PPA

PWD

SEB

SERC

SH

TIDCO

USA

USAID

Power Gnd CorporatIOn

Power Purchase Agreement

PublIc Works Department

State ElectncIty Board

State ElectncIty Regulatory Comnusslon

State HIghways

TaIlliI Nadu Industnal Development CorporatIOn

Umted States of Amenca

Umted States Agency for InternatIonal Development
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1 1 Introduction

1 2 General Constramts

• governmental predIlectIOns for tarIff regulation,

• Identify actiVIties SUitable for USAID to reheve these constramts

Page 1Executive Summary and Overview/India Infrastructure Needs Assessment

• dearth of OffiCIalS competent to negotiate contracts WIth the pnvate sector

• governmental preference for pnvate mvestment m new projects rather than
for Improvmg the operatIOns of eXIstmg ones, and

• pnvate sector firms bemg mVIted to mvest m accordance WIth governmental
pnontIes, rather than WIth theIr own,

The consultants noted some well-known ImpedIments to pnvate mvestment m IndIa's
mfrastructure such as

• Identify constramts to greater pnvate sector mvestment, and

• document the adequacy of the mfrastructure and the extent of pnvate sectol
mvestment,

The Umted States Agency for InternatIOnal Development (USAID) comnussIOned the
consultants, ARD/Checchl, to mvestIgate three mfrastructure sectors m IndIa power, roads, and
ports For each sector, the consultants were reqUIred to

IndIa'S econonuc development IS bemg retarded by the poor condItion of ItS mfrastructure
Accordmg to The Indza Infrastructure Report, mvestments of the order of $350 bIlhon are
reqUired m IndIa's mfrastructure over the next 10 years Because of fmancIaI constramts m the
pubhc sector, much ofthe reqUired mvestment has to come from the pnvate sector The pnvate
sector, however, has mvested only a small fractIOn of the resources necessary for the healthy
development of IndIa's mfrastructure

1.0 Executive Summary
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However, these general Issues were not consIdered by the consultants to be sUItable for
mterventIOns by outsIde agencIes such as USAID The consultants therefore focused theIr
attentIOn on constramts m the three sectors selected for theIr reVIew

1 3 Sectoral Constraints

The consultants Identlfied major Issues constraInIng pnvate Investment In the power and roads

sector, and suggested substantIal programs for techmcal assIstance for these sectors at both

central and state levels They found no domInant Issue constrammg mvestment m the ports

sector, but recommended some techmcal assIstance for thIS sector also

131 Power

The dommant Issue IdentIfied In the power sector was the need to restructure the State Electncity
Boards (SEBs) and transform them mto corporatIOns strong enough to attract eqUIty capItal and
debt financmg

RecommendatIOns for USAID techmcal aSSIstance are summanzed In Table 1, WhICh lIsts 18

techmcal aSSIstance activitles requmng 256 staff months TOpICS to be covered mc1ude

Such a transformatIOn could reqUIre "unbundlIng" (1 e , breakmg up the SEBs mto SUItable

components, such as generatIOn, tranSmISSIOn, and dIstnbutIOn compames-some of whIch could

compete agamst one another, pOSSIbly by utIlIZIng common tranSmISSIOn gnds offenng

"markets" In electncIty, WIth pnces deSIgned to balance supply and demand at any tlme)

UnbundlIng would reqUIre much prehmInary work, mcludIng the deSIgn and ImplementatIOn of

new regulatory systems to protect consumers served by commerCIal monopolIes and to ensure

that prOVIders have suffICIent funds to meet statutory oblIgatIOns

• deSIgn of legal and regulatory systems,

• fInancIal ImplIcatIOns of unbundlmg,

polICIes and exploratIOn of opportumties for pnvate mvestment,

• power poolIng and gnd management,

• fuel Issues and polICIes for coal and natural gas,

Improvement of blllmg and collectIOn arrangements,

procurement and bIddIng practices, and

• hIgh-voltage transmISSIOn from power plants m the VICInIty of coal mmes

Executive Summary and Overview/India Infrastructure Needs Assessment Page 2
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---------------
Table 1

RecommendatIOns for USAID Techmcal AssIstance for the Power Sector
LOE Level of Effort

Counterpart
USAID Techmcal Assistance Program Objectives Priority LOE Agency at

Person- State & Central
Months Governments

Legal and Regulatory Transparency

TAl ImplementatlOn of a State Electncity To establIsh an mdependent Regulatory A 30 Option I APSEB
Regulatory ComnusSlOn (SERe) COmlTIlSSIOn for tanff settmg, customer Option 2 KEB

protectlon and dIspute resolution

The general areas of proposed regulatory
responSIbIlIty are the follOWIng

EconomIC Regulation

• Dlstnbutton tanffs

• Rate design

• Fmanclal analysIs

• Investment approval

Techmcal Regulation

• Licensmg & Pen1l1ts

• System Performance

• Techmcal Standards

oc:o
Executive Summary and Overview/India Infrastructure Needs Assessment Page 3



counterpart
USAIO Techmcal Assistance Program Objectives Pnonty LOE Agency at

Person- State & Central
Months Governments

Customer SerVIce RegulatIOn
• Quality of Service

• Complamts

• Consumer ProtectIOn

TA2 Rules and Regulatlons for Central The purpose of this techmcal assistance IS to B 40 MOP and CEA
Electnclty Regulatory CommisSion streamlme the overlappmg regulatory
(CERC) functions between the central and state

governments

To develop a comprehensIve pohcy for the
JunsdiCtIOnS of the central and state
governments m the areas of

• Fuel Import polICIes

• TranSmISSIOn sector partICipants

• Power sector coordmatlOn

• Pohcy support

• Fuel transportatIon Issues

• Full dIvestment Issues

• ConceSSIOn Agreements

• Pohcy defmItIOn of SOCIal objectives
such as rural electnficatIOn programs,
agncultural tarIffs and lIfe-lme rates

Executive Summary and Overview/India Infrastructure Needs Assessment
~_.. _---- Page 4
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counterpart

USAID Technical Assistance Program Objectives Priority LOE Agency at
Person- State & Central
Months Governments

To develop Blddmg Documents of
TA3 Model BIddmg Documents for mternattonal standards and norms for the A 20 Reformmg SEB

Generatlon, TranSlll1SSIOn, and central and state agencIes m the followmg (APSEB and KEB)
DlstnbutIOn projects for pnvate sector areas and/or NTPC
partICIpatIOn (BOO, BLT, BOOM,
BOOT) and ConceSSIOn contracts • DIstnbutIOn Jomt-Venture projects
mcorporatmg country nsks for the fuel, • ConceSSIOn contracts
transportatIOn, and dIspute resolutlon • TransmISSIon BOT agreement
processes • Fuel supply and transportatIon

agreements

• Others

Project Fmancmg and CapItal MobilIzation

TA4 Conduct a Benchmark study for the
Perform the Benchmark study to Illustrate

A 10 OptIOn 1 Use KEBIndIan SEBs' techmcal, finanCial, and
SEBs ,

personnel productIVIty m companson to as sponsor of the

mtemattonal best practices ' study
OptIOn 2 Use
APSEB as sponsor
of the study

TA5 Tanff reform and ratlonahzatlon study
To Improve SEBs credltworthmess

A 20 APSEBorKEB

Executive Summary and Overview/India Infrastructure Needs Assessment
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Counterpart
USAID Technical AssIstance Program ObJectives Pnorlty LOE Agency at

Person- State & Central
Months Governments

OpportumtIes For PrIvate Sector
PartIcIpation III Power Projects

Green-field Projects
LNG wIll be a major source for power

TA 6 ASSISt state government m LNG termmal generatIOn and gas utilIzatIOn In the A 30 TIDCO
project and gas dIstnbutIOn feaSIbIlIty mdustnal sector m Taml Nadu Objective IS
study to ratIOnalIze the Import of LNG and

dIstnbute gas optimally

To develop a comprehensIve fuel polIcy for
TA7 Study for the planmng of short-term and the next generatIOn of power sector projects B 15 MOP/GAIL/Coal

long-term fuel-lInkage for power sector - IndialONGC
coal, natural gas, Imported LNG, petrol-
coke, etc

RehabllltatlOn and ModernzzatlOn Projects
To proVIde techmcal aSSIstance to PFC,

TA8 Model LROT projects documentation SEBs NTPC, and NHPC to develop A 8 NTPC, NHPC, PFC
comprehensIve pollees for pnvate sector
mvestment m eXIstmg facIhtIes

To estImate the costlbenefit of power plant
TA9 Model condItIOn assessment study for the reSIdual hfe extensIOn and rehabIhtatIOn A 15 APSEBor KEB

LROT project

-- Executive Summary and Overview/India Infrastructure Needs Assessment Page 6
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counterpart
USAID Techmcal AssIstance Program Objectives Pnorlty LOE Agency at

Person- State & Central
Months Governments

TransmZSSlOn Related Projects
To Improve the quahty and completeness of

TA 10 PreparatiOn ofJomt-venture transrrusslOn transrrusSlon proJects' Bid Documents for A 10 APSEB and PGC
projects Bid Document, model the pnvate sector
conceSSiOn contract, model power
wheehng contract, etc, for mstItutIonal
capacity bmldmg of SEBs and PGC

To proVide comprehensive pohcles and
TAIl Gnd code and Independent system gUldelmes for the IPPs, DlstnbutlOn utihties, A 5 APSEBorKEB

operator's gmdeltnes POC, NTPC, NHPC, and SEBs generatmg
UllltS dIspatch rules and regulations

To settle contractual payment agreement on
TA 12 Power Pooltng and Settlement a 24-hour basIs B 5 APSEBorKEB

Agreement
To develop regIOnal power market to reduce

TA 13 RegiOnal (mter-states) and mtemational the over-burdens of coal-fued power plants C 15 MOP
(Nepal, Pakistan, Bangladesh and III IndIa
Bhutan) power market development
Issues and options evaluation

To rrutlgate the nsk of coal transportatIOn
TA 14 Evaluation of benefits of transrrussiOn and ti ansportatlOn of 40% ash to remote B 5 MOP

mvestment for mme-mouth coal-fired power plants
power plants

~
Executive Summary and Overview/India Infrastructure Needs Assessment Page 7



counterpart
USAID Technical AssIstance Program ObjectIves Prr0 rrty LOE Agency at

Person~ State & Central
Months Governments

Introductwn ofMarket CompetztlOn To mtroduce competitIOn m the bulk-power
market This wIll also make financmg of

TA 15 Develop bulk-power market, power IPPs much more viable B 5 NTPC, NHPC, PGC
wheeling and tranSllliSSion pncmg for and SEBs
electncity bankmg, wheeling and third-
party sale

Dlstnbutlon Utliltles Asset management is the prereqUIsite for
asset valuation and pnvate sector

TA 16 Computenze distnbution assets partIcIpatIOn m dIstnbutlOn utIlItIes for Jomt- A 15 OptIOn 1 KEB
management program venture and conceSSiOn contracts OptIOn 2 APSEB

Instltutlonal CapacIty Buddzng ofPubllc Sector
Entltles (SEBs, MOP, CEA, NTPC, PGC,
NHPC, CERC, etc) CapacIty bUIldmg of SEBs' procurement

personnel
TA 17 Semmars on Procurement and B 4 All SEBs, MOP,

mtemauonal practIces by bilateral CEA, NTPC, etc
lendmg agencies Capacity bmldmg of central and state

agencIes
TA 18 Semmars on power projects (generatiOn, B 4 All SEBs, MOP

tranSllliSSIon and distnbutIOn) fmancmg CEA NTPC etc
mechanIsm (non-recourse project
fmancmg) and competItIOn for pnvate
sector mvestments

-~ Executive Summary and Overview/India Infrastructure Needs Assessment Page 8

~--------
r



132 Roads

RecommendatIOns for USAID technIcal aSSIstance are summarIzed m Table 2, WhICh lIsts 18
techmcal aSSIstance activItIes reqUInng 711 local staff months and 187 foreIgn staff months

Most current dIScussIon of road fmancmg m India assumes that pnvate sector mvestment has to

be m the provlSlon of new facIlIties, fmanced by tolls Some of the recommendatIOns for USAID

technIcal assIstance are desIgned to help the completion of such toll facIlIties already

programmed

RecommendatIOns are also made for USAID assIstance to explore the possibilItIe<; of IndIa's

governmentally run roads be10g put on a commerCIal baSIS, 10 the manner of telecommUnICatIOns

and other publIc utIlItIes CommerCialIzatIOn of publIc sector roads, whIch has recently been

proposed for New Zealand, would be conSIstent WIth The Indza Infrastructure Report and WIth

the latest World Bank recommendatIons The commercIalIzatIon of IndIa's publIc sector roads

would remove a major constramt to pnvate sector 10vestment competItIOn from governmental

"free" roads

Page 9Executive Summary and Overview/India Infrastructure Needs Assessment

However, the dommant Issue IdentifIed m the roads sector was the VIrtual absence of

mechanIsms (such as dedIcated road funds and "shadow tolls") to enable streams of revenues

from road users, outSIde of government budgets, to be used exclUSIvely to pay for road provISIOn

In the absence of such mechanIsms, pnvate mvestors m road Improvement have to rely on

government guarantees for repayment Some of the recommendatIons for USAID techmcal

assIstance are desIgned to address thIS Issue by explonng the pOSSIbIlItIes of payments by road

users, other than by conventIOnal tolls, bemg dedIcated to the repayment of speCIfic mvestors and

lenders Such mechanIsms could make roads "bankable" wIthout the need for government

guarantees

I
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Table 2
RecommendatIOns for USAID Techmcal AssIstance for the Roads Sector

ConstraInts In the TAforUSAID Counter- Level of Effort Expected Outcomes
RoadslHlghways Sector part IndtanPMI

Agency ForelgnPMI
US$ mCostl
Mo Duranon

1 RemOVing InstItutIOnal NHAI MIssIOn Work Program Staff MOST & Estabhshment and
Constramts to pnvate Consultancy by Indian management consultancy firm WIth foreIgn NHAI efficIent operation of
sector particIpatIOn by advisers to aSSIst In 12/12/010/6 a program and a
strengthemng pubhc and • PreparatIon of a strategy of devolutIOn of authonty over natIOnal agency
pnvate m partIcular, National HIghways (NHs) from the MinIStry of Surface onented to effectIve
remOVing the lack of Transport (MOST) to the National HIghways Authonty of India pnvate partiCIpatIOn In
instItutIOns at the Umon & (NHAI) the road sector and to
State level capable of 12/12/010/6 be a window to the
conceptualIzmg and • PreparatIOn of a 5 year work program (1998 - 2003) for NHAI

for maintenance operatIOns, Improvement and development of
states

managing pnvate
partICIpatIOn In the road NHs under NHAI authonty

20 / 10 / 0 20 / 60
sector • ImplementatIOn of the work program including executIOn of

sUitable training programs

The consultancy should pay particular attentIOn to mcreasmg
opportumties for the partICIpatIOn by the pnvate sector In NHAI
work to support NHAI s pohcy of operatmg WIth a small
establIshment and relymg pnmanly on consultants contractors and
entrepreneurs Also interactIOns WIth the US Federal HIghway
AdminIstratIOn (FHWA)

2 Removmg Procedural
(Legal, Admmistrative
and Project SerVIces)
Constraints by removmg
the constraint of

a) lack of procedures for a) DocumentatIOn Tendenng and ExecutIOn of Sample Projects NHAI& EstablIshment at
studIes and bIdding and (NHAI and Karnataka) Consuitancies by a group of Indian clVlI KNT- NHAI and at
standard documents to engmeenng firms working WIth a small team of foreIgn adVIsers PWD Karnataka PWD and
SOlICIt and contract pnvate (I) to prepare engIneenng documentatIOn Includmg deSIgns and cost III IndIa s pnvate
partiCipatIOn In the road estImates to the degree of accuracy reqUired for the effectIve and sector of the capacity
sector at the natIonal level transparent soliCItatIOn and companson of proposals from the to prepare and execute
and m Karnataka and lack pnvate parties, to bUild and operate and recover costs on the road projects and road
of Widespread knowledge mamtenance With

Executive Summary and Overview/India Infrastructure Needs Assessment-V~--- - - - - - - - ...
Page 10
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Constramts m the TAforUSAID Counter- Level of Effort Expected Outcomes

RoadsIHlghways Sector part IndIan PM!
Agency Foreign PM!

US$ m Cost I
Mo Duration

of these procedures and baSIS of tolls for 5013 /015/6 prIvate participatIOn
documents at the lower • two bypasses (each not less than 10 kIn long) 65/3/020/6
levels of government • two major bndges (each not less than 300 m long) 20 III 010 16

• two raIlway overpasses or road fly-overs 100/9/020/6

• one sectIOn of wldemng from 7 Om to 14 Om ( not less than
30 km long)

The selected projects should be located one each on NHs and
SHs III Karnataka except for the wldemng which will be a SH m
Karnataka and the NHs should be located preferably m

• States With major foreign mded road restructunng
programs, and

• States With backward levels of development

The documentatIOn to be developed should mclude a complete
finanCial analySIS to show revenues likely to be generated from
tolls other sources offinancmg (mcludmg subsidy) and cash
flows detalhng funds as and when reqUired for constructIOn
mterest and operatIOns (mcludmg fee collectIOn and
mamtenance) The consultancy should also mclude preparation
of elements for a standard conceSSIOn agreement drafted m
collaboration between Indian and foreign legal experts and
relevant finanCial mStltutIOns

(n) to assist NHAI and Karnataka PWD m tendenng, contract award
NHAI& 360 196 I 0 80 I 48and execution of the projects
KNT-

(1Il) to assist m dissemmatton of the above procedures and PWD -/-/040/24documentation to various levels of government III
NHAI

• Karnataka (lump sum)

• States With major externally mded road program

• Other states

DlssemmatlOn would be achieved through conferences, semmars
and trammg courses
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ConstraInts In the TAforUSAID Counter- Level of Effort Expected Outcomes
RoadsIHlghways Sector part IndtanPMI

Agency ForelgnPMl
US$ mCostl
Mo DuratIOn

b) lack of procedures for b) Contract Mamtenance - NHAI and Karnataka NHAI& 12/6/020/6 Estabhshment of
road mamtenance by Consultancy by an Indian CIVt! engmeenng firm With a foreign KNT- contract road
contract adViser PWD mamtenance at NHAI

I) to assist m preparatIOn of SUItable documents for routme and and other road

perIodiC mamtenance of prIvate parties contracted by NHAI for agencIes In India

NHs not under a toll regime and State of Kamataka for SHs for
tendenng contract award and executIOn of such mamtenance
and

11) to assist m dlssemmatlOn of contract mamtenance procedures

c) multiple clearances for c) Streamhmng Clearances NHAI& 6/-/010/3 SlmphficatlOn and
undertakmg road projects Consultancy by an IndIan expert to examme the varIOus statutory and KNT- acceleratIOn of
With prIvate partiCipatIOn other clearances reqUIred for undertakmg road projects and to make PWD clearances for road

recommendatIOns on streamlInmg these procedures projects

d) lack of facIlItIes d) Road EqUIpment and Rental Firms NHAI& 1212/010/6 Estabhshment of firms
proVidIng road bUIldmg Consultancy by an Indian CIVt! engmeerIng firm workIng With a IOFC to proVide road
machmery on rental baSIS foreign adViser to assist m establIshment of firms to proVide road bUIldmg machmery on

buIldmg machmery to contractors on rental baSIS rental baSIS

e) overloaded vehicles e) Overloaded Vehicles NHAI& 6/6/010/6 Improvement of
burdenmg the effiCient use Consultancy by an Indian CIVil engmeerIng firm workmg With an AlTO management of
of roads particularly Indian management consultancy firm and a foreign adViser to review problem of
roads With prIvate eXlstmg studies and recommendatIOns on vehicle over loadmg and overloaded vehicles
partiCipatIOn mtroductlOn of multiaxle vehicles (especially m relatIOn to contamer

movements) to examIne and recommend on varIOus methods and
programs to reduce the number and better manage the problems
related to Illegally overloaded vehicles on NHAI rOdds particularly
those contracted to prIvate partIes

3 Removmg Fmancmg
Constramts by developIng
finanCial means for pnvate
partiCipatIOn m the road

ExecutIve Summary and Overview/India Infrastructure Needs Assessment
--..::::.- - - - - _.. - - ".

Page 12



- _... -., - - - - - - .. - - - _.. •

ConstraInts In the
RoadsIHlghways Sector

sector and by fostenng
commerclaltzatlOn of
roads, In particular

a) lack of an assured
source of governmental
financmg for road projects
wIth pnvate partIcIpatIOn

b) lack of legal
documentatIOn to proVIde
credIt worthy concessIons

c) lack of prtvate capItal
for roads because of lack
of knowledge by pubhc
and pnvate entities
dIrectly concerned With
bUlldmg and mamtammg
roads on baSIS of pnvate
partIcIpation III road
sector

d) madequate fundmg for

TAforUSAID

a) Road Funds and Shadow Tolls

Consultancy by an IndIan and a foreIgn expert to Identify and
develop governmental means and current strategIes for support of
pnvate parttclpatlOn In road Infrastructure such as dedIcated road
funds and dedIcated road revenues and to specIfy means and methods
for commerctaltzIng roads The consultancy would also mclude
exammatton of such Issues as management of the road funds on
commercIal prtnClples, establtshment and operation of road boards
and settmg up of permanent count stattons as a baSIS for traffic
mfmmatlon systems and shadow tolls and electromc pncmg The
consultancy would examme these Issues for IndIa at the Dmon level
and for Karnataka at the State level

b) Lendmg for ConcessIons

Intermittent consultancy by IndIan and foreIgn experts m law and
finance to adVIse on legal and credIt worthIness Issues related to
award of concessIOns to prtvate entrepreneurs for road mfrastructure
and on poltcy Issues related to pnvate parttclpatlOn m road sector

c) DlssemmatlOn of Pnvate ParttclpatIOn Practtces

Consultancy by IndIan traInmg firm to develop semInars (three per
year for three years) for mdlvlduals m the pubhc and pnvate sectors
to famlharlze them WIth procedures and reqUIrements for pnvate
partiCIpatIOn In mfrastructure together WIth fellowshIps of pubhc
sector parttclpants

d) Improved Awareness about Good Roads

Counter
part

Agency

MOST &
MOF
KNT
PWD&
DOF

IDFC&
NHAI

IDPC&
FlCCI

FlCCI &

Level of Effort
InchanPMI
ForelgnPMI
US$ mCostl
Mo DuratIon

12/12/030/6

12/9/045/36

- / - /020/36

Expected Outcomes

Increased knowledge
and acceptance by
pnvate sector
parttcularly road
sector, for fundmg of
roads on commercial
baSIS and for pnvate
parttclpatton m road
sector

Development of
procedures for
secunty to finanCial
mstttutlOns that lend
to prtvate
entrepreneurs for
concessIons

Increased knowledge
and acceptance m
pubhc and pnvate
entttles of pnvate
partlclpatton m road
sector

Development of

~
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Constramts m the
RoadsJHlghways Sector

roads because
insufficIent knowledge
and conSCIOusness
concerning road
financ10g Issues due to
lack of

I) statIstIcal base and
polIcy framework on
expendIture and
financmg for IndIan road
sector In the context of
10creasmg prIvate
partICIpatIOn In road
sector and

11) conSCIOusness by road
users partIcularly
commercIal users of
role of prIvate
partICIpatIOn In the road
sector

TAforUSAID

Consultancy by an IndIan firm supported by foreIgn experts

I) to develop In the context of mcreas10g prIvate partICIpatIOn In the
road sector a statIstIcal base and polIcy framework related to the
patterns of expenditure and finanCing sources and of transport and
servIce capacity for Indian road sector 10 general and for Karnataka
road system In partIcular

11) to develop Increased conSCIOusness of the role of pnvate
partICIpatIOn In the road sector through

• semmars for members of chambers of commerce road
transport aSSOCIatIOns and the other pnvate sector
organIzatIOns

• 1OteractlOns WIth FHWA and NGO s In the US such as the
Amencan Trucking ASSOCiatIOns and Amencan HIghway
Users Alhance including profeSSIOnal exchanges and
famllIanzatlOn and technIcal VISitS

Counter
part

Agency

AIMTC

Level of Effort
Indtan PM!

ForelgnPMI
US$ mCostl
Mo DuratIOn

12/6/ 020/6

- / - / 0 40 / 36

Expected Outcomes

10creased
conscIOusness for
pnvate partiCIpatIOn In

the road sector
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133 Ports

RecommendatIOns for USAID techmcal aSSIstance are summanzed In Table 3, whIch lIsts 10

techmcal aSSIstance actIVIties requmng 9 staff months

No dommant constramts on pnvate mvestment were IdentIfIed m the complex port sector The
consultants suggested new legIslatIOn and model conceSSIOn agreements to Improve the

mvestment clImate m the sector They recommended that the eXIstmg "Trust Ports," whIch tend

to employ governmental labor forces, be transformed over tIme mto "Landlord Ports" whIch sub

contract actiVIties to pnvate conCeSSIOnaIreS while leavmg overall control m government hands

Weaknesses m port admmistratIOn were identifIed at the state level, and recommendatIOns were

made for techmcal aSSIstance to strengthen port adrmmstratIOn m Karnataka and Andhra

Pradesh

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
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Table 3

RecommendatIOns for USAID Techmcal AssIstance for the Ports Sector

Constraints In the Ports Sector Recommendations to TA forUSAID Counter- Expected
Overcome part Outcomes

Agency

No polIcy constramt but lack of an objectIve and Change III adrrumstrattve AdvIce III port pohcy MOST None ActiOn
transparent approach to pnvatIzatIOn transactIOns New culture, whIch may be as requested by MOST does not lend
polIcy IS formulated III dlfectlves, still rather restnctlve encouraged by Itself to such an

commercIalIzation and ObjectIve
corporattzatIOn of present
port trusts

The enactment of a new user-fnendly Act to promote Careful preparatlOn of Techmcal assIstance MOST ElaboratIOn of
pnvate partIcIpatIOn m the development of ports IS new legIslatIOn A (better formulated as new legIslatIOn
overdue Trust ports are at present serVIce ports, Comrruttee has been consultatIOn) to help wlthm one year
conductmg port operations on force account, and appomted m MOST The MOST to take a broad
statutory corporatIOns wIth regulatory JunsdictIon They consohdatIOn of the 1908 and mnovatlve VIew of
should m future be landlord ports, not conductmg Ports Act and of the 1963 the Issues
operatIOns duectly, and commercIal corporatIons under Trust Ports Act IS
company law Smce the transformatton m landlord ports conSIdered whIch seems
WIll take tIme, trust ports wdl compete wIth theu own to raIse SuspICIOn m state
lessees and conceSSIOnaue~ ports that the Central

Government may mcrease
the number of Its own
trust ports

The Tanff Authonty was establIshed at the request of A~ above
ADB and of pnvate partIes, these suspect that, when
Trust Ports operate In competItion WIth theIr own

ExecutIve Summary and OvervIew/IndIa Infrastructure Needs Assessment~
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_.... - ............. _........ - - - .. -
Constramts m the Ports Sector Recommendations to TA for USAID Counter- Expected

Overcome part Outcomes
Agency

termmals, they may mampulate tariffs under their control
to the detnment of lessees and conceSSiOnaireS The 1997
Ordmance to amend the Major Port Trusts Act gives
extensive powers to the Tanff Authonty to fix the frame
and rates of tariffs The Government may at any time
supersede the Authonty's deCiSions and/or give it pohcy
directiOns The estabhshment of the Tanff Authonty
restncts the autonomy of eXisting Port Trusts and
mcreases centrahzatton by the recourse to an additiOnal
bureaucratic decision-makmg level ADB-fmanced
techmcal assistance to the Tanff Authonty may
encourage the development of a huge regulatory body
which has already given eVidence of its deSire to extend
itS JunsdictlOn to all port actlVlties and management

ReViSion of the approach to tanff fixmg
Lessees, port trusts, and conceSSiOnaues should propose
their own tariffs to be apphcable as cetlmgs over a
covenanted penod of time Approval should be imphcit,
With the Tariff Authonty, makmg formal mtervention if
needed, only when they disagree With the proposed
tanffs

EXistmg bid documents and conceSSiOn contracts contam ReViSion of eXistmg AdVice and MOST, Production of
unacceptable clauses, such as those regardmg tariffs documents on consultatiOn on local acceptable
termmatlOn, ownership and transfer of assets, etc These conceSSIons documents lawyers, documents wIthm
documents are not bankable ThiS seems to be due to a pnvate one year
lack of fallllharIty With concessiOns, which may have led sector
MOST to accept less than adequate documents prepared
by consultants
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Constraints In the Ports Sector Recommendations to TA for USAID Counter- Expected
Overcome part Outcomes

Agency

DIrectIves on pnvate sector partIcIpatiOn are restnctIve Contmue reform port None MOST An mternal and
regardmg dock labor Dock labor problems are only labor hIghly polItical
partly solved, despIte bemg known as one of the mam Is~ue At best,
causes of the msufficient prodUCtiVIty of IndIan ports Government

attentIOn may be
brought to the
problem as an
essential one

Lack of clanty regardmg fmancmg by the pnvate sector Clear rules applIcable to AdVIce m draftmg MOST InsertIOn of clear
of heavy and lumpy mvestments such as breakwaters and port fmances and legIslatIOn AdVIce m and modem
wharves, as opposed to superstructure and eqUIpment mvestments should fIxmg fmancIaI fmanClal clauses
Status of finance m port sector unclear WIth some ports appear m new legislation objectives oftrust m new legislatIOn
havmg SIzable reserves Wordmg of present conceSSIOns ports to rent-seekmg
and lease agreements reveal a rent-seekmg attitude from AdVice on taxatIOn and
port trusts pOSSible dIVidend

payments by trust
ports

Weak publIc port adrmmstratIon m Andhra Pradesh and Trammg and techOlcal One strongly State Course wlthm 18
Kamataka assistance structured port sector Port months

management course, Agency and
WIth dIdactic matenal Chamber of
If resources perrmt, Commerce
techmcal aSSIstance
VISIts at mtervals

Executive Summary and Overview/India Infrastructure Needs Assessment~- ~ .. __ .....
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Constramts m the Ports Sector Recommendations to TA forUSAID Counter· Expected

Overcome part Outcomes
Agency

Major ports prepare detaIled feasibIlity studies of Trammg of state Assistance m wntmg same Manual to be
proposed concessions and make them aVailable to government staff and manual Issued wlthm 18
bidders for prepanng bids State governments leave this elaboratIOn of project months
to the bidders themselves This results m poor response preparatIOn manuals
as bIdders are reluctant to spend large sums of money at
the blddmg stage

Indian port staff are notably absent from mternattonal Presence of selected staff, Sponsonng and MOST and AdmtsslOn to
port trammg courses and semmars or mternattonal mamly from mtddle fmancmg Ports InternatIOnal
gathermgs management, to such Manttme

courses and semmars OrgamzatlOn
Management
Course At least
4 tramees/year m
dIfferent courses

~
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134 Summary

The recommended techmcal assIstance effort IS summarIzed In the folloWIng table

Sector Dommant Constramt Technical ASSistance Effort

Power FmancIaI weakness of State 256 staff-months

Electncity Boards

Roads Absence of finanCIal 711 local staff-months

mechamsms to make most 187 foreIgn staff-months
roads "bankable"

Ports None 9 staff-months

Total 711 local staff-months

452 foreIgn or local staff-months

1 4 Strategy for USAID ASSistance

The consultants recommend that USAID techmcal aSSIstance be focused on the most "advanced"

states In order to get the speedIest results WhICh, If successful, could be replIcated by other states

The states recommended for aSSIstance are Karnataka, WIth some actlvitles In Andhra Pradesh

and Tarml Nadu ASSIstance at the central level IS also recommended There should be close

coOrdInatIOn WIth other lendIng agenCIes, partIcularly the World Bank and the ASIan

Development Bank, but operatlons In the same sectors In the same states IS not recommended, as

thIS could lead to duplIcatlon of effort whIch could be wasteful

1 5 Counterparts

Many counterpart organIzatIons are suggested In the sectoral chapters The consultants

recommend that USAID does not work exclUSIvely WIth any SIngle agency, but keep ItS optIOns

open and work WIth any counterpart found appropnate for a speCIfIC actlvity

•
I
I
I
I
I
I
,I
I
I
I
I
I
I
I
I

Executive Summary and Overview/India Infrastructure Needs Assessment Page 21 -J'I



1
\

2.0 Overview

2 1 Introduction

Why does the rate of econonuc growth vary from country to country? In lIght of the subject of
our InqUIry, It would be temptIng to assert that the dIfferences are due to InadequacIes In
Infrastructure-In the capItal assets that provIde the servIces necessary for a modern economy 
and to pnvate sector Involvement In Infrastructure Unfortunately, we are unable to prove thIS
Econorruc development IS a complex process and responds to many stImulI Adequate
Infrastructure has a SIgnIficant role In the process, and so has pnvate sector Involvement, but
these concepts are dIfficult even to defIne

When IS Infrastructure "adequate"? Clearly the amounts expended do not proVIde an adequate
measure High-pnonty Investments can be more useful than low-pnonty ones, and good
maIntenance can be the best Investment of all Some Investments, such as the railroad In LatIn
Amenca, whIch IS reported to have carned no traffIC except the matenals reqUIred to extend It,
can do more harm than good ThIS lIne of reasonIng pOInts to the need for an acceptable measure
of the qualIty of an Investment In Infrastructure

PublIc sector Investments are often assessed on the baSIS of benefIt/cost ratIos, but benefIts are
partIcularly hard to quantIfy and therefore easy to exaggerate Pnvate sector mvestments are
assessed on the baSIS of profitabillty-of finanCIal rates of return to the Investors ThIS measure
IS wIdely used In market econonues and, In the absence of SIgnIficant negatIve effects to thIrd
partIes, IS more relIable than the benefit/cost ratIos used by the publIc sector, as pnvate Investors
have strong IncentIves to obtaIn correct forecasts of profItabIlIty It IS also a conservatIve
measure, as It takes no account of benefits to consumers

It follows, then, that Investments assessed on the baSIS of the measunng rod of profItabIlIty are
more lIkely to be assOCIated WIth econOmIC growth than Investments not assessed WIth thIS
measure But It IS the use of the profitabIlIty cntenon that IS Important here, and not the
Involvement of the pnvate sector per se, pnvate Investors, If offered suffICIent guarantees or
other Inducements, can be attracted to Invest In even the poorest projects

The use of profItabIlIty as an Investment cntenon IS recommended In the comprehensIve Indza
Infrastructure Report prepared by the Expert Group on the CommerCialIzatIOn of Infrastructure
Projects, chaired by Rakesh Mohan, whIch descnbed commerczallzatwn as "a new wave, a new
neceSSIty" for meetmg Inma's cntIcal mfrastructure needs

Therefore, the team concentrated ItS attentIOn on IdentIfymg constraints to pnvate sector
Investment In profztable Infrastructure projects It was less concerned WIth assIstmg the pnvate
sector to support low-return projects that happened to be In offiCIal Investment programs

Executive Summary and Overview/India Infrastructure Needs Assessment Page 22



22 Private Sector Involvement In "Infrastructure"

WillIe the meamng of "Infrastructure"-the capItal assets that provIde the serVIces necessary for
a modem economy-Is generally clear, the team had dIffICUlty In IdentIfymg sectoral constramts
common to the three sectors bemg studIed power, roads, and ports There were, of course, the
faffilhar constramts applymg to all sectors of IndIa's economy (e g , httle understandmg of
market econOffiles, preference for new projects over maintaining eXIsting ones, shortage of
offIcIals competent to mteract wIth pnvate mvestors), but we dId not see how USAID could
make slgmficant new contnbutlOns to solvmg these problems The dIffIculty we faced was m
IdentIfying specIfIc constramts applymg to all our selected sectors, each of whIch faced qUIte
dIfferent Issues

• In the power sector, the dommant problem IS that, as a result of poor management, and of
polItIcal pressures to proVIde power below cost, most of the State Electncity Boards are
bankrupt and unable to cover theIr costs out of revenues

• In the roads sector, the problem IS the almost complete absence of markets enabling users
and proVIders of roads to mteract commercIally WIth one another, thus leavmg the sector
to be fmanced out of general revenues

• We could find no dOffilnant constramt specIfic to the ports sector, and consIdered the
constramts on prIvate Investment In that sector less Important than In the power and roads
sectors

ThIS report, therefore, mcludes a separate sectIOn for each of our three sectors ThIS OvervIew
sectIon descrIbes, for each of the sectors, the mam constramts to pnvate mvestment m IndIa and
the expenence mother countnes of successful pnvate sector partICIpatIOn It shows that, on the
baSIS of mternatIOnal expenence, IS It not unrealIstIc to attract substantIal prIvate sector
mvestment to IndIa's power, roads, and ports, proVIded the mam obstacles are faced and dealt
WIth

2 2 1 The Power Sector

ElectrIC power IS a key Input to all modem mdustrIal and commerCIal aCtIVIty, and to many
personal actIVItIes as well Yet the shortage of peak-perIod generatIOn capaCIty In IndIa IS
reckoned by The Indza Infrastructure Report to be 29 percent ThIS shortfall has to be regarded
as a major constraInt on the development of IndIa's economy Why IS the energy gap not fIlled
by the pnvate sector, whIch has prOVIded power m many developmg countnes, Includmg IndIa,
where the Tata group has been supplymg power on a large scale smce 1954?

The essence ofthe problem IS that the State ElectncIty Boards (SEBs), establIshed when the
sector was natIOnalIzed m 1948, have conSIstently under-performed and are now bankrupt In the
year 1994-1995, the average rate of return of all SEBs was a negatIve 15 5 percent The status of
the SEBs dIscourages pnvate mvestment III the sector for two reasons

r
I

r
I
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• FIrst, pnvate mvestors would be wary of mvestmg m generatIOn facIlItIes m the
absence of firm contracts to purchase the power generated The SEBs, bemg bankrupt
and m debt to other credItors, have dIfficulty m provIdmg the necessary guarantees

• Second, the SEEs' pncmg structure mvolves underchargmg rural and domestIc
consumers who typIcally pay less than 80 percent and 50 percent, respectIvely, of
average costs To recover some of these losses, mdustnal and commercIal customers,
and the raIlways, are overcharged Independent power producers therefore, If
penmtted, would be able to capture much of the SEBs' profItable busmess and make
theIr SItuatIOn even worse than It IS at present

It IS dIffIcult to see how thIS SItuatIOn can be resolved wIthout restructunng the SEEs, requmng
them to operate m a commercIal manner, and havmg the subsIdIes paId by the governments that
vote for them

CommerCIal operatIOn would allow the development of regIOnal tranSmISSIOn "gnds" consIstmg
of tranSmISSIOn networks lmkmg power statIOns and bulk customers The power statIOns and
bulk customers could be pnvately or publIcly owned, but all operatmg under rules whIch allow
them to buy or sell from the gnds at pnces that equate supply and demand

SEE restructunng and the commerCIalIzatIOn of the electnc power mdustry would reqmre
conSIderable prelImInary work For example, acceptable regulatory systems would need to be m
place to ensure that monopolIstIc supplIers do not take advantage of "captIve" customers ThIS
prelImmary work would reqUIre substantIal techmcal aSSIstance, some of whIch could be
prOVIded by USAID A program of appropnate techmcal aSSIstance IS detaIled m SectIOn 2 The
Power Sector

222 The Roads Sector

Although the traffIC on IndIa's roads has mcreased about thIrty-fold smce 1951, Its road capaCIty
has only tnpled, and 63 percent of Its mam road mIleage (NatIOnal and State HIghways) have
one lane only To thIS day, there IS not one mIle of road m IndIa dedIcated to the exclUSIve use of
motor vehIcles The need for maSSIve, rapId Improvement IS eVIdent, but the funds avaIlable
from general revenues are msufficlent

The Government of IndIa (GOI) IS anxIOUS for the pnvate sector to fmance at least part of ItS
lughway program and encourages the pnvate provlSlon of conventIOnal toll roads, followmg the
example of France, Japan, MalaySIa, SpaIn, and other countnes SectIOn 3 The Roads Sector
suggests techmcal aSSIstance that USAID could prOVIde to remove constramts to theIr
mtroductIon

ConventIOnal tolls, however, are not smtable for the vast maJonty of IndIa's roads A more
effectIve and convement way of empowenng road users to pay for roads would be through
dedIcated hIghway funds In the US, more than 30 states have dedIcated hIghway funds
fmanced by charges on road users

I
I Executive Summary and Overview/India Infrastructure Needs Assessment Page 24



Japan's expenence may be mstructlve after World War II, there was an urgent need for road
Improvement and new financmg systems were sought A toll road system was establIshed m
1952 but was not suffICIent to meet rapIdly expandmg traffIC demands In 1954, the gaso1me tax
was set aSIde as a speCIal fundmg source for road Improvement Although collected by the
natIOnal government, half the funds were used for natIOnal road works and half for road works
executed by the prefectures and other lower governmental levels

However, momes paid mto dedIcated road funds can be spent on low-pnonty projects, and the
establIshment of such funds does not, m Itself, meet the need for "CommercIalIzatIOn" advocated
by the Expert Group chaired by Rakesh Mohan How then ffilght IndIa's roads be
commercIalIzed?

CommercIahzatIOn of roads, whIch need not necessarIly mvolve pnvatIzatIOn, would mItIally
reqUIre the converSIOn of current road management mto profIt-makmg road compames, pOSSIbly
run by boards on whIch road users would be represented Such an arrangement has been
proposed for New Zealand and IS now recommended by the World Bank An outlIne of how such
commerCIal road companIes ffilght operate IS sketched out In the Roads sectIon below, and
suggestIOns are made for USAID techmcal aSSIstance to explore theIr pOSSIble applIcatIOn m
IndIa, at both the central and state levels

22 3 The Ports Sector

IndIa's major ports are charactenzed by chromc overstaffing and reluctance to take advantage of
modern technology For example, contaInenzed cargo accounts for 38 percent of general cargo,
compared to 60 percent or more mother countnes The authontles are reluctant to deal WIth
these problems-partIcularly the thorny labor problem-but the SItuatIOn IS not as cntlcal as In
the power and roads sectors, as there are no msuperable obstacles to the establIshment of new
ports, espeCIally state ports

Expenence In ArgentIna and MeXICO has shown that It IS pOSSIble to reform and restructure
eXIstIng port operatIOns by contractmg many of them (e g , cargo handlmg and storage) to pnvate
conceSSIOnaireS COmpetltIOn can be mtroduced not only between ports, but even between
tefffilnals m the same port Reforms m the port of Buenos AIres, for example, mcreased worker
productIVIty from 800 to 3,000 tons per year wlthm the peflod 1991 to 1995

Ports are complIcated entItles, due to the many mterests mvolved m them and to the mterfaces
between port users, servIce proVIders, and governmental responsIbIlItIes The smooth operatIOn
of the reqUIred relatIOnshIps depends on appropnate mstitutIOnal arrangements that are
sometImes lackmg m Inilla Thus, a major constramt on pnvate mvestment m ports IS the
unSUItabIlIty of the present legIslatIOn dealmg WIth ports, some of It datmg from 1908 Another IS
the weakness of port adffilmstratIOn at the state level-the pnvate sector cannot functIon well
WIthout competent government offICIals RecommendatIOns to deal WIth these ~ubJects are
mcluded m the Ports sectIOn below, as well as suggestIOns for techmcal aSSIstance that USAID
could prOVIde at the central and state levels

t'
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2 4 Multi-sector Regulatory AgenCies

2 3 Targetmg Strategy for USAID Central or State Level?

There IS much to be SaId for thIS approach, espeCIally where there IS shortage of regulatory
expertIse MultI-sector regulators are In a pOSItion to apply baSIC pnncipies to dIfferent sectors
(e g ,roads and telecommumcatIOns) and can always employ sectoral experts as necessary A
further advantage of multI-sector regulatory agenCIes IS that they are less lIkely to be "captured"
by the agenCIes under theIr supervlSlon

Should USAID target Its techmcal assIstance at the central or at the state level? If at the state
level, should It concentrate on the states that are makmg the most effort or should It assIst the
"backward" states? Should It offer to assIst dIfferent states to Improve dIfferent sectors, or to
Improve dIfferent sectors m the same state? Should It work m the states that are already assIsted
by other aId agencIes, such as the World Bank and the ASIan Development Bank?

Page 26

As to the chOice of states, the team was able to VISIt only four Maharashtra, Karnataka, Andhra
Pradesh, and TamIl Nadu Of these four, Maharashtra appears to already have ample access to
techmcal asSIstance, and the World Bank IS heavIly Involved In Andhra Pradesh and TamIl Nadu
The team was favorably Impressed by the offiCIalS met m Karnataka, by the active Interest of the
FederatIOn of Karnataka Chambers of Commerce and Industry, by the proposed Bangalore 
Mysore Infrastructure Corndor, and by the need to lmk It effectively to the Bangalore street
system The team therefore recommends Karnataka as the pnmary state to be the focus of
USAID technIcal aSSIstance at the state level, WIth some actiVIties also In Andhra Pradesh and
TamIl Nadu

In VIew of the Importance and urgency of ralSlng lIvmg standards m India, and of the dIfficulty
of mtroducmg the reqUired changes, the team recommends that USAID focus ItS efforts on the
states, rather than the center, so as to have fewer levels of government to deal WIth The state(s)
to start WIth should be those most open to reform, subject to the reforms bemg replIcable by
other states ThIS approach would make the most effective use of USAID's lImIted resources
Some techmcal aSSIstance should also be gIven to central agencIes--particularly to the NatIOnal
HIghway Authonty of IndIa, WhICh IS In the process of expandIng ItS area of responsIbIlIty

Executive Summary and Overview/India Infrastructure Needs Assessment

The commerCIalIzatIOn approach recommended by The India Infrastructure Report neceSSItates
strong regulatory mechamsms to protect the mterests of consumers whIle ensunng that producers
have suffICIent funds to carry out theIr statutory duties Separate agenCIes for each sector
(telecommumcatIOns, power, etc) can be set up, but It IS also pOSSIble to have one agency, at
least at the state level, to regulate more than one sector ThIS arrangement IS common m the US,
where "PublIc UtilIty COII1IIllSSIOnS" are responSIble for stateWIde regulatIOn
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25 Counterparts

The team was asked to recommend "counterparts" wIth whlch to work m the prov1S1on of
techll1cal aSsIstance Some recommendatlOns have been made, but the team belIeves It would be
m the mterest of USAID to aV01d exclusIve arrangements, and to be open to work wIth any
IndIan agency that seems appropnate III partIcular cIrcumstances
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General

Mr T V Sandeep Reddy
Telephone 40-3325222
Fac~umle 40-3321424

AdmInistrative Staff College Of India, Hyderabad
Mr T L Sankar, PnncIpal
Telephone 40-331-0852
Facsumle 40-332-1401

ASian Development Bank, New Delhi
Mr Natm K Patel, Semor Programs OffIcer/Semor Project ImplementatIOn OffIcer
Mr RIchard SImpson,
Semor Investment OffIcer, Pnvate Sector Group-Infrastructure & CapItal Markets
Mr V V Subramaman, Investment Officer
Mr J Snmvasan, Control Officer
Mr MAlam, Project ImplementatIOn Officer
Telephone 11-4692578
Facsumle 11-4636175

ASSOCHAM, New Delhi
Dr Mukul Khandun, SenOlr EconOlmst
Telephone 11-3360704
FacsImIle 11-3342193

Bangalore Infrastructure CommIttee
Mr Ta11am Venkatesh, ChaIrman
Telephone 80-663-8690, 9691
FaCSImIle 80-851-0455

Bangalore Water Supply & Sewerage Board
Mr J P Sharma, ChaIrman
Telephone 80-2215417
FacsImIle 80-2215417

CanadIan High CommiSSIOn, New Deihl
Ms Ann Good, FIrst Secretary (Development)
Telephone 11-6876500
FaCSImIle 11-6886478

Caspian Securities Ltd, London
Ms Vmeeta Manchanda-Smgh, Head of Sales, IndIan Sub-Contment
Telephone 44(0)1714228651
FaCSImIle 44(0)1714228820



CaspIan Research IndIa Pvt Ltd
Mr Deepak Malhotra, Investment Bankmg
Telephone 11-3730509,3730510
FacsImIle 11-3730511

Center for EconomIc PolIcy AdvIse, Mumbal
Mr 0 R Pendse, Consultmg EconolTIlc AdvIser
Telephone 22-4939056

DigviJay Exports
Mr Radhey Shyam Rathl
Telephone 80-221-2110
FaCSIlTIlle 80-221-8153

FederatIOn of Karnataka Chambers of Commerce & Industry, Bangalore
Mr K Lakshman, PresIdent
Mr 0 R SnkantaIah, VIce PresIdent
Mr T Ramappa, Secretary II
Telephone 80-226-2355, 226-2356
FacSImIle 80-225-1826

Government of Karnataka, Bangalore
Ms Teresa Bhattacharya, ChIef Secretary & Development COmmISSIOner
-cum-Agnculture ProductIon CommIsSIoner
Telephone 80-225-0715
FaCSIlTIl1e 80-225-1080

Housmg & Urban Development CorporatIon Ltd, New DelhI
Dr P S Rana, DIrector, Corporate P1annmg
Telephone 11-4616732
FaCSImIle 11-4628894
Mr V Suresh, ChaIrman & Managmg DIrector

Telephone 11-4693022
FaCSImIle 11-4697378

INDO-US FmancIaI InstItutIOns Reform and ExpanSIOn ProJect, New DelhI
Dr Meera Mehta, Semor Urban Fmance AdVIsor
Mr Chetan VaIdya, Sr Urban Management AdVIsor
Mr V Satyanarayana, Infrastructure Fmance AdVIsor
Dr Thomas Chapman, Project DIrector
Telephone 11-6149836
FacsImIle 11-6141420

IndustrIal Development Bank of IndIa, Mumbal
Mr Y M Shlvamurthy, General Manager (Legal)
Telephone 22-218-9117
FaCSImIle 22-218-3941
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Infrastructure Development Fmance Company Ltd, Mumbal
Mr D J BalajI Rao, Managmg Duector
Telephone 22-282-0282
Facsnmle 22-285-0078

Infrastructure Leasmg & Fmanclal Services Ltd, Mumbal
Mr RavI Parthasarthy, VIce Chanman & Managmg DIrector
Telephone 22-287-5256
FacsIffille 22-204-9676
Mr Han Sankaran, ChIef Executlve (Infrastructure)
Telephone 22-469-5081
FacsIffille 22-493-0080
Ms Sangeeta Anand, Manager

International Fmance Corporation, New Delhi
Mr Gopal K Handa, Semor Industry SpecIalIst
Mr Sunnder Chawla, Semor Projects OffIcer, ASIa II Department
Mr Shalabh Tandon, OperatIOns Officer, ASIa II Department
Telephone 11-6111306
FacsIffille 11-6112278

Larsen & Toubro Ltd, Chennal
Mr T V Anantharaman, General Manager (Development Projects)
Telephone 44-2342747
FacsIffille 44-2342317

Mallya Enterprises
Mr PM Mallya
Telephone 80-646-790
FacsIffille 80-665-676

Masons SolICitors & Privy Councd Agents (London)
Mr Arun Smgh, Partner
Telephone 71-490-4000
FacsIffille 71-490-2545

MUDlClpal Corporation, VIJayawada
Mr Ra.Jat Bhargava, COmmISSIOner
Telephone 866-422400
FaCSlIIule 866-423022

NatIOnal CouncIl of Apphed EconomIc Research, New Deihl
Mr Rakesh Mohan, DIrector General
Telephone 11-3721338
Facslffille 11-3327164
Mr S K N NaIr, Semor Consultant
Telephone 11-331 7860-68
Facslffille 11-3327164



Press Tools & Elements Pvt Ltd, Bangalore
Mr Tallam Venkatesh, ManagIng DIrector
Telephone 80-6638690

Price Waterhouse LLP, Mumbal
Mr Frank Wolf, FInancIal InstItutIOns Reform And ExpansIOn Project
Mr Denms Grubb, FInancial InStItutIOns Reform And ExpansIOn Project
Telephone 22-496-3599
Facslilllle 22-496-3555

RelIance Industries Ltd., Mumbal
Mr M Subramamam, Sr VIce PresIdent
Mr AmI GandhI, Infrastructure Group
Telephone 22-496-0370
Facslilllle 22-496-5573

RohIt Tandon & Co , New DelhI
Mr P Nlroop, Advocate
Telephone 11-4633827
FacslITule 11-4635207

S B I Capital Markets Ltd, MumbaI
Mr NIhar Shah, Pnvate Placement Group
Telephone 22-2189166
Facslilllle 22-2153263

STUP Consultants Ltd, Mumbal
Mr C R AIImchandam, Chairman & ManagIng Duector
Telephone 22-2832334
Facslilllle 22-2048424

T Sen Gupta & AssocIates, New DelhI
Mr Rakesh Khanna,
Telephone 11-6469353
Facslilllle 11-6213016

Tata, IBM Lmllted
Mr Ramaswamy R , Deputy General Manager - Procurement
Telephone 80-526-2355 ext 3915
Facslilllle 80-527-7404

The CommuDltIes Group, Washmgton D C
Mr Charles J BI1land, Semor VIce PresIdent
Telephone 202-667-3002
Facslilllle 202-667-3035



The World Bank, New DelhI
Mr Mohmder GulatI, Semor FmancIaI Analyst, Energy Sector
Mr AmI BhandarI, Pnncipal Transport SpeCialIst
Mr Chve G HarrIs, Econonust
Telephone 11-4617241
Facsinule 11-4619393

US Agency for InternatIonal Development, New Delhi
Mr DICk Goldman, DIrector
Ms Madhunuta Gupta, Semor Econonust & DIvIsIon ChIef
Mr Mark W Gellerson, Econonust
Mr Nabaroon BhattacharJee, Program Officer & RegIOnal Trammg AdVIser
Mr Ram Berry, Program Manager, OffIce of Envlfonment, Energy & Enterpnse
Mr A S Dasgupta, Program Manager
Mr RIchard L Edwards, Deputy DIrector
Telephone 11-6865301
Facsumle 11-6868594

UNDPIUNHS (Habitat) Urban Management Program, New DelhI
Dr Dmesh Mehta, RegIOnal AdVIser South ASIa
Telephone 11-6123402
Facsinule 11-6141420

VIJayawada MUnIcipal Corporation
Mr RaJat Bhargava, COIIlll11SSIOner
Telephone 866- 422-400, 421-001
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AdnnmstratIve Staff College Of IndIa, Hyderabad
Mr T L Sankar, Pnncipal
Telephone 40-331-0852
FacsInule 40-332-1401

Andhra Pradesh State ElectriCity Board, Hyderabad
Mr J Parthasarathy, ChaIrman
Telephone 40-331-7643,7663
Facsumle 40-331-7663
Dr M V KrIshna Roa, Member (DIstnbutIOn)
Telephone 40-331-7659
Facsumle 40-332-4823

Central Board of IrrigatIOn & Power, New Delhi
Mr S V R Rao, G M (Energy)
Telephone 11-3010557
FaCSImIle 11-3016347

Cogentrlx, USA
Ron Somers, VIce PresIdent - Project Development
Telephone 704-525-3800
FaCSImIle 704-525-9934

Credit Ratmg Information Services of IndIa LInnted, Mumbl
Mr VIvek Kulkarm, Head - AdVIsory ServIces Group
Telephone 22-431-6833
Facsnmle 22-431-6835

CRISIL AdVisory SerVIces, Mumbal
Mr Mamsh Agarwal, Semor ASSocIate
Mr A Amarnath, Semor ASSocIate
Mr S Venkataraman, ASSIstant General Manager
Telephone 22-431-6833
Facsnmle 22-431-6835

Councd of Power UtilIties, New DelhI
Mr C V J Varma, Secretary General
Telephone 11-301-5984
FaCSImIle 11-301-6347

Gas Authority of IndIa, Ltd, New DelhI
Mr Ra.Jeev Khanna, Deputy General Manager of Busmess Development
Telephone 11-617-0128
FaCSImIle 11-618-5941
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Global Energy Consultmg Engmeers Private LImIted, Hyderabad
Mr B S Varma, DIrector (Techmcal)
Telephone 40-339-1162
Facsnmle 40-332-8917

IndustrIes, Energy and Labor Department, Mantralaya, Mumbi
Mr Asoke Basak, Pnncipal Secretary to the Govt of Maharashtra
Telephone 22-202-6767
FaCSImIle 22-202-9388

IndustrIal CredIt and Investment CorporatIon of IndIa Ltd, Mumbal
Mr Anada MukerJI, Deputy General Manager
Telephone 22-283-7061
FaCSImIle 22-202-3802

Karnataka ElectrIcIty Board, Bangalore
Mr K P Smgh, ChaIrman
Telephone 80-221-4342
FaCSImIle 80-221-3526
Mr B N SathyaPrema Kumar, Secretary General
Telephone 80-225-8537
FaCSImIle 80-221-3526
Mr B L Yashavanth Chavan, Techmcal ASsIstant to ChaIrman
Telephone 80-221-1527 ext 38
Mr D S Palekar, Member (Techmcal)
Telephone 80-221-4663
FaCSImIle 80-221-8930

Karnataka Power CorporatIon Ltd, Bangalore
Mr K latraJ, Managmg DIrector
Telephone 80-225-5606
FaCSImIle 80-220-2811

Maharashtra State ElectrIcIty Board, Mumb31
Mr S V TankhIwale, Deputy ChIef Engmeer
Telephone 22-642-2211 ext 2214
FaCSImIle 22-640-1329

Mangalore Power Company, Bangalore
Ron Somers, Managmg DIrector
Telephone 80-559-8880
FacsIrmle 80-559-8881



MInIstry of Power, Government of IndIa, New Deihl
Mr JIJI Thomson, DIrector
Telephone 11-371-5327
FaCSInllle 11-371-7519
Mr J Vasudevan, JOInt Secretary
Telephone 11-371-0199
Mr P J Suvrathan, Jomt Secretary
Telephone 11-371-0389
FaCSInllle 11-371-7519

Power GrId Corporation of India Ltd, New DelhI
Mr A K Kapur, Executlve DIrector
Telephone 11-647-6113
Facsiffille 11-621-3390
Mr H L Tayal, Deputy General Manager
Telephone 11-643-3984
FaCSImIle 11-641-8357
Mr K V S Baba, Chief Manager
Telephone 11-647-6122
FacsIffille 11-646-6823

RPG Power Corporation Ltd, New Deihl
Mr N K Balasubramaman, PreSIdent
Telephone 11 335-4489
FacsIffille 11-331-9631

SCience and Engmeermg ApplIcations Corporation, USA
Dr H SlddalIngalah, PreSIdent
Telephone 301-774-1010
Facsiffille 301-774-6987

SPIC ElectrIC Power CorporatIon LImIted, ChennaI
Mr K M Kaven, Techmcal DIrector
Telephone 44-858-7826
Facslffille 44-858-7814

SPIC· SMO, Chennal
Mr C Snmvasan, Executive DIrector
Telephone 44-235-1716
FaCSImIle 44-235-0015

TamIl Nadu Electricity Board, Chennal
Mr Om Kumar, Chairman
Telephone 44-852-1300
FaCSInllle 44-854-4528
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TamIl Nadu IndustrIal Development CorporatIOn Ltd, Chennal
Mr R Gopalan, Chamnan & Managmg DIrector
Telephone 44-491-3331
Facsllmle 44-855-3729
Mr B V M Sarma, Development Manager
Telephone 44-855-3113
Facslffille 44-855-3729
Mr T WI1lmgton, General Manager
Telephone 44-855-4479
Facslffille 44-855-3729

Tamr BavI Power Company, Bangalore
Dr H SlddalmgaIah, ChaIrman
Telephone 80-331-6507
Facslffille 80-334-9588



Roads

All IndIa Motor Transport Congress, New Delhi
Mr ChlttranJan Dass, Secretary General
Telephone 11-3232617
Facsumle 11-3230864

ASIan Institute of Transport Development, New Deihl
Mr D P Gupta, DIrector (Research)
Mr P K Malik
Telephone 11-6856117
FacslITllle 11-6856113

C E S (IndIa) Ltd, New DeIhl
Mr S S Chakraborty, Managmg DIrector

FederatIOn of Karnataka Lorry Owners AssocIatIOn, Bangalore
Mr B Channa Reddy, PreSIdent
Telephone 80-608125

Ideal Road BUIlders Ltd, Mumbal
Mr D P Mhmskar, Managmg DIrector
Telephone 22-4142776
Facsllm1e 22-4144454

Kampsax IndIa Ltd, New Delhi
Mr Jesber Rasmussen, ChIef ExecutIve Officer
Telephone 11-6181713
Facsllm1e 11-6181812

L R Kadlyah & Associates, New Delhi
Dr L R Kadlyah, ChIef ExecutIve
Telephone 11-6212395
Facsllmle 11-6212395

Larsen & Toubro, Chennal
Mr A RamakrIshna, Member of the Board & PreSIdent (OperatIOns)
Telephone 44-2342747
FaCSImIle 44-2342317

Larsen & Toubro, New Delhi
Mr A Slvasubbu, RegIOnal Manager
Telephone 11-6106639
Facsnmle 11-6194463

MImstry of Surface Transport (Roads Wmg), New Delhi
Mr A D Narmn, Dlfector General (Road Development)
& Add1 Secretary to the Govt of IndIa
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NICE Ltd, Bangalore
Mr Ashok Kheny, Managmg DIrector
Telephone 80-5559819
Facslllllle 80-5559998

NatIonal HIghways AuthorIty of IndIa, New DelhI
Mr Deepak Dasgupta, Chairman
Telephone 11-6923901
Facslllllle 11-6924383
Mr Hardeepak Smgh, Member, Corporate Fmance
Telephone 11-6317970
FaCSImIle 11-6924383

PublIc Works Department & Ports, Bangalore
Mr C R Ramesh, Secretary to Govt of Karnataka
Mr V Kasthun Rangan, Under Secretary to Govt of Karnataka
Telephone 80-2251548
FaCSImIle 80-2268986

Svedala Industri IndIa Pvt Ltd, New Delhi
Mr Arvmd Shore, VIce PresIdent - Marketmg
Telephone 11-6141659
FaCSImIle 11-6141745

The World Bank, Bangladesh Dhaka Office
Mr Mohsm AlIkhan, Team Leader, Pnvate Sector Development & Fmance
Telephone 88-2-861056-68
FaCSImIle 88-2-863220

TR & B, Hyderabad
Mr V Anandarau, Spl ChIef Secretary
Telephone 40-234591
FaCSImIle 40-233511

v C & M D Maharashtra State Road Development CorporatIOn, Mumbal
Mr R C Smha, Addl ChIef Secretary, Govt of Maharashtra
Telephone 22-3685909
FacsImIle 22-3684943



Ports

GUJarat Plpav Port Ltd, Mumbal
Commodore V G Honnavar, DIrector (Project)
Telephone 22-2088930
Facslllule 22-2088956

International Seaports Pte Ltd. Chennm
Mr T V Anantharaman, ChIef ExecutIve
Telephone 44-2346719
FacsImtle 44-2342317

Krlshnapatnam Port Company Ltd, Hyderabad
Mr Chowdary V Nannapanem, ChaIrman
Mr A Sndhar, ExecutIve
Mr M Ramesh
Telephone 40-216563
FacsImtle 40-248243

MlDlstry of Surface Transport, New Delhi
Mr Kamlesh Kumar, DIrector of Port Development
Telephone 11-3716619

TR & B (Ports), Hyderabad
Mr N P RamakrIshna Reddy, OffIcer on SpecIal Duty
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Abbreviations and Acronyms

ADB ASIan Development Bank

I ABC Ahmedabad ElectrIcIty Company

APSEB Andhra Pradesh Electnclty Board

I BEST Bnhanmumbm Electnclty Supply and Transport Undertakmg

BOT BUlld-Own-Transfer
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I
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I
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KPC Karnataka Power CorporatIon

IMOP MInIStry of Power

MSEB Maharashtra State Electncity Board IMW Megawatt

NHPC NatIonal Hydro Power CorporatIOn I
NTPC NatIOnal Thermal Power CorporatIOn

OERA Onssa Electncity Reforms Act I
OSEB Onssa State ElectrIcIty Board

IPFC Power Fmance CorporatIOn

PGC Power Gnp CorporatIOn

IPPA Power Purchase Agreement

RBI Reserve Bank of indIa I
REC Rural ElectnficatIon CorporatIOn

RITES Railways Investment and Techmcal ServIce I
RFP Request for Proposal

RFQ Request for QuahficatIOn I
RSEB Rajasthan State ElectrIcIty Board

ISEB State ElectrIcIty Board

TEC Tata Electnc CompanIes I
USAID Umted States Agency for internatIOnal Development

UPSEB Uttar Pradesh State ElectrICIty Board I
WBSEB West Bengal State ElectrICIty Board
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Background

Objective and Outline of thiS Report

Power Sector Summary

The objectIve of thIS study IS to IdentIfy power sector legal, regulatory, and structural adjustment
lendIng to state and central governments for the purpose of creatIng the polIcy, InstItutlOnal,
econormc, and sectoral condItIons necessary for pnvate sector partICIpatIon, and to make
recommendatlOns for the development of a USAID MISSIon power sector strategy for technIcal
aSSIstance program

1'\
)

Page I

The perceptlOn that IndIa IS the Jewel In the crown for pnvate power developers can be easIly
construed by the fact that there are 70,659 MW of potentIal IPP schemes now bemg sought after
by the pnvate sector If all proposals were to bear fruIt, IndIa's capaCIty would be headIng
toward 150,000 MW by the mIllennIum The realIty IS that only a handful of Independent pnvate
power (IPP) producers are beIng developed m IndIa, led by the controversIal Enron-backed
Dabhol naptha-cum-LNG project m Maharashtra Only 513 MW ofIPP capaCIty has been
cOmmIsslOned smce IndIa first announced ItS power sector reform program In 1991 But the fact
that 128 projects have been IdentIfIed and 96 have reached Memorandum of Understandmg
(MOU) stage at least serves to underlIne the pnvate sector's Interest In IndIa's power supply
program

Power Sector/India Infrastructure Needs Assessment

ThIS report IS organIzed In five sectlOns a) SectIOn lOIS an mtroductlOn WhIch contaIns the
report's ObjectIves and methodology, b) SectIOn 20 addresses the current status of the sector
WIth regards to the Investment needs, the legIslatIve and regulatory framework that governs It,
aIid the key sector entItIes that operate mIt, c) Section 3 0 focuses on pnvate sector partICIpatIon
to date In the areas of green-fIeld generatIon proJects, green-field transffilSSlOn projects, eXIstmg
asset sales, and JOInt-venture dIstnbutlOn proJects, d) Section 4 0 contaIns a dISCUSSIon of
constraInts at the central and state levels that Impede pnvate sector mvestment In IndIa and
recommendatIons for overcommg these barners, and e) Section 5 0 contaIns our
recommendatlOns for USAID's technIcal aSSIstance for removIng some of these bafflers at the
state and central government levels The follOWIng three pnncIpal cntena were used to develop
the lIst of techrncal aSSIstance based on the recommendatlOns of SectlOn 4 °

A shortage of electncIty servIces, WIth respect to estImated consumer demand, has been a consIstent
charactenstIc of all State ElectncIty Boards (SEBs) In IndIa Planrnng and Investment strategIes,
mstItutIonal and regulatory structures, and finanCIng Issues have been major faIlures m many of
these SEBs AmbItIOUS targets for development of the power sector have not been met, whIle
mvestment consIstently lags behInd expectatIOns It IS now well recognIzed that the pnvate sector
has to playa leadmg role m the mobIlIzatlOn of Infrastructure mvestment funds If accelerated and
efficIent growth IS to be maIntamed
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• USAID's ComparatIve Advantages
• Pnvate Sector Impact
• BenefIts

Constramts on Private Sector PartiCipation

Recommendations for Intervention

Figure 44 Illustrates all potentIal areas (generatIOn, transmIssIOn, dIstnbutIOn, fuel supply, fuel
resource development, rehabIlItatIOn and modermzatIOn, etc) where USAID's techmcal
aSSIstance may be dIrected to promote pnvate sector partICIpatIon

Table 42 presents a summary of the recommendatIOns and rankmg of USAID's comparatIve
advantage based on ItS lImIted resources, power sector development Impact, and the counterpart
agenCIes (state and central government levels) where USAID techmcal aSSIstance would produce
the greatest benefIt

In general, the study found that the pnvate sector (both domestIc and foreIgn) perceIves
fOfffildable nsks to mvestment m the power sector Figure 4 1 Illustrates the genenc barners
were most often CIted, by the pnvate sector and fmanclal mstItutIOns, as the pnncIpal constramts
to pnvate sector ownershIp and fmancmg of power projects

•
•

I
I
I
I
I
I
I
I
I
I
I
I

~v I
Page IIPower Sector/India Infrastructure Needs Assessment

• Lack of SEBs' credItworthmess
• PublIc sector dommance
• PolIcy constraInts
• Unclear legal and regulatory process
• The lImIted aVaIlabl1Ity and convertIbIlIty of foreIgn exchange
• PublIc sector knowledge gap

There IS sIgmficant vanatIOn m the Importance of the above constramts across the SEBs and
states VISIted by the study team Some constraInts are more Important to address over the long
term and beyond the scope of USAID's techmcal aSSIstance program However, the study team
has IdentIfIed the followmg constraInts as cntlcal near-term nsks to pnvate sector project
development WhICh must be alleVIated before substantIal pnvate sector partICIpatIon can proceed
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FIgure 4 1

Power Sector Recommended ActIOns For USAID's Techmcal AssIstance
Major ConstraInts For Pnvate Investment
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FIgure 4 4
IllustratIOn of Recommended Power Sector Areas

for USAID' S Techmcal AssIstance
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Table 4 2

Summary Recommendations

USAID's Sector Recommended
Recommendations Comparative Priority Counterpart Agencies

Advantage

Legal and Regulatory Assistance

a) Provide techmcal assistance for the Implementation of State High High FIrSt Option Andhra Pradesh
ElectncIty Regulatory ComnusslOn (SERC) Second Option Karnataka

(TOR IS mcluded m Annex)

b) Provide techmcal assistance for the Implementation of Central MedIUm High MOPandCEA
Electnclty Regulatory ComrmSSlOn (CERC)

c) Provide model blddmg documents for Jomt-Venture projects High High Reformmg SEB or NTPC
(GeneratIOn and tranSlTIlSSIOn), ConceSSIOn Contracts, PPA and
FSA

Project Fmancmg and Capital MobilizatIon

a) Improve SEBs' Credltworthmess

Provide techmcal assistance to measure SEBs techmcal, High High Sponsor 1 APSEB
fmancIaI and personnel performance standards (Benchmark Sponsor 2 KEB
Study) by mternatlonal "best practices"

<..J"'i'\
\J~
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USAID's Sector Recommended
Recommendations Comparative Priority Counterpart Agencies

Advantage

OpportumtIes For PrIvate Sector
PartIcIpatIon m Power Projects

Green-field Projects
ASSISt Tanul Nadu state government (TIDCO) m the LNG HIgh MedIUm TIDCO
ternunal project and natural gas pIpe-Ime dIstnbutIOn
feasIbIlIty study

RehabllztatlOn and ModermzatlOn Projects

a) ProvIde technIcal aSSIstance for model BId Documents for HIgh HIgh NTPC or APSEB
full pnvatIZatIOn, conceSSIOn contract and/or LROT
contract for eXIstmg power plants

b) ProvIde technIcal aSSIstance for preparatIOn of a model HIgh HIgh NTPC or APSEB or KEB
bankable power plant condItIon assessment report for full
pnvatIon and/or LROT contract

TransmIssIOn-Related Projects

a) ProvIde technIcal aSSIstance to develop power wheelIng and HIgh HIgh PGC
bulk-power tranSmISSIOn pncmg mechamsm for the PGC
serVIces

DlstnbutlOn UtllUZes

a) ProVIde techmcal aSSIstance for tanff reform and HIgh HIgh APSEB or KEB
agncultural subSIdy mechamsm study

--------------
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USAID's Sector Recommended
Recommendations Comparative Pnonty Counterpart Agencies

Advantage

b) Develop computenzed dIstnbutIOn asset management and HIgh HIgh APSEB orKEB
asset valuation program WhICh wIll lead to dIstnbutIOn
utihty pnvatIzatIOn and/or conceSSIOn contract arrangement

Market Competition

Develop gmdelmes for the Independent System Operators HIgh HIgh APSEB
(ISO), Gnd Codes, Power Poohng and Settlement Agreement

Institutional CapacIty Bmldmg of PublIc Sector

ProvIde mstItutIOnal capacIty bmldmg support for semmars, and HIgh HIgh APSEB / KEB / MOP/ CEA / PGC
trammg program for the central and state government agenCieS
for deahng wIth pnvate sector project developers and mvestors
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Recommendations for USAID's Technical Assistance Program

There are several ways In WhICh USAID can assIst In ImprOVIng the legal and regulatory polIcIes
and InstItutIOnal framework, hence facIlltatmg the mobIlIzatIon of funds from pnvate sources
and pnvate sector partIcIpatIOn In the power sector USAID IS already havIng a comprehensIve
dIalogue wIth the IndIan government on the polley and InstItutIOnal reforms In the power and
fInancIal sectors (for example FIRE and EMCAT projects) In the context of ItS operatIons,
economIC and sector work VarIOus InstItutIOnal and operatIonal optIOns dIscussed In Section 5 0
are to be reVIewed by the governments (state and central) and USAID, the pnontIes have to be
agreed upon between the two

FIgure 5 1 Illustrates an example of USAID's specIfic role m removIng the bamer for pnvate
sector Investment It IS Important to note that vanous parallel or sImultaneous techmcal
aSSIstance wIll be reqUIred to remove all Issues related to constraInts such as "Unclear Legal and
Regulatory Process"

Our key recommendatIons for coordInatIng techmcal aSSIstance for all functIOnal areas of the
publIc sector entItIes (both state and central governments), are summanzed In Table 5 2 for
power sector speCIfic InstItutIOnal development eftorts for a) Legal and Regulatory Framework,
b) GeneratIon System, c) TranSmISSIOn System and Market CompetItIOn, d) DlstnbutIOn System,
and e) InstItutIOnal CapaCIty BUIldIng StudIes and SemInars
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FIgure 5 1

Example of USAID's SpecIfIc Role In
PromotIng Pnvate Sector Investment

Diagnose

Acknowledgment
ofReform Needs

Sector
Polley

ImplementatIOn
Discrete Outcomes

v-.,.
~

TAl Techmcal Assistance for the establIshment of an mdependent Regulatory CommisSiOn
TA2 Techmcal Assistance for regulatiOn of tanff structure and levels at SERC
TA3 Imtiatives for pnvate sector mvestment m generatiOn, transmISSiOn and dIstnbutiOn

BId Document preparatIon, ConceSSiOn Contract draftmg
TA4 Asset Management Program and Asset ValuatiOn of DIstnbutIOn UtIlItIes
TA5 ImplementatiOn of DIstnbutIOn Jomt-Venture and/or ConceSSiOn Contracts
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Functional Areas for Counterpart
USAID's Technical Assistance Program Agencies

1) Legal and Regulatory Framework

• ImplementatIon of SERe OptIOn 1 APSEB
OptIOn 2 KEB

• Rules and RegulatIOns for CERC CERC, KEB or ASEB

2) GeneratIOn System

• Gas DIstnbutIOn Study TIDCO

• Fuel-lInkage for Power Sector Study MOP/GAll..JONGC/Coal IndIa

• LROT Project DocumentatIon SEB orNTPC

• CondItIon Assessment Study SEB

• Model BId Documents SEB

3) Transmission System & Market CompetItIon

• Bulk-power wheelIng and tranSmISSIOn tarIff study PGC

• TransIDlssIOD BId Document

• ISO and Gnd Code PGC

• Settlement Agreement PGC

• RegIOnal Power Market Study PGC

• TransIDlssIOn for Mme-mouth IPPs PGC

• Model BId Documents PGC
PGC

4) DistrIbutIon System

• Assets Management Program KEB and/or APSEB

• Benchmark Study CBIP

• TarIff Reform Study KEB and / or APSEB

• Jomt-Venture / ConceSSIOn BId Documents KEB and/or APSEB

• Model BId Documents

5) InstItutIOnal Capacity Bmldmg Studies
andSemmars

• Procurement SeIDlnars All SEBs, NTPC, PGC, NHPC

• Semmar on Non-recourse Project Fmancmg All SEBs

• CompetItIOn m Bulk-Power Market All SEBs

• Power Poolmg and Settlement Agreements All SEBs

Table 5 2
Summary Recommendations on Counterpart Agencies for

Implementmg USAID's Technical Assistance

Power Sector/India Infrastructure Needs Assessment Page x
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1.0 Introduction

1 1 Background

The structural basIs for the power sector m IndIa was estabhshed by the ongmal IndIan
Electnclty Act and the Electnclty Supply Act of 1948 These two acts provIded for three types
of utIlItIes a) the State Electnclty Boards (SEBs), b) LIcensees, and c) government-owned
generatmg compames The SEBs (of whIch there are 19) control about 65% of the country's
generatmg capacIty For those projects too large or complex for mdlvldual SEBs to handle, the
government formed several "Central Sector Power CompanIes," mcludmg NatIonal Thermal
Power CorporatIOn (NTPC), the country's largest smgle plant operator (18,000 MW), the
NatIonal Hydroelectnc Power CorporatIOn (NHPC), the North Eastern Electnc Power
CorporatIOn (NEEPCO), the NatIonal Power TranSIIllSSlOn CorporatIOn (NPTC), and the Nuclear
Power CorporatIOn WIth the vIew of ultImate formatIOn of a natIOnal gnd, the government
deCIded to transfer all of the transIIllSSlOn assets and assocIated manpower of the central sector
power utIlItIes to the newly formed NPTC, and renamed It Power Gnd CorporatIOn (PGC)
Accordmgly, about 20,200 CIrCUIt km of hIgh-voltage transIIllSSlon hnes and substatIOns bUIlt or
under constructIOn, mcludmg Rlhand-Dadn HVDC Ime, are now run by PGC

Upon mdependence m 1947, mstalled capacIty m IndIa was only about 1,400 MW At present,
the total mstalled capacIty of both pnvate and publIc sector IS about 87,000 MW However, the
dependable capacIty IS only about 55,000 MW IndIa's per capIta electnc energy consumptIOn IS
about 350 kWh per year--the lowest m the regIon The tranSmISSIOn and dIstnbutIon systems m
IndIa are subject to voltage and frequency varIatIOns, and thIS exacerbates the capaCIty shortfall
and tranSffilSSlon of power mter-states HIgh-voltage 400 kV mterconnectIon lInes are not fully
developed, most transffilSSlOn operates on 220 kV and 132 kV levels DlstnbutIon voltages are
33 kV, 11 kV, and 6 kV

There are five pnvate utIhtles WIth mstalled capacIty of about 3,000 MW, WIth an addItIonal
captIve power-producer capacIty of 6,250 MW, WhICh IS eqUIvalent to 9% of the total capacIty m
the country However, faced WIth contmumg shortages, both m power-generatmg capacIty and
mvestment funds, many SEBs are mterested m attractIng pnvate power projects m theIr servIce
areas The IndIan MmIstry of Power soltcIted mdependent pnvate power (IPP) projects by
proposmg amendments to the electnclty legIslatIOn m January 1991 The new legIslatIOn allows
pnvate companIes to Install theIr own capaCIty and/or wholesale electrICIty to SEBs Also, the
sale of surplus power from Industnal plants IS facIlttated by the amended electrICIty law
EstImates of the pnvate power market In IndIa range up to 20,000 MW by the end of year 2000
and 80,000 MW by 2005 A recent World Bank survey estImates that the IndIan power sector
would reqUIre mvestments that total nearly US$100 bIlhon between 1998 and 2007 Over the
forecast penod, the US$lO bIlhon reqUIred each year IS approxImately fIve tImes the amount
spent on the power sector wlthm the 1990-1995 penod A SIzable share of the capItal
reqUIrement WIll need to be funded by the prIvate sector
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1 2 Objective

In USAID's development actIvItIes WIth the IndIan government, steps are bemg takmg to
promote the flow of pnvate capItal mto mfrastructure development The objectIve IS to leverage
ItS resources to reduce constramts for the pnvate sector partICIpatIOn m the power sector and
attract more long-term pnvate capItal to pnvate power projects Although USAID IS an Important
donor, Its resources are lImIted Thus, It must ensure that Its actIVItIes complement the work of
major partICIpants, such as the World Bank, ADB, and the US pnvate sector

The objective of thIS study IS to (1) Identlfy power sector legal, regulatory, and structural
adjustment lendmg to state and central governments for the purpose of creatmg the polley,
mstitutIOnal, econOmIC, and sectoral condItIons necessary for pnvate sector partICIpatIOn, and (11)
make recommendatIOns for the development of a USAID mISSIOn power sector strategy for
techmcal aSSIstance program

1 3 Study Methodology

Tills study has taken place entIrely In IndIa and IS a hIghly field-onented reVIew of the ongm of
the pnvate sector project partICIpatIOn progress, constramts, status, and potentIal Impact of the
sector development The study team conducted mtervlews m New DelhI WIth the World Bank,
ADB, USAID, and CIDA, and m MumbaI, Bangalore, Chenm, and Hyderabad WIth the SEBs
and Indian mfrastructure fmancmg mstltutIons (IDFC, IDBI, and ILFS) over the penod January
20 - February 10, 1998 (See Annex - A for the lIst of persons contacted for thIS study) A fmal
mISSIOn bnefing on the lessons learned, findmgs, and recommendatIOns was completed on 13
February 1998 Entrance and eXIt bnefmgs WIth USAID were used to ensure close USAID
mISSIOn staff mvolvement USAID staff attended many of the key meetmgs, partIcularly those
where multilaterallendmg and pnvate sector project fInancmg Issues were dIscussed

1 4 Orgamzatlon of ThiS Report

Section lOIS an mtroductIOn whIch contams the report's ObjectIves and methodology

SectIOn 2 0 addresses the current status of the sector WIth regards to the mvestment needs, the
legIslatIve and regulatory framework that governs It, and the key sector entltIes that operate In It

SectIOn 3 0 focuses on pnvate sector partICIpatIon to date m the areas of a) green-fIeld
generatIOn projects, b) green-field tranSmISSIOn proJects, c) eXIstmg asset sales, and d) Jomt
venture dIstrIbutIOn projects

Section 4 0 contaIns a dISCUSSIon of constraInts at the central and state government levels that
Impede pnvate sector Investment m IndIa and recommendatIons for overcomIng these barrIers
These constraInts Include an unclear legal and regulatory process, SEBs' credItworthIness, publIc
sector dOmInance, lack of domestlc capItal market, and publIc sector knowledge gap of non
recourse project fInanCIng
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SectIOn 5 0 contams recommendatIons for USAID's techmcal assIstance for removmg some of
these barrIers at the state and central government levels The followmg three pnncIpal cntena
were used to develop the Itst of techmcal assIstance based on the recommendatIOns of Sectlon
40

• USAID's ComparatIve Advantages
• Pnvate Sector Impact
• BenefIts
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2.0 State of Power Sector and Investment Needs

2 1 Introduction

The power sector polIcy declSlon and ImplementatIOn of power-related projects reqmre
certIfIcatIOn and perrrut clearances from both the central and state governments Tradltlonally,
the polIcy gmdelmes and the statutory and orgamzatIOnal frameworks have been provIded by the
central government through the Indian Electnclty Act (1910) and the Electnclty (Supply) Act
(1948) The state governments have been pnmanly responsIble for the generation, tranSffilSSIOn,
and dlstnbutIOn of electnclty to the ultimate consumers Consldenng that the state governments
were facmg resource constramts, generatIOn m the central sector has been encouraged smce the
ffild-1970s by settmg up central power sector undertakmgs such as the NatIOnal Thermal Power
CorporatIOn (NTPC), the NatIOnal Hydro Power CorporatIOn (NTPC), and the NatIOnal Power
Gnd Corporation (NGC)

2 2 Power Sector Capacity and Demand

In spIte of sIgmficant growth m power generatIOn, shortages remam The present shortage IS
mamly on account of growth m demand for power outstnppmg the growth m generatIOn and
generatIon-capacIty addItion The energy shortage has mcreased from 92% m 1995-1996 to
11 5% m 1996-1997 The peak shortage dunng the year 1996-1997 was as hIgh as 183%

The total Installed capacIty, whIch was around 1,700 MW m 1950 (It was only 1,400 MW at the
time of India attammg mdependence), has mcreased at a rate of over 8 percent per annum SInce
1950 The targeted mstalled capacIty as of 31 March 1997 was 86,156 MW In step WIth
addItions to mstalled capacIty, power generatIOn m the country dunng the same penod has
mcreased from 5,000 ffillhon umts to 400 bllhon umts dunng 1996-1997 However, the energy
and peak shortages still contmue to plague the IndIan economy Dunng the FIfth Plan (1974
1979), the capacIty addItion was 10,017 MW and dunng the SIxth Plan (1980-1985), It was
14,137 MW The Seventh Plan saw a total addItIon of2l,051 MW whIle, m the EIghth Plan, the
capacIty addItIon would be only around 18,000 MW
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In exerclsmg control of tarIff levels, both the state and central governments have consIstently
penalIzed theIr own compames--the state enterpnses engaged m power generatIOn--more
severely than central government companIes ThIS IS one of the mam arguments m favor of
capItal overture and greater pnvate partIcIpation m publIc compames Regardless of the present
governmental ownershIp regIme, thIS wIll place these compames m a better pOSItiOn to demand
adequate tarIff levels to remunerate theIr Investments Pnvate partIcIpatIOn In the power sector
WIll lead to greater care m deterffilmng more reahstIc tarIff levels As long as the government IS
the only owner, It WIll be dIfficult, for polItIcal reasons, to recover tarIffs adequately The greater
the number of market partIcIpants mvolved, the more market-onented the tarIff formulatIOn WIll
beI
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2 3 Problems Faced by the Power Sector

Among the varIOUS factors that affected the growth of the power sector, the maIn contnbutor can
be stated as the non-aVaIlabIlIty of capItal arISIng out of non-commercIal tarIff formulatIOn by the
State Electnclty Boards (SEBs) Though the SEBs are supposed to be commerCIal orgamzatIOns
accordIng to theIr charter, the state has been empowered under the Electnclty Act to approve the
tarIff structure of the varIOUS consumers and, m theIr pursmt of popuhst programs, the states
have resorted to very uneconoffilcal tarIffs to the rural consumers IncludIng the agncultural
servIces It IS only now that the central and state governments have reabzed the Issue of fIXIng
tarIffs on a near-commerCIal baSIS, and the country IS In the process of makmg statutory amends
to achIeve these goals However, some of the major factors that contrIbuted to the present-day
problems can be summarIzed as

• A declInIng proportlOn of hydro capaCIty The share of hydropower projects to the totdl
capaCIty, WhIch stood at 51 % dunng 1962-1963 slIpped to 33 % In 1985-1986 and further
to 25 3% m 1996

• Only 15 percent of the hydroelectnc potenttal of 84,000 MW has been developed
MaXImum unexplOlted potentIal hes m the Northeast and the northern regIOns of the
country

• The Plant Load Factor (PLF), whtch IS an Important mdIcator of the performance of the
thermal power-generatmg umts, has shown steady Improvement at all levels In IndIa and
has Increased from 56 5% m 1989-1990 to 62 5% m 1996-1997 However, conSIderable
scope remaInS for further Improvement, partIcularly m the SEBs' thermal plants

• The T&D techmcallosses, whIch were only 15% before the maSSIve VIllage
electnficatlOn program was mounted (m 1969 WIth the settmg up of the Rural
Electnficatlon CorporatIon - REC), mcreased to 23% (on a computed baSIS, as about 40%
of the loads are not metered) on the average, and It IS acknowledged that the actual losses
are even hIgher

As per the proJecttons made by the Central ElectrICIty Authonty (CEA) m ItS NatlOnal Power
Development Plan (July 1995), the energy reqmrement and the peak capaCIty would be m the
order of 1 95 btlhon kWh and 176 GW by 2012 The 15th Power Survey of the CEA has not
gIven the detaIled proJectlons beyond 2001-2002 but, the 14th Power Survey of CEA projected
addltlonal generatmg capaCIty as 142 thousand MW by 2006-2007 These figures lead to the
reqmrement of capaCIty additton of about 10,000 MW per annum WIth an mvestment of US$ 25
bl1hon per year, mcludmg the mvestment reqUIrements for the tranSffilSSlOn and dIstnbutIon
projects
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2 4 Alternatives to Additional Generation

There are however, some alternatives possIble to aVOId capacIty addItIOn to the extent projected
through energy effiCIency and demand SIde management programs Also, co-generatIOn and
captive generation WIll also lead to reducmg the mvestment reqUIrements for new capacItIes

Some of the steps Identified as feasIble measures for aVOIdmg new generatIOn are

• renovatIOn and modernIZatlOn of the eXIstmg power plants,
• hfe extensIOn of old thermal plants,
• mstallatIOn of capacItors for reducmg the Impact of the mductIve loads,
• converSIOn of the eXIstmg LT dIstnbutIOn to HIgh Voltage DIstnbutIOn Systems

(HVDS) to reduce the present lme losses by about 8% and to aVOId the possIbIhty of
theft of power,

• mstallatIon and regular use of electronIc and pIlfer-proof static meters and mtroductIOn
of time of day tarIff, and

• end use efficIency Improvement

VarIOUS studIes have mdIcated that there can be a 25% reduction possIble m the addItional
capacIty reqUIrements If these energy efficIency and end use effIcIency programs are taken up m
all senousness The cost per aVOIded megawatt, now termed as "NEGAWATT", works out to be
only about US$ 500,000 agamst the estImated cost of US$ 1,500,000 for addmg a new
Megawatt Also, the gestatIon penod for achIevmg the "Negawatt" IS less than one year m many
cases and maXImum two years, m the worst possIble scenarIO, as agamst the uncertam gestatIOn
penods of the new Megawatts However, there are no concrete government pohcles for
Implementmg the "Negawatt" programs, even though they are the most cost-effective

2 5 Power Sector Status

2 5 1 Load Plant Factors

It IS a known fact that the Plant Load Factors (PLF) of most of the generatIOn plants m IndIa are
far below theIr achIevable levels Except m central thermal statIons and some of the thermal
statIOns of APSEB and KPC, the PLFs of other plants are far below expected levels Table 2 1
gIves a broad profile of the performance of the power plants m the country
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A closer exammatIOn of the power plants have mdIcated that the performance can be Improved
substantIally wIth small mvestments and by Improvmg the PLF (through successful R&M and
RefurbIshmg the plants I) the country can recover as much as 10,000 MW

Table 21
Average PLF of SEBs Thermal Power Plants

State/Agency Plant Load Factor%

1996·1997

ANDHRA PRADESH 783

RAJASTHAN 756

TAMILNADU 723

KPCL 702

OPGC 694

MAHARASHTRA 687

PUNJAB 657

GUJARAT 648

MADHYA PRADESH 623

WPPDC 565

UTTAR PRADESH 491

HARYANA 477

DELHI 417

WEST BANGAL 392

DPL 295

ASSAM 271

BIHAR 153

NTPC 770

NLC 703

DVC 356

CESC 736

BSES 732

TEC 688

ALL INDIA 644

1 The Phase I of RenovatlOn & ModermzatlOn Program was taken up dunng the 7th FIVe-Year Plan ThIs program
has yIelded good results the total addItIonal generatIon durmg 1994-1995 was 10 392 GWh agamst a target of 7 000
GWh Phase II of R&M Program covenng 200 umts of 46 old thermal power plants was to start In 1991-1992
These old thermal power plants have an aggregate capacIty of 21,644 MW and the cost of R&M was estImated at
US$633 mJihon WIth a 5% Improvement In the PLF, these plants are to add 8,750 MW annually The program IS
also expected to extend the hfe by 15-20 years m umts hke Neyveh Amarkantak, Korba-II, Satpura-I, and
Kothagudem-B thermal plants WIth aggregatmg to a capacIty of I 4025 MW

'I
I
I
I
I
I
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2 52 Thermal Plants Age Factor

A closer exanunatIon of the thermal plants reveal there are as many as 189 generatmg umts that
are more than 14 years old and that were bUilt wIth obsolete technologIes Table 2 2 gIves the
age-wIse analySIS of these generatmg umts These generatmg umts were supphed by more than 36
manufacturers from 13 different countnes Many of these generatmg umts have become obsolete
and therr performance IS nowhere comparable to new technologIes

Table 2 2

Age-Wise ClaSSification of the Thermal Generating Umts

Age Group In Years Number of Units

Up to 14 24

15 - 19 23

20-24 36

25 - 29 46

30 - 34 37

Above 34 23

Total 189

2 5 3 HydroelectriC Plants

There are 198 hydroelectnc projects wIth 585 hydro umts Ofthese, there are 101 umts of 20-30
year vmtage, 55 wIth 30-35 years, 44 wIth 35-40 years, 29 wIth 40-50 years, and 46 wIth more than
50-year vmtage TakIng 30 years as a benchmark for urgent rehabIhtatIOn and hfe extenSIOn
studies, It IS envIsaged that It WIll be pOSSIble to acmeve 10,000 MW capaCIty addItIOn WIth an
mvestment of only US$ 100 rrulhon or less
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2 5 4 Status of Transmission and Dlstnbutlon System

It IS a known fact that central transmISSIon systems and dlstnbutIOn lmes m the country are
overloaded and over-stretched ThIs has been a result of a dIstorted mvestment program for the
generatIOn, tranSlll1SSIOn, and dlstnbutIOn Table 2 3 below gIves the actual dlstnbutIOn of funds
for the sectors of generatIOn, tranSlll1SSIOn, and dlstnbutIOn over the last 7 fIve-year plans
Accordmg to the Rajadyaksha Comlll1Uee, the mvestments m generatIOn, tranSlll1SSIOn, and
dlstnbutlon should have been on the order of 50% 25% 25% However, data m Table 2 3
mdlcates that there has been a gross lll1smatch m the mvestments made In tranSlll1SSIOn and
dlstnbutlon areas

It IS clear from the table that the dlstnbutlon of funds earmarked/spent m tranSlll1SSIOn, sub
tranSlll1SSIOn, and dlstnbutIOn was low compared to the expected level of 2 11m the sectors of
generatIon, tranSlll1SSIOn, and rural electnflcatlon (sub-tranSlll1SSIOn and dlstnbutIOn) StudIes
carned out m terms of system Improvement schemes by the Power FInance CorporatIOn (PFC),
Rural ElectnficatIOn CorporatIOn, the World Bank (WB), ASIan Development Bank (ADB), and
Overseas Econolll1c and CooperatIOn Fund (OECF) of Japan have shown that the sub
tranSmISSIOn lInes were over-stretched, overloaded, and under-compensated for the InductIve
loads at the tall end m the form of agncultural pump-sets and tube lIghts

Table 2 3

Past Investment In Generation, TransmiSSion and Dlstrrbutlon

Planning Period Generation TransmiSSion Dlstnbutlon R&M

Program

FIrst Plan (1951 - 56) 40% 51% 3% 6%

Second Plan (1956 - 61) 54% 25% 16% 4%

ThIrd Plan (1961 - 66) 62% 24% 12% 2%

Three Annual Plans (1966 - 69) 39% 24% 20% 1%

Fourth Plan (1969 - 74) 51% 27% 21% 1%

FIfth Plan (1974 - 79) 59% 27% 14% 0%

Annual Plan (1979 - 80) 52% 32% 15% 1%

SIxth Plan (1980 -85) 60% 30% 9% 2%

Seventh Plan (1985 - 90) 65% 24% 10% 5%

2 6 Investment Needs

A shortage of electnclty servIces, WIth respect to estImated consumer demand, has been a conSIstent
charactenstIc of all SEBs In IndIa Plannmg and mvestment strategIes, mstitutIOnal, regulatory
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In thIS emergmg dynamIC enVIronment, projects are complex and large, requmng speCIal types of
expenence and expertise Close coordmatIOn among vanous qualIfIed partIes across natIOnal
boundarIes IS becommg a neceSSIty The abIhty to develop new projects, form allIances WIth
other mternatIOnal partIes, and mobIlIze fmances m the mternatIOnal markets to bnng such
transactIOns to finanCIal closure WIll be essential for the governments to succeed m the
mternatIOnal marketplace

In order to support contmumg econOffilC growth and reform pohc1es, the publIc enterpnses need to
expand rapIdly thelT mfrastructure sectors m the cOffilng years AddItIonal mfrastructure
mvestments are essentIal for thelT econOffiles to fully realIze the benefits of the potentIal econOffilC
growth The hkely demand for funds to finance these mfrastructure projects appears to be
enormous For example, m the next 10 years, accordmg to the WorId Bank estImate, mvestment
reqUIrements for mfrastructure sectors m ASIa (other than Japan) WIll exceed $25 mIlton About
75% of ttus amount IS hkely to be financed by the pnvate sector so as to enhance the effiCIency of
project ImplementatIOn and also due to shortages of funds from pubhc sources

structures, and financmg Issues have been major faIlures m many of these SEBs AmbItIouS targets
for development of the power sectorhave not been met, wtule mvestment consIstently lags behmd
expectatIOns It IS now well recogmzed that the private sector has to playa leadmg role m the
mobIlIzatIOn of mfrastructure mvestment funds, If accelerated and effiCIent growth IS to be
mamtamed
Dunng the remamder of ttus decade, developmg IndIa must raIse an enormous amount of capItal to
expand ItS power sector facIlItIes to meet the needs of ItS rapId econOffilC and SOCIal development It
has been estImated that approXImately $25 bIllIon per year m capItal expendIture wIll be reqUIred by
the end of the current decade to meet the demands of the power sector by addmg 80 gIgawatts of
generatmg capaCIty and related transffilSS10n and d1stnbutIOn system faCIlItIes Slffillarly, mvestment
reqUIrements for other sectors (ports, aIrports, transportatIOn, telecommumcatIOn, health, etc) WIll
exceed over $200 bIllIon for the remaInder of the decade Cons1dermg the lIffilted aVaIlab1hty of
pubhc funds and bIlateral / multIlateral soft loans, It IS ImperatIve to achIeve greater pnvate sector
financmg mvolvement m mfrastructure projects

I
I
I
I
I
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I
I
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3.0 Review of Private Sector Participation-

3 1 Introduction

IndIa IS proceedIng along two pnvate sector Investment tracks deSIgned to attract foreIgn
Investment to meet Impendmg power reqUIrements a) JOInt-venturmg eXlstmg facIlItles, and b)
attractlng pnvate IPP capItal to green-field and partIally completed projects Any assessment of
these natIOnal and regIOnal efforts to date, and suggestIOns for Improvement, should be vIewed
m terms of assunng both near-term VIabIlIty from an mvestment standpomt, and long-term
VIabIlIty from a systems operatIOn standpomt

GIven IndIa's SIze and the compleXIty of Its energy economy, satIsfactory results WIll only come
about through a more complex weavIng of these two tracks than has been the case In other
emergmg countrIes The pnvate sector mvestment cntena for a transparent legal and regulatory
system must be Implemented, such as

• defimng the roles of publIc and pnvate players m each of these two types of
mvestment,

• procunng pnvate sector partICIpatIOn In each track and USIng compatlble standards for
competltlve evaluatIOn and due dIlIgence,

• Improvmg the credltworthmess of publIc enterpnses (SEBs), and

• ratlonalIzmg power rates and tarIff structures

In adilltIOn, however, mvestors are learmng from other ASIan and Latm Amencan expenences to
focus on Issues relatIng to the long-term prospects of pnvatlzatIOn and ItS ViabIlIty under
CIrcumstances arlSlng from a pOSSIble ongomg sector reform process

A varIety of speCIfIC factors requIre further legal delmeatlon, IncludIng the mtegratlon of the gnd
and management of power dIspatch from both eXIstIng entItles and IPPs, the feaSIbIlIty of
secuntlzmg the oblIgatIOns ofpubhc entItles and the IPP power sale arrangements (pre- and post
local and/or regIOnal gnd IntegratIOn), and the extent to WhICh local penSIOn funds or other
capItal sources can be tapped for the power sector

3 2 Green-field IPP Projects

The perceptIOn that IndIa is the jewel m the crown for pnvate power developers can be easIly
construed by the fact that there are 70,659 MW of potentlal IPP schemes now beIng sought after
by the pnvate sector If all proposals were to bear frUlt, India's capaCIty would be headmg
toward 150,000 MW by the mIllenmum The realIty IS that only a handful of IPPs are bemg
developed m IndIa, led by the controversIal Enron-backed Dabhol naptha-cum-LNG project In
Maharashtra Only 513 MW of IPP capacIty has been conurussIOned SInce IndIa fIrst announced
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Its power sector reform program m 1991 These are the 3 x 458 MW umts at Jegurupadu, the
45 8 MW project at GodavarI and the 3 x 110 MW umts at Hazua, all of WhICh are generatIng
power

But the fact that 128 projects have been IdentifIed and 96 have reached Memorandum of
UnderstandIng (MOU) stage at least serves to underlIne the prIvate sector's mterest In IndIa's
power supply program The 740 MW fust phase of Dabholls m fIfm constructIOn stage, WhICh
sets It apart from many other hIgh-prIorIty schemes WhICh are still strugglIng to reach financIal
closure Many remaIn mIred In Issues relatIng to capItal costs, tarIffs, fuel supply, and guarantees
for payment from the fInanCially troubled state electrICIty boards (SEBs)

Included In Annex C IS a lIst of all pnvate sector power projects In IndIa

3 3 Transmission Projects

The Government has mtroduced a BIll m ParlIament to amend electnclty laws to recogmze
tranSmISSIOn as an actIVIty mdependent of generatIOn and dIstrIbutIon and to faCIlItate pnvate
Investment In tranSmISSIOn projects The follOWIng projects for bulk power transfer WIll be
aVaIlable for competitIve bIddIng after the amendments have been enacted

• AC Interconnection between eastern and western regIOns (EstImated cost US$ 85 7
mIllIon),

• TranSmISSIOn system between CEPA project and northern regIOn (US$ 958 6
mIllIon),

• TranSmISSIOn system between CEPA project and western regIOn (US$ 3706 mIllIOn),

• Connection between northeast and eastern regIOns (US$ 100 mIllIon),

• HVDC lIne for Tacher II system (US$ 356 mIllIon), and

• HVDC termInals for Tacher II system (US$ 434 3 mIllIon)

3 4 Dlstnbutlon Projects

Several state governments are recommendIng sweepmg reforms In power dIstrIbution, Includmg
complete corporatIzatIon of the eXIstIng dlstnbutIOn system and a ShIft towards performance
lmked return on mvestment All reformIng states are recogmzIng the need to break up the
eXIstIng state electncity board's dIstrIbution system mto manageable dIstnbutIOn zones ThIS WIll
allow converSIOn of the eXIstmg dIstrIbution system mto corporate umts that could lend
themselves more convemently to the tranSItIOn from publIc to prIvate sector ownershIp
Recently, a DIstrIbutIOn Reform COmmIttee (S J Coehlo COmmIttee) whIch was constituted by
the Umon power mImstry has suggested the followmg eIght models for the states to evaluate for
pnvate sector partICIpation m the dIstnbutIOn system

Power Sector / India Infrastructure Needs Assessment Page 14



3 52 Gas Sector Private Investment

3 5 Fuel Sector

3 5 1 Coal Sector Development and Supply

Each model has been reVIewed by the cOmmIttee, whIch has specIfIed that there are no standard
solutIOns to the problem of restructunng the vertIcally mtegrated SEBs

Page 15Power Sector I India Infrastructure Needs Assessment

GUJarat Gas IS IndIa's largest prIvate gas dlstnbutIon company, supplymg customers m GUJrat
State, western IndIa BG pIc, through Its wholly owned BrItIsh Gas ASIa PaCIfic Holdmgs Pte
Ltd, has acquIred a further 16% of GUJarat Gas Company, after the closmg of publIc tender In
July 1997, BG acqUIred 44 31 % of GUJarat Gas Company from Mafatlal Industnes Ltd and the
Hmdustan 011 ExploratIOn Company GUJarat Gas has about 1,000 krn of gas plpelme servmg
around 300 mdustrIal, 800 commercIal, 74,000 reSIdentIal, and 600 CNG customers m Surat,
Ankleshwar and Bharuch

• Expandmg of the area under the eXlstmg lIcensees,
• Contractmg of servIces,
• Management contract,
• DlstnbutIOn by mumclpal undertakmgs,
• Jomt-ventures,
• Lmkmg of mdependent power producers (IPPs) and dlstnbutIon lIcensees,
• Outnght sale through a lIcensee agreement, and
• DlstnbutIOn cooperatIves

ProductIOn by the pnvate companIes would be allowed after the amendment of legIslatIon and
would begm only towards the year 2000 when, sImultaneously, pnces of the remammg grades of
coal would be deregulated At that tIme, both publIc and pnvate sector companIes WIll be able to
sell coal at market-determmed prIces

The Onssa and Rajasthan dlstnbutIOn prIVatIzatIOn moves have been expected to result m SImIlar
measures by other states Andhra Pradesh, BIhar, GUJarat, Haryana, Punjab, and Uttar Pradesh
have shown mterest m pnvate sector partICIpatIOn m dlstnbutIOn system However, progress IS
lIkely to be slow smce the form of pnvatIzatIOn and role of foreIgn mvestors remams unclear

LegIslatIOn has been mtroduced to perfilt foreIgn companIes to enter mmmg operatIons through
eqUIty partICIpatIOn WIth a natIOnal company, subject to approval of the ForeIgn Investment
PromotIon Board should the foreIgn eqUIty be hIgher than 50% It also has been deCIded to
amend the Mmes and Mmerals RegulatIOns and Development Act of 1957 to frame rules for
settmg up an mdependent regulatory body That body WIll allocate coal and lIgmte mmmg blocks
to the mvestors on competItIve blddmg The transfer of blocks from Coal IndIa Ltd , the
dOfilnant natIOnal coal company, and the establIshment of recoverable percentages of coal WIll
be mcluded m the norms for blddmg The regulatory body also WIll arbItrate prIce dIsputes
between the producers and consumers
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Smce 1994, BG has been a 50% partner wIth the Gas Authonty of IndIa m Mahanagar Gas,
WhICh IS developmg a gas dIstnbutlOn system m Mumbm Currently It supphes more than 3,000
domestic customers It IS to begm connectmg mdustnal customers m the near future
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4.0 Constraints on Private Sector
Participation and Recommendations

41 Introduction

The recent coalItIon governments of IndIa have largely mamtamed the progressIve economIc
reform and pnvate sector mvestment polICIes of the prevIOUS Congress government However,
the Government's abIlIty to mamtam the pace of econOmIC growth at a level of seven/eIght per
annum (real GDP growth rates were 1994 -72%, 1995 - 7 1%, and 1996 - 6 2%) IS strongly
predIcated both on sustamed macroeconomIC confidence and the speed and effICIency WIth
WhICh cntIcal mfrastructure servIces can be upgraded and delIvered

For several decades, publIc mvestment and the executIOn of power sector projects has been
below expectatIOns New constructIOn and the rehabIlItatIOn of the eXIstmg power sector project
stock have been supported almost exclUSIvely by publIc funds and loans The effectIveness of
thIS lendmg has been dImInIshed by chronIC operatIonal weaknesses of the SEBs WhICh have led
to procurement and ImplementatIOn delays As a result, senous bottlenecks are eVIdent m the
generatIOn of power, tranSmISSIOn, and dIstrIbutIOn of electrIcity and customer servIces WIth
regard to bIllmg, metenng, and collectIOn of revenues

4 2 India's Major Barners

It IS estImated that US$ 250 bIllIon are reqUIred to finance IndIa's power sector development over
the next 10 years However, m raIsmg these funds, the IndIan authontIes face a number of
obstacles FIrst, an appropnate polIcy framework to maXImIZe the mobIlIzatIOn of pnvate
savmgs for the power sector has yet to be developed

Second, neIther the eXIstmg nor the proposed finanCIal mstItutIons m IndIa have, or WIll have m
the near future, the autonomy, management and staff capabIlIty, capital structure, and qualIty of
portfolIo that would enable them to mobIlIze necessary resources m domestIc and mternatIOnal
markets on theIr own strength

ThIrd, short-term funds are not SUItable for the fmancmg of long-term projects, such as power
plants, causmg serIOUS term mIsmatch problems for the prIvate power project developers (all
mfrastructure projects m general) The problem lIes m the fact that India'S capItal market IS
underdeveloped and controlled, malang It dIfficult to ralse long-term local currency funds or to
roll over short- and medIUm-term bonds on maturIty

Fourth, when foreIgn finanCIal mstItutIOns are able to supply the necessary capItal, they are
wIllmg to do so only WIth repayment guarantees GIven the enormous capItal needs of the IndIan
power sector, neIther the Government nor the country's mternatIOnally credItworthy fmancial
mstItutIons are wIllmg or able to proVIde such guarantees mdefInItely IndIa, however, lacks
varIOUS market mechanIsms and mstitutlOnal arrangements necessary to tap thIS vast pool of
foreIgn savmgs on a lImIted recourse baSIS
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It IS sIgmficant to note that whIle IndIa has one of the hIghest savIngs rates In the world, the
financIal IntermedIatIOn has been far less than Its potentIal ThIS IS due, 10 part, to the narrow
chOIce of savIngs Instruments In the domestIc debt market and, 10 part, to artIfiCIally low Interest
rates If domestIc sav10gs are to be successfully mobIlIzed through the debt market, appropnate
polICIes and finanCIal Instruments must be Introduced ThIS would not only benefIt the power
sector, but would also promote a more ratIonal and balanced development of IndIa's capItal
market

4 3 Power Sector SpecifiC Constramts

In general, the study found that the pnvate sector (both domestIc and foreIgn) perceIves
formIdable nsks to Investment In the power sector The folloWIng genenc barners were most
often CIted, by the pnvate sector and fInanCIal InstItutIOns, as the pnncIpal constraInts to pnvate
sector ownershIp and fInanCIng of power projects Some of these constraInts are country-onented
(IndIa-specIfIc) and project-onented

Country-onented Constraznts

• IndIa's outdated legal, regulatory, and contractual framework (ElectncIty Act of
1948)

• The lack of clarIty In the decIsIOn-makmg process by the central and state
governments

• The publIc sector's dOmInance of ownershIp and operatIOn

• The country's lack of expenence WIth the pnvate sector non-recourse fInancmg of
projects

• The use of SEBs for publIc employment servIces (hIghly over staffed)

• The use of SEBs for vote banks by promotIng non-econOmIC and unsustaInable tanff
structures

• The lImIted aVaIlabIlIty and convertIbIlIty of foreIgn exchange

• The hIgh-level regulatory uncertaInty

• The non-transparent bIddIng and procurement processes and lack of understandIng of
how developed markets work
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ProJect-onented Constraznts

• The lack of SEBs' credItworthmess

• RestnctIons or changes m the pncmg or rate of return allowed

• The smgle-buyer market (no wholesale power competItIon m the power market)

• The lImIted capabIlItIes of local constructIOn and eqUIpment fIrms

• The lImIted financIal and technIcal capabIlItIes of local Jomt-venture fIrms

• The uncertamty of down-stream mvestment capabIlItIes of SEBs m the areas of
tranSmISSIOn and dIstnbutIOn upgrade and modernIZatIOn to evacuate IPP projects'
generatIng capacItIes

• The lack of a comprehensIve fuel-Imkage polIcy

• The lImIted knowledge and mstItutIOnal capabIlItIes of SEBs for non-recourse project
financmg reqUIrements by the mternatIOnal fmancmg mstItutIOns

• The lImItatIOn of the escrow-account approach for bankable PPA

There IS sIgnIfIcant vanatIOn In the Importance of the above constramts across the SEBs and
states VISIted by the study team Some constramts are more Important to address over the long
term and beyond the scope of USAID's technIcal aSSIstance program However, the study team
has IdentIfied the follOWIng constramts as cntIcal near-term nsks to pnvate sector project
development that must be alleVIated before substantIal pnvate sector partICIpatIon can proceed

In order ofprlOrzty

1) Lack of SEBs Credltworthmess

• Major meffIcIencIes m productIOn and dIstnbutIOn systems
• TarIffs do not recover costs
• Poor management and mstItutIOnal structures
• Lack of credItworthy purchaser of mfrastructure serVIces or products

2) PublIc Sector Dommance

• Fuel, TransportatIOn, PPA, FPA
• PartIal sale rather than total dIvestIture (1 e , Latm Amenca, AustralIa, UK, etc)
• UnwIllmgness of RaIlway MInIstry to guarantee fuel qUalIty and transportatIOn or

enter mto a tn-party (SEB, IPP Developer, and RaIlway IndIa) contract

I
I
I
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Regulatory Uncertamty

4) Unclear Legal and Regulatory Process

5) The LImIted AvaIiabllIty and ConvertIbIlIty of ForeIgn Exchange

3) PolIcy Constramts

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

~ I
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• Under the present GDP growth rate, unsustamable long-term relIance on foreIgn
capItal

• LIll11ted aVaIlabIlIty of domestIc capItal
• LIll11ted access to foreIgn exchange, etc

• Lack of fuel-Imkage polIcy
• LIqUId fuel and natural gas allocatIOn for power sector,
• Coalll11ne lmkage for IPP projects,
• Coal Import ceIlmg for coastal projects, and
• PrIvate sector development of new coalll11nes

• EfficIency and costs
• ServIce of sector's foreIgn and domestIc debt

• SEBs' arrears on theIr debts to PFC, WB, Central Government, RaIlways,
Contractors, and others,

• Arrears to SEBs PublIc Sector Cash Transfers and arrears from unpaId bIlls,
• ElectrICIty Losses,
• SEBs Adll11nIstratIve Independence,
• Streamlmmg of SEBs Procurement PolICIes,
• RegIonal Development PolICIes, and
• Bulk Power Market CompetItIon PolIcy

• Lack of understandmg of non-recourse project fmancmg,
• Bankable blddmg documentatIon reqUIrements
• AllocatIOn of project rIsks

• A declSlon-makmg process that IS not transparent and lor IS overlappmg m several
state and central agencIes

• Unclear procurement process
• Inadequate dispute resolutIOn and arbitratIOn processes

• Unclear regulatory framework
• Lack of regulatory mstItutlOns that proVIde stabIlIty and faIrness

Power Sector / India Infrastructure Needs Assessment
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The Importance of some of these barners may vary dependmg on sources of project fmancmg
and composItIon of the project consortIUm

4 4 Recommendations

ThIS sectIOn develops detailed recommendatIons that are desIgned to assIst the USAIDlIndia
MIssIOn m establIshmg pnontIes for the development of ItS Infrastructure Regulatory and Project
ServIces (IRAPS) strategy The recommendations and techmcal assIstance are orgamzed
accordmg to the five functIOnal areas IdentifIed by the team, and pnvate and publIc sector
entities

• Legal and Regulatory Transparency

• Project Fmancmg and CapItal MobIlIzatIOn

• OpportumtIes For Pnvate Sector PartIcIpatIOn m Projects

• GeneratIOn
• TranSmISSIOn
• DIstnbutIOn
• Fuel Supply
• Fuel Resource Development
• RehabIlItatIOn and ModermzatIOn

• Market Competition

• InstitutIOnal CapaCIty BUIldmg of PublIc Sector

Figure 4 1 Illustrates the major constramts for pnvate mvestment and recommended
mterventIOns for USAID's techmcal assIstance

4 5 TranSition Paths

In IndIa, both the central and state governments have vanous chOIces for attractmg pnvate sector
mvestment (by divestmg ownershIp), and mtroducmg competition for and withm the power
sector markets (or mfrastructure markets) Consumer gains tend to be largest where unbundlmg
promotes competItIOn, and pnvatIzatIOn IS allowed wIth proper regulatory oversIght More
countrIes have used pnvate entry to buIld new assets rather than wholesale dIvestIture of eXIstmg
assets as Illustrated m Figure 4 2 But even lImIted entry can create constItuenCIes that press for
further lIberalIzatIon For example, after successfully promotmg new power generatIon plants,
the PhIlIppmes IS preparmg to pnvatIze ItS NatIOnal Power Company and Mamla's water system
CompetItIon m the domestic telecom sector has already been mtroduced
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Figure 4 3 shows the dIfferent ownershIp structures, rangmg from very limIted pnvate sector
partIcIpatIOn under a management contract through to devolvmg full responsIbIlity for long-term
mvestment and operation of eXIstmg assets ("dIveStiture") The dIfference between the "buI1d
operate-transfer" and "bUIld-own-operate" models IS largely political "Transfer" or "conceSSIOn
contract" has been preferred where governments are concerned about the political ImplicatIOns of
cedmg control to pnvate or foreIgn owners In practice, If pnvate fIrms operate the assets
effICIently, these conceSSIOns may be re-bId at the end of the conceSSIOn term

Figure 4 4 Illustrates all potential areas (generatIOn, transmIssIon, dIstnbutIon, fuel supply, fuel
resource development, rehabIlitation and modermzatIon, etc) where USAID's techmcal
aSSIstance may be dIrected to promote pnvate sector partIcIpation

I,
I
I
I
I
I
I
I
I,
I
I
I
I
I
I
I
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FIgure 4 1
Power Sector Recommended ActIons For USAID's TechnIcal AssIstance

Major Constraints For Pnvate Investment
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FIgure 42
TransItion Paths In Power Sector PnvatIzatIon
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FIgure 43

VarIous OwnershIp Structures
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4 6 Recommendations Screenmg Criteria

The followmg three prmclpal cntena were used to screen recommendatlOns of all fIve functlOnal
areas The results wIll ultlmately develop mto a hst of techmcal assIstance (SectlOn 5 0)
programs for the USAIDlIndla MISSIon whIch wIll proVIde gUidance dunng the transitlon penod

Cntenon 1 Comparatzve Advantage

ThIS cntenon addresses the extent to whIch USAID IS SUited to Implement a techmcal assIstance
In a functIOnal area, based on the lessons learned by the Agency In IndIa and other donors,
Umted States expertIse, and new trends It also mcludes an assessment of USAID's potentlal
effectlveness relatlve to that of other donors, pnvate sector organIzatIOns, and others actlVe m
thIS field

Cntenon 2 Pnvate Sector Impact

ThIS cntenon refers to USAID's abIlIty to have an Important development Impact m IndIa's
power sector sustamabilIty In each of the functlOnal areas It also mcludes an evaluatIOn of the
MISSIOn's abIlIty to leverage or complement (but not duplIcate) the efforts of other donors

Cntenon 3 Benefits

ThIS CrItenon Includes all potentlal benefIts of a recommendatIOn, qualItatlve and/or qualItatlve
Examples are

Quantztatzve Benefits Improved performance levels, Improved asset valuatlOn for pnvatlzatlOn,
potentIal rate-payers benefits, and potentlal cost aVOIdance

Qualztatzve Benefits meets challenges of changmg envlfonment, contnbutes effectIve
management of SEBs, and Improves or streamlInes legal and regulatory servIces

For all three crIterIa, a HIgh, MedIum, or Low claSSIfIcatIOn was assIgned to each
recommendatIOn All recommendatIOns are lIkely to produce mdirect benefits to WhICh specIfic
dollar values cannot eaSIly be assIgned, but WhICh WIll result In more efficIent and effectIve
operatlons of power sector In Table 4 1, claSSIficatIOns of all three CrIterIa are Included for all
recommendatlOns It IS Important to note that vanous cntIcal recommendatlOns were gIven "low"
or "medmm" grade because of the hrrntatlOns of annual fundmg aval1ablllty from USAID (the
consultants were told about US$2 to US$4 rrnlllon per annum for all three mfrastructure sectors
Ports, Power, and Roads)

Table 4 2 presents a summary of the recommendatIOns made m Table 4 1 and rankmg of
USAID's comparatIve advantage based on ItS lIrrnted resources, power sector development
Impact, and the counterpart agenCIes (state and central government levels) where USAID
techmcal assIstance would produce the greatest benefIt
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Table 41 Recommendations

Constramts Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

Legal and Regulatory Transparency

a) India's outdated legal, regulatory, and Wtll reqUIre amendment of the Electnclty Law of Low High High
contractual framework (Electnclty 1948 In several areas Includmg SEBs ROR of 3%
Act of 1948)

b) Lack of clanty In the declSlon-makIng Support legal and regulatory reforms to make High High High

process by the Central and State legal system more transparent and clearly define
governments the blddmg, procurement dispute resolutIOn and

arbitratIOn processes

c) The high level of regulatory Encourage the estabhshment of a transparent High High High

uncertamty regulatory framework that IS adtruOlstered by a
regulatory InstItutIon less dependent on the
polItIcal process

Support the ImplementatIon of CERC and SERC

d) Non-transparent biddIng and PrOVide model biddIng documents for pnvate High High High
procurement processes and the lack of sector participatIon and Investment solIcitatIOn
understandIng of how developed procedures, rules and process for green-field
markets work generatIOn and R&M proJects, transmiSSIOn

proJects, dlstnbutlOn proJects, coal mme projects,
and LNG and natural gas dIstnbutlOn projects

Clarify exactly what procurement practices are High High MedIUm
essentIal to multIlateral lendmg agencies
partICIpatIon Promote a fatr dIspute resolutIOn
process for foreign Investors m mternatIonal
courts

~
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Constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

e) Lack of a comprehensive fuel-ltnkage Promote pnvate sector participatIOn m coal mme High High High
poltcy development and operation

Develop comprehensive fuel-Imkage poltcy for Medmm MedIUm High
the next generation of pnvate power projects

Develop fuel Import poltcy (Coal, LNG, Petrol Low MedIUm MedIUm
Coke, etc) and ceilIngs for the next five and ten (no role for
years DSAID)

Project Fmancmg and Capital
MobIlIzatIon

a) The lImtted avaIlabilIty and Promote fmanclal sector reforms that establIsh Low High High
convertibilIty of foreign exchange domestic capital markets for transparency, long-

term debt mstruments to channel domestic savmgs
mto pnvate sector mfrastructure projects

b) The lack of SEBs' credltworthmess Ensure that power sector reforms are bemg Low MedIUm High
Implemented In a way that reduces techmcal and
admtmstratIve losses, mcreases tanffs, and
corporatIzes the key utIlttIes so they develop
competItIve management structures

I

EstablIsh program to measure utilIty HIgh High HIgh
credItworthmess by mternatIOnal standards and
achIeve necessary reforms With clear targets and
mIlestones

High High High
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Constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

VertIcally and honzontally separate dIstnbutIOn
utIlItIes and commercIalIze for full prIVatIzatIOn
and/or conceSSIOn contracts

c) The llllllted financIal and techmcal Long-term development constraInts USAID has Low MedIUm MedIUm
capabIlItIes of local JOInt-venture no sIgmficant role
firms

d) The lack of financIal Instruments to FaCIlItate the ImplementatIOn of the follOWIng Low HIgh HIgh

maXlllllze the flow of funds to power project financmg Instruments for the power sector
projects and other Infrastructure projects

Backstop FacIlIty - In the sImplest case, such a Low MedIUm MedIUm
facIlIty nnght offer to refInance after project
completIon

Independent Power Development Fund - One Low MedIUm MedIUm
way to attract the capItal of foreIgn InstItutIOnal (no role for
Investors, IPPs, and Power Compames would be USAID)
to establIsh an Independent Power Development
Fund or FaCIlIty (IPDF)

SecurItIzatIon - FInanCIal mstitutIons should Low MedIUm MedIUm
Invest only In negotIable bonds and eqmty
Instruments of SEBs They should sell theIr bonds
and stocks at an appropnate tIme and remvest m
other new projects

Other Instruments - FmancialmstltutIons mIght Low MedIUm MedIUm
offer IInnted guarantees/assurances as to the
contractual performance of SEBs and supplIers of
fuel and foreIgn exchange avaIlabIlIty for debt
serVIce and repatnatIon purposes

~

~-
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Constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

e) LmntatlOn of escrow-account Improve SEBs' credltworthmess High High High
approach for bankable PPA

High High
f) The country's lack of expenence With Develop appropnate fmanctal mstruments or High

the pnvate sector non-recourse mechamsms for pnvate financmg and guarantees
fmancmg of projects for power sector projects Particular emphaSIS MedIUm High

should be given to small hydro and renewable
IPPs

g) The hnuted capabilItIes of local Long-term development constramts USAID has Low

constructlOn and eqUIpment supplters no speCific role

OpportunItIes for Pnvate Sector
ParticipatIon III Power Projects

I) Green-field GeneratIon Projects Promote pnvate sector parttclpatlOn m the MedIUm High Medmm
development of captive coal nunes for nune-

Fuel-hnkage constramts mouth power projects and/or transportatIOn of
Fuel development constramts coal to IPPs based on a model contract With the
Fuel transportation constramts Coal Mme, Indian RaIlway and IPP developers

Develop concession contract arrangement for the High High High
natural gas field development, operation and
dlstnbutton plpehne construction on a BOOT /
BOOM basIs

ASSist state governments m the LNG ternunal High High High
projects and dlstnbutIon feaslblhty study

~
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Constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

11) RehabIlitatIon and ModerrnzatlOn
Projects

Lack of comprehensIve pohcy for ASSISt PFC, SEBs, NTPC, and NHPC to develop HIgh HIgh MedIUm
prIvate sector mvestors comprehensIve polIcIes for full prIvatization,

LROT, and/or Jomt-venture

Incomplete or non-exIstence power Contmue to support condItion assessment and HIgh HIgh HIgh
plants condItIOn assessment study feasIbIlIty study for prIvate sector mvestment m

the eXIstmg power plants

Personnel Issues Develop a model human resources restructunng MedIUm MedIUm MedIUm
program based on the laws and employees' nghts
of SEBs, NTPC, and NHPC

Lack of Contractual Documents and ProVIde techmcal assIstance for the model BId HIgh HIgh HIgh
Agreements Documents for full pnvatIzatIOn, conceSSIOn

contract, and/or LROT contract

Ill) TransmIssIon Projects

Major constramts are
1) InabIhty of SEBs to mvest m Promote prIvate sector partICIpatIOn 10 HIgh HIgh HIgh

evacuation hnes and upgradmg of transnussIOn and sub-transnussIOn projects to
subtransnussIOn and dIstnbutIOn remove mter- and mtra-power wheehng and
system transnussIOn constramts

11) Undefmed government polICIes for ProVIde techmcal assistance to develop power HIgh HIgh HIgh

transnussIOn pn"mg and power wheeling and transnussIOn pncmg mechamsm at
wheehng the CERC

~
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constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

Develop GUidelmes for the Independent System HIgh HIgh HIgh
Operators (ISO), Gnd Codes, Power Poohng and
Settlement Agreements

Dlstnbunon UtIlItIes

Major Constramts are
1) Inadequate tanff pohcles Perform a Benchmark Study to Illustrate IndIan High High High

SEBs techmcal, financIal, and personnel
11) Inadequate blllmg, metenng, and productiVity m companson with the mternatlOnal

collections "best practices "

111) High techmcal and non-techmcal ProvIde techmcal aSSIstance for tanff reform HIgh HIgh HIgh

losses study

IV) Inadequate asset management and Develop computenzed dIstnbutIOn asset HIgh HIgh HIgh

mamtenance management and asset valuatIOn program

v) Poor O&M practices Develop model documents for conceSSIOn High High HIgh
and Jomt-venture contracts

VI) Personnel Issues (over-staffing)

Market CompetItIon

Major Constramts are
1) The pubhc sector's d01lllnance of Promote a framework for decentrahzatlOn and MedIUm HIgh HIgh

ownership and operation prIVatIzatIOn that reduces the government's role m
the power (mfrastructure) sector m those areas
where the pnvate sector can be more effiCIent

~
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Constraints Recommendations and Remarks Criterion 1 Criterion 2 Criterion 3

11) SIngle-buyer market In the wholesale Promote the notIOn of competitIOn bulk-power HIgh MedIUm HIgh
power market market to Introduce market competItion and

productIOn effiCIency Improvement In the sector

Institutional Capacity BUlldmg of
PublIc Sector

Major constraInts are
1) The use of SEBs for publIc Long-term development Issue USAID has no Low HIgh Low

employment serVIces (hIghly over- dIrect role In removIng thIS constraInt (negative)
staffed)

11) The use of SEBs for vote banks by Promote programs to commercIalIze and HIgh HIgh HIgh

promotIng non-econOmIC and corporatize SEBs operatIOns (negative)

unsustaInable tanff structures

lll) The lImIted knowledge and ProvIde InstitutIOnal capaCIty bUIldIng techmcal HIgh HIgh HIgh

InstitutIOnal capaCIty of both central aSSIstance to both central and state government (poSItiVe)

and state government In dealIng WIth agenCIes for dealIng WIth pnvate sector project

pnvate sector Investment and developers and Investors

understandIng natIOnal-level
ImplIcatIOns of pnvate sector
Investments

Power Sector / IndIa Infrastructure Needs Assessment~
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Table 4 2

Summary Recommendations

USAID's Sector Recommended
Recommendations Comparative Pnorlty Counterpart Agencies

Advantage

Legal and Regulatory Assistance

a) ProvIde techmcal assIstance for the nnplementatton of State HIgh HIgh FIrst OptIon Andhra Pradesh
ElectncIty Regulatory CommIssIon (SERC) Second OptIon Karnataka

(TOR IS mcluded m Annex)

b) Provide techmcal assistance for the Implementatton of Central MedIUm HIgh MOPandCEA
ElectncIty Regulatory CommiSSIOn (CERC)

c) ProvIde model Blddmg Documents for Jomt-Venture projects HIgh HIgh Reformmg SEB or NTPC
(generatIOn and transffilsslOn), ConcessIon Contracts, PPA
AndFSA

PrOject Fmancmg and Capital MobIlization

a) Improve SEBs' Credltworthmess

ProvIde techmcal aSSIstance to measure SEBs' techmcal, HIgh HIgh Sponsor 1 APSEB
fmancml, and personnel performance standards (Benchmark Sponsor 2 KEB
study) by mtematlOnal "best practIces"
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USAID's Sector Recommended
Recommendations Comparative Priority Counterpart Agencies

Advantage

OpportumtIes for Pnvate Sector
PartIcipatIOn In Power Projects

Green-field Projects
ASSISt Tanul Nadu state government (TIDCO) m the LNG HIgh Medmm TIDCO
ternunal project and natural gas pipe-hne dIstnbutIon
feasIbIhty study

RehabilitatIOn and Modermzatwn Projects

a) ProvIde techmcal assIstance for model BId Documents for HIgh HIgh NTPC or APSEB
full pnvatIzatlOn, conceSSIon contract, and/or LROT
contract for eXIstmg power plants

b) ProvIde techmcal assIstance for preparation of a model HIgh HIgh NTPC or APSEB or KEB
bankable power plant condltlOn assessment report for full
pnvatlOn and/or LROT contract

TransmissIOn-Related Projects

a) ProvIde techmcal assIstance to develop power wheehng and HIgh HIgh PGC
bulk-power transnusslOn pncmg mechamsm for the PGC
servIces

Dlstnbutwn Utllltles

a) ProvIde techmcal assIstance for tanff reform and HIgh HIgh APSEB orKEB
agncultural subsIdy mechamsm study

---------
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USAID's Sector Recommended
Recommendations Comparative Priority Counterpart Agencies

Advantage

b) Develop computenzed dIstnbutIOn asset management and HIgh HIgh APSEBorKEB
asset valuatton program that wIll lead to dlstnbutton utthty
pnvatlzatlon and/or conceSSIon contract arrangement

Market CompetItiOn

Develop guldehnes for the Independent System Operators HIgh High APSEB
(ISO), Gnd Codes, Power Poohng and Settlement Agreement

InstitutIOnal CapacIty BuIldmg of Pubhc Sector

ProvIde mstltutlOnal capacity bUlldmg support for semmars and High High APSEB I KEB I MOP/ CEA I PGC
trammg program for the central and state government agenCIes
for deahng wIth pnvate sector project developers and mvestors

~~
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5.0 Recommendations for U5AID's
Technical Assistance Program

5 1 Possible Areas of USAID Techmcal Assistance

There are several ways In whIch USAID Cafl aSSIst In ImprOVIng the legal and regulatory polICIes
and InstItutIOnal framework, hence faCIlItatIng the mobIlIzatIOn of funds from pnvate sources
afld pnvate sector partICIpatIon In the power sector USAID IS already haVIng a comprehensIve
dIalogue WIth the Indian government on the polIcy afld InstItutiOnal reforms In the power and
financIal sectors (for example FIRE and EMCAT projects) m the context of Its operatIons,
eCOnOlTI1C, afld sector work VarIOUS mStItutional and operatIonal options dIscussed below are to
be reVIewed by the governments (state and central) afld USAID, the pnontIes have to be agreed
upon between the two

A) Power Sector Reform The power sector reform should contmue WIth an accelerated
speed WIth partIcular focus on

• Makmg partIal self-financmg of project costs a must for all SEBs

• Makmg mterest rates market-deteflllined

• Makmg foreign exchaflge easIly acceSSIble afld convertIble

• Allowmg competItion at the generation level (bulk power market)

Page 39

• Allowmg finanCIal mstItutIons to lend on commercial consIderatIOns

• MmllTI1Zmg and slmplIfymg adlllillistratIve controls on IPPs

• EnactIng a comprehensIve law to establIsh a regulatory framework for the power
sector that would, Inter alIa, a) protect the autonomy afld commercIalIzed operatIons
of enterpnses, b) speCIfy the baSIS for pnce determInatIon In segments (e g , coal,
transportatIOn, etc) that contmue to have monopoly operatIOns, c) establIsh
regulatory functIOns of the government afld separate Its ownership afld maflagement
roles, and d) encourage pnvate sector mvestment m generatIOn and help to reduce
barrIers to the functIOnmg of market forces

• Commerclallzmg and corporatIzmg the power sector

B) Fznanczal Sector Reform The finanCial sector reform should also be accelerated WIth
partIcular focus on
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• Mmlllllzmg dIrect credIt and followmg explIcIt and transparent cntena for such loans

• GIvmg mcreased freedom to the SEBs to Issue bonds as and when needed by them,
and also to Issue eqmty-Imked mstruments to respond to publIc preferences

• Allowmg SEBs to Issue shares and lIst them at the stock exchanges m IndIa

C) Laws and RegulatIOns In addItIOn to the ElectncIty Law mentIOned m (A) above, the
enforceabIlIty of eXIstmg laws, such as, the Bankruptcy Law, should be Improved In
addItIon, effectIve legal remedIes and procedures for dIsputes should be establIshed

D) Fznanczailnstltutlons Fmanclal mstItutIOns such as the proposed Independent Power
Development Fund (IDPF) for pnvate sector projects should be establIshed and should be
gIven genume operatIOnal and finanCIal autonomy

E) Asset D,vestlture and Secuntlzatlon SEBs' eXlstmg mcome-generatmg power assets
should be allowed to be used as a baSIS for mobIlIzmg addItIonal funds ThIS can be done
by packagmg eXlstmg assets to form new compames whIch should lIst theIr stock and sell
off a part of It to the general publIc AlternatIvely, these companIes can Issue bonds
agaInst theIr mcome streams

F) Standard Documentatlon and Internatlonal Blddmg In order to proVIde a level playmg
fIeld to all IPPs, and transffilSSlon and dlstnbutIon mvestors, and to have an ObjectIve
comparIson of bIds, standards / model contracts (e g , Power Purchase Agreement, Fuel
Sales Agreement, TransportatIOn Agreement, ConcessIOn Agreement, Jomt-Venture
Agreement, etc) should be prepared speCIfIcally mcorporatmg all country nsks and
regulatIons SIffillarly, standard and transparent bId evaluatIOn cntena should be
establIshed Based on these documents and cntena, mternatIOnal bIds should be called for
power projects

G) Fuel Lmkage and PolICy LIqUId fuels and coal-mme lmkage of approved IPP projects
are causmg dIscord rather than power generatIOn We were unable to dIscover any
government polIcy WIth regard to Import of coal for the coastal power plants, pnvate
sector transportatIOn of coals, and requIrement for the tnpartlte coal agreement (Coal
IndIa, IndIan RaIlway, and IPP developer) for the lmkage of approved IPP projects

H) Asset Management and Valuatlon At present, none of the SEBs m IndIa mamtam any
form of computenzed asset management program However, under the proposed
restructunng of the power sector, many SEBs WIll be vertIcally separated and pnvatIzed
mto three entItIes a) Generatmg Company (eXlstmg generatIon faCIlItIes), b)
TranSffilSSIOn and DIspatch Company, and c) a Dlstnbutlon Company For the near-term,
the SEBs wIll retam control of the TranSmISSIOn and DIspatch Company to proVIde a
level playmg field for the IPP developers, Generatmg Company and DIstnbutIOn
UtIlItIes PromotIon ofpnvate sector partICIpatIOn m the reformed SEBs' generatmg
faCIlItIes and dIstnbutIon system WIll reqUIre extenSIve efforts for asset valuatIOn m the
absence of an asset management program
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5 2 Pnonty Rankmg of USAID's Techmcal ASSistance

FIgure 5 1 Illustrates an example of USAID's speCIfIC role m removmg the barner for prIvate
sector mvestment

C - TechnIcal aSSIstance WIll matenally contnbute to long-term (five years or more)
sector performance, and speCIfic actlon should be taken withm one/two years

A - EssentIal that actIOn on the recommendatIOn be Implemented ImmedIately,
benefits WIll be realIzed In the short-term (two years)
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J) Gnd Capaclty and Access The capaCIty of regIOnal and provmclal gnds (tranSffilsslon,
sub-tranSIll1SSIOn, and dlstnbutIOn systems) should be expanded to keep pace wIth the
Increasmg power-generatmg capacIty It would help to allay the fears of power producers
about the quantIty of power off-take PrIvate sector partICIpatIOn should be expanded for
out-of-power plants and mter-regIOnal hIgh voltage tranSIll1SSIOn hnes for the promotIon
of bulk-power wheelIng and marketmg to mtroduce competItIon m the power market
MultIple-buyers at the bulk power level wIll reduce the vulnerabIlIty of SEBs' default m
escrow accounts, thus makmg IPP project financmg more VIable

I) Promotion ofForelgn Investment Transparent rules and regulatIOns and a clearly
defined regulatory InstItutIonal framework need to be Introduced to faclhtate dIrect
foreIgn Investment In addItIOn, varIOUS admInIstratIve overlappIng central and state
government procedures should be mmuruzed and sImphfied Also, one-stop Investment
promotIOn offIces for IPPs, fuel sector, and tranSIll1SSIOn and dlstnbutIon companIes
should be estabhshed at central and regIOnal levels

B - RecommendatIon WIll matenally contnbute to pnvate sector mvestment, and
speCIfIC technIcal aSSIstance WIll be Implemented wlthm the medIUm-term (three
years)

A lIst of technIcal aSSIstance IS mcluded In Table 5 1 based on the analySIS of claSSIfIcatIOn of
recommendatIons of Table 4 1 and Table 4 2 The follOWIng three levels of pnonty were
aSSIgned

Power Sector / India Infrastructure Needs Assessment

It IS clear that a flexIble approach and set of tools are reqUIred to reduce the constramts or
barrIers the team has IdentIfied ThIS report provIdes the power team's preltmmary IdentIfIcatIOn
of constraInts for pnvate sector partICIpatIon and recommendatIOns on how USAID can prOVIde
technIcal aSSIstance to the central and state government agenCIes In an effort to resolve these
barrIers and lower the nsks to pnvate sector partICIpatIOn Input from the pnvate and pubhc
sectors IndIcated that the USAID strategy WIll need to be Implemented m three dIStInct tIme
frames short-term (next two years), medIUm-term (next five years), and long-term (next ten
years)
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FIgure 5 1
Example of USAID' s SpecIfIc Role In
PromotIng Pnvate Sector Investment

Acknowledgment
ofReform Needs

PolIcy
FormulatIOn

Sector
Pollcy

Implementatwn
DIscrete Outcomes

---------------
....c
~

TA 1 Techmcal AssIstance for the establIshment of an mdependent Regulatory CommIsSIOn
TA2 Techmcal AssIstance for regulatIOn of tanff structure and levels at SERC
TA3 ImtIatIves for pnvate sector mvestment m generatIOn, transmISSIOn and dIstnbutIon

BId Document preparatIOn, ConceSSIOn Contract draftmg
TA4 Asset Management Program and Asset ValuatIon of DIstrIbutIon UtIlItIeS
TA5 ImplementatIon of DIstnbutIon Jomt-Venture and/or ConceSSIOn Contracts
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It IS Important to note that varIOUS parallel or SImultaneous techmcal assIstance WIll be reqUired
to remove all Issues related to constramts such as "Unclear Legal and Regulatory Process" In
two states, Andhra Pradesh and Karnataka, most of the front-end
sector's legal and regulatory polIcIes are completed for the restructunng of the power sector The
consultants' mterviews wIth both SEBs mdlcate that USAID's techmcal aSsIstance for the
ImplementatlOn of SERC and tarIff ratIonalizatlOn study would be most useful for acceleratmg
pnvate sector partIcIpatIOn m generation, transmISSIon, and dlstnbutlOn systems

5 3 Recommendations on Functional Areas
for USAID's Technical ASSistance

Our key recommendatIons for coordmatmg techmcal assIstance for all SIX functIOnal areas of
Table 51 among the publIc sector entitles (both state and central governments), are summanzed
m Table 5 2 for power sector-specIfIc mstItutIonal development efforts for a) Legal and
Regulatory Framework, b) GeneratlOn System, c) Transffilsslon System and Market
CompetItIon, d) DIstrIbutIOn System, and e) instItutIOnal CapaCIty BUIldmg StudIes and
Semmars

Our recommendatlOns on functIOnal areas for targetmg USAID's techmcal assIstance are based
on extenSIve consultations and dIalogue wIth government offICIalS (four state SEBs, MOP, PGC,
PFC), mdustry representatIves, and other multiiateralibilateral mterest groups m the sector Our
approach to techmcal assIstance recommendatIOns IS grounded m the VIew that, wherever
pOSSIble, competItIOn zn or for the market IS the most effectIve means of promotmg and
sustammg economIC efficIency m a sector However, we do recogmze that m some cases where
"natural monopolIes" and network mdustnes eXIst, the econOffilC structure of a power market
WIll reqUire an effectIve and effIcIent regulatory framework

I
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I
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Table 51

USAID Techmcal AssIstance Recommendations and Priorities
LOE Level of Effort

Counterpart
USAID Technical Assistance Program Objectives Priority LOE Agency at

Person- State & Central
Months Governments

Legal and Regulatory Transparency

TAl ImplementatlOn of a State Electncity To estabhsh an mdependent Regulatory A 30 OptlOn 1 APSEB
Regulatory COmmISSIOn (SERC) COmmISSIOn for tanff settmg, customer Option 2 KEB

protectwn and dIspute resolutlOn

The general areas of proposed regulatory
responslbIhty are the followmg

EconomIc Regulation

• DIstnbutIOn tanffs

• Rate de"'gn

• Fmancml analysIs

• Investment approval

Techmcal RegulatIOn

• Licensmg & PermIts

• System Performance

• Techmcal Standards

--o
~-
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counterpart

USAID Techmcal Assistance Program Objectives Prionty LOE Agency at
Person- State & Central
Months Governments

Customer SerVice Regulation

• Quahty of ServIce

• Complamts

• Consumer ProtectlOn

TA2 Rules and RegulatlOns for Central The purpose of thIs techmcal assIstance IS to B 40 MOPandCEA
Electnclty Regulatory CommlsslOn streamlme the overlappmg regulatory
(CERe) functlOns between the central and state

governments

To develop a comprehenSIve pohcy for the
Junsdlcttons of the central and state
governments III the areas of

• Fuel Import pohcles

• TransmissIOn sector partIcIpants

• Power sector coordmatlOn

• Pohcy support

• Fuel transportatlOn Issues

• Full dIvestment Issues

• ConcessIOn Agreements

• Pollcy defmltlon of SOCial objectIves
such as rural electnficatlOn programs,
agncultural tanffs and hfe-hne rates

~
~
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counterpart
USAID Technical Assistance Program ObjectIves Priority LOE Agency at

Person- State & Central
Months Governments

TA3 Model BIddmg Documents for To develop BIddmg Documents of A 20 Reformmg SEB
GeneratIOn, TransnussIOn, and mternatIOnal standards and norms for the (APSEB and KEB)
DlstnbutIOn projects for pnvate sector central and state agencIes m the followmg andlorNTPC
partIcIpatIOn (BOO, BLT, BOOM, areas
BOOT), and ConceSSIOn contracts
mcorporatmg country nsks for the fuel, • DlstnbutIOn Jomt-Venture projects
transportatIOn, and dIspute resolutIOn • ConceSSIOn contracts
processes • TransnusslOn BOT agreement

• Fuel supply and transportatIOn
agreements

• Others

Project Fmancmg and Capita) MobilizatIon

TA4 Conduct a Benchmark study for the Perform the Benchmark study to Illustrate A 10 Option 1 Use KEB
SEBs Indian SEBs' techmcal, finanCIal, and as sponsor of the

personnel prOdUCtiVIty III companson to study

mtematIOnal" best practices " OptIon 2 Use
APSEB as sponsor
of the study

TA5 Tanff reform and ratIOnalIzatIOn study To Improve SEBs creditworthmess A 20 APSEB or KEB

Power Sector / IndIa Infrastructure Needs Assessment-
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counterpart

USAID Techmcal Assistance Program Objectives Priority LOE Agency at
Person- State & Central
Months Governments

OpportumtIes For Pnvate Sector
Partlclpatlon ID Power Projects

Green-field Projects

TA 6 ASSIst state government m LNG termmal LNG wIll be a major source for power A 30 TIDCO
project and gas dIstnbutlOn feasIbIlIty generatlOn and gas utilIzatIOn III the
study mdustnal sector m TarmI Nadu Objective IS

to ratIOnalIze the Import of LNG and
dIstnbute gas optimally

TA 7 Study for the plannmg of short-term and To develop a comprehenSIVe fuel pohey for B 15 MOP/GAIL/Coal
long-term fuel-hnkage for power sector - the next generatIOn of power sector projects India! ONGC
coal, natural gas, Imported LNG, petrol-
coke, etc

RehabzhtatlOn and Modernzzatwn Projects

TA8 Model LROT projects documentation To proVIde techmcal aSSIstance to PFC, A 8 NTPC, NHPC, PFC
SEBs, NTPC, and NHPC to develop
comprehenSive pohces for pnvate sector
mvestment III eXIstmg faCIlIties

TA9 Model condItIOn assessment study for the To estimate the costlbenefit of power plant A 15 APSEB orKEB
LROT project reSIdual hfe extenSIOn and rehabIhtatton

~
~
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Counterpart
USAID Techmcal Assistance Program ObJectives Priority LOE Agency at

Person- State & Central
Months Governments

Transmrsswn Related Projects

TA 10 PreparatIon ofJomt-venture transnussIOn To Improve the qualIty and completeness of A 10 APSEB and PGC
projects BId Document, model transnussIOn projects' BId Documents for
conceSSIOn contract, model power the pnvate sector
wheelIng contract, etc, for InstItutIOnal
capacIty bUlldmg of SEBs and PGC

TA 11 GrId code and Independent system To proVIde comprehensIve polICIes and A 5 APSEBorKEB
operator's gUIdelInes gUIdelInes for the IPPs, DIstnbutIon utIlItIes

PGC NTPC, NHPC, and SEBs generatmg
umts dIspatch rules and regulatIons

TA 12 Power Poolmg and Settlement To settle contractual payment agreement on B 5 APSEBorKEB
Agreement a 24-hour baSIS

TA 13 RegIOnal (mter-states) and mtematIOnal To develop regIOnal power market to reduce C 15 MOP
(Nepal, PakIstan Bangladesh and the over-burdens of coal-fIred power plants
Bhutan) power market development m IndIa
Issues and optIons evaluatIOn

TA 14 EvaluatIOn of benefIts of transnussion To nutigate the rIsk of coal transportatIon B 5 MOP
mvestment for nune-mouth coal-fIred and transportation of 40% ash to remote
power plants power plants

C9

v\-
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Counterpart

USAID Technical Assistance Program Objectives Priority LOE Agency at
Person- State & Central
Months Governments

IntroductIOn ofMarket Competltlon

TA 15 Develop bulk-power market, power To Introduce competitIon m the bulk-power B 5 NTPC, NHPC PGC
wheeltng and tranSmISSIOn pncmg for market ThIS wIll also make fmancmg of and SEBs
electncity bankmg, wheeltng and thIrd- IPPs much more viable
party sale

DlstnbutlOn Utllmes

TA 16 Computenze dlstnbutIOn assets Asset management IS the prerequlSlte for A 15 OptIOn 1 KEB
management program asset valuatIon and pnvate sector Option 2 APSEB

partIcIpatIon In dlstnbutIon utIlttles for Jomt-
venture and concession contracts

Instltutlonal Capaclty BUlldlng ofPublzc Sector
Entltles (SEBs, MOP, CEA, NTPC, PGC,
NHPC, CERC, etc)

TA 17 Semmars on Procurement and CapacIty bUlldmg of SEBs' procurement B 4 All SEBs, MOP,
mternatIOnal practices by bilateral personnel CEA, NTPC, etc
lendmg agencies

TA 18 Semmars on power projects (generatIon, CapacIty bmldmg of central and state B 4 All SEBs, MOP,
tranSmISSIOn and dlstnbutIOn) fmancmg agenCIes CEA, NTPC, etc
mechamsm (non-recourse project
fmancmg) and competItion for pnvate
sector mvestments

--0
0-
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Table 5 2

Summary Recommendations on Counterpart Agencies for
Implementing USAID's Techmcal Assistance

Functional Areas for Counterpart
USAID's Technical Assistance Program Agencies

1) Legal and Regulatory Framework

• ImplementatIOn of SERC OptIOn 1 APSEB
OptIOn 2 KEB

• Rules and RegulatIons for CERC CERC, KEB or ASEB

2) GeneratIon System

• Gas Distnbutlon Study TIDCO

• Fuel-hnkage for Power Sector Study MOP/GAIL/ONGC/Coal India

• LROT Project DocumentatIOn SEB orNTPC

• ConditIOn Assessment Study SEB

• Model Bid Documents SEB

3) TransmIsSIon System & Market CompetItIon

• Bulk-power wheehng and tranSffilSSlOn tariff study PGC

• TransffilsslOn Bid Document

• ISO and Gnd Code PGC

• Settlement Agreement PGC

• RegIonal Power Market Study PGC

• TransffilsslOn for Mme-mouth IPPs PGC

• Model Bid Documents PGC
PGC

4) DlstnbutIon System

• Assets Management Program KEB and/or APSEB

• Benchmark Study CBIP

• Tanff Reform Study KEB and I or APSEB

• Jomt-Venture I ConceSSiOn BId Documents KEB and/or APSEB

Model Bid Documents

5) InstItutIonal CapacIty Bmldmg StudIes
andSemmars

• Procurement Seffilnars All SEBs, NTPC, PGC, NHPC

• Seffilnar on Non-recourse Project Fmancmg All SEBs

• CompetItIon m Bulk-Power Market All SEBs

• Power Poohng and Settlement Agreements All SEBs
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Annex 1 Private Power Projects In India

Asset sales

Onssa State ElectncIty Board has been restructured, and eventually both generatIOn and
dIstnbutIon actIvItIes could be pnvatIzed An Independent regulatory COmmISSIOn has been
establIshed UnbundlIng of generatIon from tranSlTIlSSIOn and dIstnbutIon actIvItIes has also
occurred, wIth hydro and thermal generatIon plants beIng held separately

Pnvate management of dIstnbutIOn In one of the state's four networks commenced In September
1996 on a tnal basIs under contract to BSES, but thIS ran Into trouble and the contract was
termmated The scheme may be revIved as a JOInt venture Rajasthan IS adoptIng a sIlTIllar JOInt
venture polIcy

The Onssa and Rajasthan pnvatIzatIon moves have been expected to result In sImIlar measures
by other states Andhra Pradesh, BIhar, GUjarat, Haryana, Punjab, and Uttar Pradesh have shown
Interest Progress IS, however, lIkely to be slow, SInce the form ofpnvatIzatIOn and role of
overseas Investors remaInS unclear

Pnvate Power Needs

As much as 25,000 MW of the 57,000 MW needed by 2003 and 57,000 of the 142,000 MW
cumulatIvely reqUIred by 2005 could come from the pnvate sector

Well over 80,000 MW of IndIan pnvate schemes claIm some form of agreement However, the
cancellatIon of Dabhol threw most Into uncertaInty, espeCIally those reached on a negotIated
rather than competItIve bId basIs

A number of IndIan states have now solICIted small-scale pnvate power projects, and numerous
proposals have been made, some of WhICh are lIsted below Other forthcomIng schemes are
numerous



-~
~

LIst ofPrOjects In vanous stages are as follow

PrOject LocattQu Sponsor Fuel Capacity m MW Remarks

Andhra Pradesh Andhra Pradesh State Coal 1000MW • Under SolIcitatIOn
Electncity & Hydro • 800MW Coal
Board (APSEB) • 200 MW - Hydro

•

Andhra Pradesh Visakhapatnam - HmduJa Coal 1040MW • Most clearances received mcludmg CEA
National Power • Counter-guarantee aWaited

Andhra Pradesh - varIOUS Sites Naphtha • 16 compames chosen for naphtha projects after
solICitatiOn

Andhra Pradesh - Ramagundam BPL Coal 520MW • CEA approval

Andhra Pradesh - Knshnapatnam B BBI Power imported coal- 500MW • OperatiOnal m 1999
fired

Bihar - Chandarapur Kepco 780MW • Plant to be upgraded on a Lease RehabilItate
coal fired Operate baSiS

Bihar Nabmagar Power Gnd Corp Coal 1000MW • Under SolIcitatIOn, re-bid solICitatiOn by Powergnd
mme-and- • Further large schemes selling power to several

power scheme states are planned for offer mcludmg complexes at
Chandl1 and Renughat m Bihar
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PrOject LocatIon Sponsor Fuel Capacity In MW Remarks

Goa State Govt of Goa Naptha 280MW • RFP IS under evaluation

Goa - various sites Reliance • Five small power projects chosen after solicitatIOn

GUJrat - Ghogha GUJrat Power Corp Llgmte 375MW • RFQ Under evaluatIon

GUJrat - Plpavav GSEB Naptha 615MW • Short-lIstmg IS completed

Haryana - Yammunagar HSEB Coal 700MW • RFQ To be Issued

Himachal Pradesh State Govt of H P Hydro 226MW • Total Hydro projects Identified m the State IS 2000
Sawra - Kuddu 144MW MW

70MW
12MW • Status ofRFQ and RFP Unknown

800MW

Karnataka - varlOU'i sites 600 MW total • 14 small power schemes awarded to 10 consortia
capacity

Karnataka - Toranagalu Jmdal, Tractebel Coal 260MW • CEA approval

Karnataka K ElectriCity Board Various Fuels 8200MW • All hydro projects sites are Identified

Karnataka - Bedthl Karanataka Power Corp Hydro 400MW • BOT status unknown



-------

PrOjectLocatiOn Sponsor Fuel CapacIty m MW Remarks

Karnataka Mangalore Power Imported coal- IOOOMW • Counter-guarantee receIved
Company - Chma LIght & fired
Power, Cogentnx

Kerala - varIOUS sItes 550MW • 19 small power schemes awarded to 9 compames

Kerala - ManJeswar Fmolex Cables naphtha/coal- 500MW • PPA sIgned solICIted project
fired

Kerala - Kannur KPPNambiar naphtha-fired 500MW • PPA sIgned solICIted project

Kerala - Cheemem BPLPower naphtha/coal 500MW • PPA sIgned solIcIted project
fired

Kerala - Kasargod RPG IndustrIes naphtha/coal 778MW • PPA sIgned solICIted project
fired

Kerala - Mankara Palakkad Enserch naphtha/gas- 348MW • PPA sIgned solICIted project
fired

Kerala VIchmJam Kumar naphtha fired 300MW • PPA sIgned solICIted project

Kerala - Cochm Cochm Refinenes Naptha 500MW • RFQ Document Under ReVIew
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PrOject LocatIOn SponsQr Fuel Capacity 10 MW Remarks

Madhya Pradesh - Gwahor Essar Power naphtha/gas-- 330MW • PPA signed
fired

Madhya Pradesh - Narsmghpur Global Power thermal 166MW • PPA signed

Madhya Pradesh - Pench Soros ABB coal-fired 500MW • CEA approval

Madhya Pradesh Bhdm Power CEA, SAIL, coal-fired 500MW • CEA approval
laarsen & Toubro

Madhya Pradesh STI Power - STI GE Oil-fired 347MW • CEA approval
Capital

Madhya Pradesh Korba - Daewoo coal fired I070MW

Madhya Pradesh Small Hydro In Madhya Pradesh Govt Hydro 25MW
varIOus locatIOns Av Size • None

Total500MW

Madhya Pradesh - Ralgarh Jmdal StriPS Gentmg Bhd coal-fired 1,OOOMW • Proposal

Maharashtra Bhadravatl Central Indian Power coal-fired 1,082MW • Mme-and-power scheme
Company • CEA and PPA received

?=c
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PrOject LocatIOn Sponsor Fuel CapaCity In MW Remarks

Maharashtra - Patalganga Rehance naphtha/gas- 4lOMW • Clearances received and PPA signed m 1996
fired

Maharastra Maharastra State Hyro 600MWPump • Total of 1,757 MW IPP projects are Identified for
Vanous LocatIOns Coal Storage pnvate sector

Naptha 400MWPS
4 - 100 MW fossIl
fuel
varIOus locatIOns

Meghalaya Meghalaya State Coal I,OOOMW • Prehmmary stage of development
Various LocatIOns Hydro 3000MW

Onssa ICMC Power Corp & Coal 2000MW
Hyundal

Onssa Southern Energy Inc Coal 16 660MWumts • Pie m the sky project proposed by CEPA
Total of 10,560

MW

Onssa Ib Valley - AES Coal 420MW • Counter-guarantee may need reVISiOn followmg
PPA changes

Onssa - Hlrma CEPA Coal 3,960MW

Rajasthan - Jahpa and Kapurdl Raj West Power lIgmte-fired 900MW • Operational In 2000
600MW • Needs tmancmg
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PrOject LocatIOn Sponsor Fuel Capacity 10 MW Remarks

Rajasthan - Barsmgsar Hmdustan DFC, Eastern lIgmte-fired 500MW • OperatIOnal m 2000

• Awarded m Sept 1996

Rajasthan - Dholpur RPG Enterpnses naphtha-fired 789MW • Operational end-1999

• Awarded September 1996

• Needs Fmancmg

Rajasthan - Thar Energen solar 200MW SolIcited

Rajasthan - Thar Amoco, Enron solar 50MW

Rajasthan - Suratgarh Raj State Elect Board Coal 1000MW • Under SolIcitatIOn

VarIOus other Projects RSEB Coal Naptha & 4000MW • Status unknown
Renewables

Slkklm - Teesta -3 State Govt of Slkktm Hydro Total of • Various PrelImmary stages of development
3000MW

Tamil Nadu - BasIn Bndge Vasavi Power diesel 200MW • OperatIOnal late 1998

• First PPA signed In Tamil Nadu

TamIl Nadu - North Madras II Vldeocon coal-fired I050MW • Opelattonal m 1999

• CEA approval

---::::-~



PrOject Locatlon Sponsor Fuel Capacity 10 MW Remarks

TamIl Nadu - PIllmperumalnallur InteGen naphtha/gas- • PPA signed
fired • 20 lIqUid-fueled short gestatIOn projects awarded III

1997

TamIl Nadu - Tutlconn SPIC coal-fired 500MW

TamIl Nadu - Ennore Tnsakthl coal-fired 500MW

TamIl Nadu - Cuddalore Cuddalore Power coal-fired 1320MW • SolICited

TamIl Nadu - Encore Tanul Nadu Industnal Dev LNG 2000MW • RFQ Under EvaluatIOn
Corp (TIDCO)

TamIl Nadu Jayamkondam TIDCO Llgmte 1500MW • Status unknown

Tamil Nadu Zero eMS Llgmte-fired 250MW • Counter-guarantee aWaited

Uttar Pradesh Rosa IndoGulf PowerGen coal-fired 567MW • CEA approval

UP Pratapur RelIance Industnes Ltd Coal 2000MW

West Bengal - Balagarh Balagarh Power Coal 500MW • CEA approval

--\5'"
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PrOject LocatIon Sponsor Fuel CapacIty ill MW Remarks

VarIOUS Seaboard Sites Enron Inti Corp LNG Total of • No Comment
10,000MW

VarIOus Parts ofIndla NatlOnal Thermal Power Coal 15,000 • NTPC expects to ralse about $ 7 7 btlhon over next
Corp Naptha MW ten years
BSES Gas • About $ 3 3 bilhon through mternatlOnal capital
Indian Oil Corp market

Haryana - Pampat Indian Oil Corp Naptha 300MW • Jomt-Venture Partners and project financmg status
UP Mathura llOMW unknown
GUJrat Baroda 500MW
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ADB

AITD

BOT

DBFO

FHWA

IDFC

IL&FS

MDR

MOST

NH

NHAI

OECF

PWD

SH

TIDCO

USAID

ASIan Development Bank

ASIan InstItute of Transport Development

Bul1d-Operate-Transfer

Deslgn-BUlld-Fmance-Operate

Federal HIghway AdmmIstratIOn

Infrastructure Development and Fmance Company

Infrastructure Leasmg and Fmanclal ServIces

Major DIstnct Roads

MImstry of Surface Transport

NatIonal HIghways

NatIOnal HIghway Authonty of IndIa

Overseas EconomIc CooperatIon Fund

PublIc Works Department

State HIghways

TamIl Nadu Industnal Development CorporatIOn

Umted States Agency for InternatIOnal Development
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1.0 State of Sector and Improvement Needs

1 1 Road Network and Traffic

The road network m the country IS as follows

• Pnmary roads compnsmg
NatIOnal HIghways 34,608 km

• Secondary roads compnsmg
State HIghways 128,622 km

....

• Other roads compnsmg
major dIstnct roads,
other dIstnct roads,
vIllage roads, mUnIcIpal
roads 2,737,080 kIn

2,900,310 kIn

1 2 Road Administration

State HIghways (SHs) and Major DIstrICt Roads (MDRs) are under the control ofPWDs of the
states and UnIon territones, and theIr subdIVISIOns Rural roads are mostly WIth rural engmeenng
organIzations attached to the Departments of Rural Development The PWDs are tradItional
agenCIes handlmg a varIety of CIvIl works and only m some cases have road functIOns been made

Under the ConstItutIOn, responsIbIlIty for the development and mamtenance of NatIonal
HIghways (NHs) (see map) rests wIth the central government whIle all other roads are the
responsIbIlIty of the state governments concerned The respective governments are empowered
to enact legIslatIOn governmg varIOUS aspects of roads Roads currently carry about 80% of the
passenger traffic and 60% of freIght traffic Passenger traffIC IS expected to nse from the current
level of 1,200 bIlhon passenger kIn to 2,900 bIllIon passenger km m 2010, and freight traffIC
from 500 btkm to 1,500 btkm dunng the same penod

Presently, nearly all NHs are bemg developed, mamtamed, and managed under an agency
system The Pubhc Works Departments (PWDs) of the respectIve states oversees executIon of
the work, although a few sectIons are WIth the Border Roads OrganIzatIOn The MInIstry of
Surface Transport (MOST) has overall responsIbIlIty mc1udmg plannmg, budgetmg, and
standardIzatIon The NatIOnal HIghways Act of 1956 governs polIcy regardmg these roads The
Government of indIa under an Act of ParlIament m 1988 establIshed the National HIghways
Authonty of IndIa (NHAI) The execution of externally aided projects on NatIOnal HIghways
has been entrusted to NHAI Smce then, arrangements have been made for NHAI to receIve the
loan aSSIstance dIrectly from the World Bank, ADB, etc, WIth guarantees from the Government

Page 1Roads Sector/India Infrastructure Needs Assessment
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a separate umt of PWD The road functIOns of PWDs need to be restructured to cater for an
expanded and Improved roads system, an actIVIty that IS now under way m several states

1 3 Improvement Needs

For varIOUS reasons, partIcularly to reduce dependence on Imported 011, Government polIcy
datmg back to pre-Independence has sought to throttle the development of road transport and the
expendItures on roads However, traffic on roads has nonetheless grown rapIdly and, as a result,
the development of the road network has not kept pace, both m terms of qualIty and quantIty On
the one hand, the network now needs expanSIOn to provlde connectIOns by paved road to all
communItles, currently only flve vlllages out of ten have been connected WIth all-weather roads
On the other hand, due to resource constramts, the Improvement of mam roads--that IS, NHs
and SHs (together 163,230 km}-has been undertaken m the past as a staged development
process, by spreadmg resources thmly and WIdely over the mam artenes ThI~ has led to
defICIencIes m meetmg the needs of heavy traffIC m terms of road capacIty, structural strength of
road pavements, and madequate brIdges The problem IS compounded by msuffIcient attentIOn to
post-constructIOn management and mamtenance of assets and reckless overloadmg ofvehIc1es,
espeCIally two-axle goods vehIcles

In terms of road WIdth, the current pOSItIon m respect of mam roads IS as follows

Total Length
of whIch

a)
b)
c)

Four Lane
Two Lane
Smgle Lane

163,230 km

3,000 km (2%)
56,000 km (34%)

104,230 km (64%)

For reasons of safe overtakmg and passmg, the mam roads must have a mInImum of two-lane
carrIageway (7 m WIde) mime WIth the mternatIOnal practIce In addItIon, about 25,000 km of
hIgh traffic denSIty comdors need to be upgraded to four lanes (mcludmg some expressways)
Moreover, these mam roads, although they constItute less than 6% of the total road network,
carry more than 60% of the total road traffic ThIS has resulted m a hIgh cost of vehIcle
operatIOn, wastage of fuel resources, and mcreased aCCIdents, envIronmental degradatIOn, and
Journey tIme

Because of these road condItIOns, transport throughput IS severely eroded The commerCIal
vehIcles are able to go only an average of 200-250 km per day compared to 400-500 km per day
m developed countrIes There are stIll a number of railway level crossmgs that are m great need
of replacement Accordmg to some estimates, the econOmIC losses due to madequate capaCIty
and poor ndmg qUalIty are on the order of Rs 100 bIllIon per annum Such losses obvIOusly
affect the natIon's economy

...
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2.0 Review of Private Participation

Current MOST polIcy, derIvmg from the most recent change m Government, IS based on
removal of defIcIencIes on the eXlstmg NH network ThIS WIll reqUIre an expendIture exceedmg
Rs 800 bIllIon m the next 10-15 years (Annex 3 gIves a breakdown ofthe schemes of
upgradmg) Of these, the areas for prIvate mvestment IdentIfied so far are as follows

Pursuant to thIS polIcy, MOST mandated NHAI In 1997 to undertake four-lamng of eXIstmg
NHs and a lImIted number of access-controlled expressways m hIgh traffIC denSIty corndors
The four-Iamng sectIOns to be taken up mitIally are hIgh-pnonty sectIOns of the DelhI
Calcutta-ChennaI-Mumbm-Delhi quadrangle that WIll be executed wholly under conceSSIOn
arrangements or that WIll be financed by foreIgn lenders and the Government

Page 3

• Four-Ianmg of eXlstmg roads 4,000 km

• Major BrIdges 50 nos

• RaIlway Overbndges 50 nos

• Bypasses around congested CItIes 30 nos

• Expressways (new alIgnments) 1,000 km

NHAI IS an autonomous body and IS empowered to raIse funds from the market and by collectmg
fees on the use of NHs, m addItIon to recelvmg funds from the Government As of now, NHAI
has JUrISdIctIOn over about 1,000 kIn of NHs Most of these roads are bUIlt to mternatIOnal
standards under ASIan Development Bank (ADB) or World Bank financmg, or are proposed to
be upgraded under these programs (NHAI mISSIOn statement IS at Annex 2) In the meantIme,
nearly all constructIon on NHs remams under MOST

Roads Sector/India Infrastructure Needs Assessment

In June 1995, the NatIOnal HIghways Act of 1956 was amended to permIt partIcIpatIOn of the
prIvate sector m development and mamtenance of NHs, and to allow the project sponsor to
collect and retam the tolls ('fees' on NHs as the word 'toll' IS a state subject under the
ConstItutIOn) Central government has also taken over powers to acqUIre land for the NHs
However, the mstItutIOnal arrangements for acqUISItIOn of land as per the modIfIed Act are stIll
to be put m place MOST entrusted NHAI WIth ImplementatIOn of prIvate sector partICIpatIOn on
NHs SalIent features of the current polIcy and mcentlves offered for encouragmg pnvate sector
partICIpatIOn are gIven m Annex 1

In June/July 1995, the NHAI mVIted bIds for conductmg feaSIbIlIty studIes for seven Super
NatIOnal HIghways connectmg major CItIes and ports m IndIa (length 13,000 kIn) The projects
found to be feaSIble were to be awarded to prIvate partIes on a competItIve basIs for development
m a BOT format Although many of the bIg IndIan busmess enterprIses had shown mterest m the
offer, not much headway was made For the tIme bemg, the Government has shelved the entIre
process--posslbly due to the hIgh capItal cost and doubtful vIabIlIty of the projects and the lack
of funds for land acqUISItIon
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• GUJarat has mVlted offers for 4-lanmg of a few SHs WIth Infrastructure Leasmg
and Fmanclal ServIces (IL & FS) bemg one of the promoters

• Rajasthan and Madhya Pradesh have already attracted pnvate entrepreneurs for
small-SIze bndges and bypasses The Government fixes toll rates and offers are
mVIted on the baSIS of lowest conceSSIOn penod No traffIC guarantees are gIven

• Maharashtra has already proceeded WIth several projects m the state sector and
has announced a number of bold measures to encourage pnvate entrepreneurs It
has also set up a State Road Development CorporatIOn for thIS purpose ThIS IS an
autonomous body and has already raised Rs 12 bIlbon from the market
Contracts worth Rs 7 bl1bon have been awarded already for constructIOn of an
expressway between Mumbm and Pune and several flyovers m Mumbm CIty

Four-Iamng projects under NHAI are yet to be ImtIated The NHAI IS now In the bIddmg
process for the four-Ianmg of Hosur-Knshnagm (NH 7) and Chmglepet-TmdIvanam (NH 45),
both In TalTIll Nadu and Jatpur-Ktshangarh (NH 8) m Rajasthan, covermg a total length of about
200 km For levy of tolls, only an open system of toll collectIOn can be adopted as there IS no
control of access on such roads ThIs would call for a careful study of traffIc patterns and
locatIOn of toll plazas to take care of segregatIon of local and through traffIc
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For State HIghways (SHs), several states have embarked on major programs to Improve these
roads The World Bank, ADB, and OECF are provIdmg loan assIstance In addItIon, these
mstItutIOns are helpmg several states to finance restructurmg of the PWDs, thIS would proVIde
an Improved mstItutIOnal framework for pnvate partICIpatIon m the SHs of these states A
number of states have already mltIated pnvate partICIpatIon m theIr road sectors as they reqmred
no new legIslatIOn to authonze the ImpOSItIon of tolls The followmg are among the salIent
achIevements

• Andhra Pradesh has set up the Andhra Pradesh State Road Development
CorporatIOn to take up road and bndge projects through the pnvate sector The
CorporatIOn has mobIhzed (by pnvate placement of bonds) an amount of Rs 4
bl1bon WIth the guarantee of the state government Andhra Pradesh has also
IdentIfIed seven artenal comdors to be posed to the pnvate sector, and they plan
to undertake techmcal and fmancial engmeenng studIes of these comdors through
foreIgn and domestIC consultants

The Government's current constructIOn program on NHs IS bemg funded for the most part from
budgetary resources m addItIon to funds borrowed from the World Bank, ADB, and Japan's
Overseas Econormc CooperatIOn Fund (OECF) So far there has been no pnvate partIcIpatIOn on
these foreIgn-aided schemes However, a small number of government-fmanced schemes (10
bndges and 86 km of bypasses), executed by MOST dIrectly or by NHAI, has been contracted to
pnvate mvestors (see LISt, Annex 4) In financIal terms, these projects are estImated to cost Rs
44 bIllIon These schemes are thus only small- and medIUm-sIze projects



• Haryana, Uttar Pradesh, and West Bengal have also mitIated the process of
pnvate partIcIpatIOn m roads

• Tamil Nadu has set up a Tarrnl Nadu Industnal Development CorporatIOn
(TIDCO) for takmg up mfrastructure projects TIDCO has collaborated wIth
Transroute InternatIOnal France and IL &FS to construct and operate toll roads
connectmg mdustnal areas

• Karnataka has entrusted the Bangalore-Mysore Infrastructure Corndor to a
pnvate developer on a BOT basIs, and the Karnataka branch of the FederatIOn of
IndIan Chambers of Commerce and Industry plans to float a corporatIon to help
fmance mfrastructure projects The state government has set up a Department of
Infrastructure to coordmate the actIVItIes of varIOUS mfrastructure sectors under
one umbrella

ADB has also come up wIth a new pnvate financmg ImtIatIve They are cooperatmg wIth IL &
FS m financmg a bndge across the Yamuna RIver from New DelhI to the new commumty of
NOIDA

The pattern encountered so far m pnvate sector partIcIpatIon m roads IS summarIzed below

• PublIc agencIes have solICIted proposals for the provIsIon of toll roads on the
basIs of blddmg documents that left most of the desIgn work to the bIdders

• Recovery of the bIdders' mvestments could be eIther WIth or WIthout publIc
subSIdy, and maxImum rates of toll typIcally were specIfied m the request for
bIds, WIth bIdders havmg the optIOn of speclfymg the actual (lower) rate of toll or
the maxImum penod of toll collectIOn, or both It IS eVIdent that tradItIonal toll
collectIOn WIll not be practIcable for all road upgradmg schemes

• In most cases, publIc agencIes provIded some form of guarantee, eIther for the
transactIOn as a whole or for the traffIC or some other aspect of the transactIOn

• The sponsonng pnvate party could be eIther a contractor (of varymg degrees of
skill) or a busmess enterpnse WIth lIttle or no expenence m road bUIldmg WhICh
would assocIate Itself WIth or contract WIth one or more constructIon fIrms

• PrIvate sector road schemes have been hIghly leveraged and have reqUIred the
support of loans from establIshed finanCIal mstItutIons or other sources

J

• New finanCIal mstitutIOns WIth varymg degrees of pnvate partICIpatIOn have been
establIshed (e g , m Maharashtra, Tarrnl Nadu, Andhra Pradesh) or are m the
process of establIshment (e g , m Karnataka) to prOVIde finance for mfrastructure
(mcludmg road) projects Such mstItutIOns have been raIsmg funds by Issumg
bonds, usually WIth tax preferences These bonds are nearly always repayable m
substantIally less than 10 years

Roads Sector/India Infrastructure Needs Assessment PageS



• At least In some cases the return on the Investor's eqUIty IS lIkely to be well over
20%

The folloWIng typICal schemes are descnbed III greater detaIl In the Annexes to thIS chapter

Second Narmada Bndge
Thane-BhIwandi Bypass
Bangalore-Mysore Infrastructure Corndor

Roads Sector/India Infrastructure Needs Assessment

(Gu]arat)
(Maharashtra)
(Karnataka)

Annex 5
Annex 6
Annex 7
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3.0 Constraints on Private Sector Participation

31 General

The lIberalIzatIon polIcy was announced In 1991, but despite the Issuance SInce of several polIcy
statements and the work of various ImplementIng bodIes, few road schemes With pnvate
partiCipatIOn have been bUilt thus far Nevertheless, numerous obstacles have been overcome m
some cases and constramts are not so severe that they cannot be surmounted With persistence
and IngenUIty Moreover, It IS not clear whether the scheme,; that have been bUIlt, or those In the
development and ImplementatIOn stage, wIll result In an appropnate balance between the publIc
and the pnvate sector

The slow speed With which the schemes are progressIng IS caused m part by the efforts of
Inexpenenced publIc admInistratIOns to aVOId entenng Into ImprovIdent concessIOns In
additIon, the road sector carnes the nnmense Inhented momentum of road bUlldmg and
maIntenance by contractors working under the directIOn of government engIneers Road
bUIldIng With pnvate partiCIpatIOn mvolves a major cultural shift In dIrectIOn, requmng for the
first time finanCIal arrangements by pnvate entrepreneurs and large-scale use of pnvate
consultants and contractors Currently In IndIa, such firms do not eXist In adequate numbers and
WIth adequate staff to delIver complete road works accordIng to deSIgns SUIted to current traffIC
condItIons and subject to objectIve cntena Moreover, the projects are beIng offered m some
cases Without undertakIng proper engIneenng and finanCial studies by the Government that
would offer a level playIng field to bidders and that the Government would eqUIp WIth some
reasonable benchmarks to evaluate the offers

InstItutIOnal and Procedural constraInts thus represent major obstacles to pnvate partICIpatIOn
m the roads sector Another constramt IS represented by Fmancmg problems On the one hand,
pnvate partIes cannot achIeve satIsfactory rates of return (under Indian condItIons) WIthout
receIvmg loans on favorable terms to complement theIr eqUity mvestment On the other hand,
lenders are unWIllIng to proceed WIthout adequate secunty, but the assets created by the schemes
(the roads) are too IlliqUid to protect the lender The transactIOns Will need to be reconfigured or
other secunty Will need to be proVIded for the loans to be made Fundmg from dedicated road
funds or other predictable sources would be another means to bndge the fmancIng gap These
constramts are dIscussed bnefly m the followmg paragraphs

3 2 Institutional Constramts

UntIl very recently all roads m IndIa were bUilt and mamtamed by some sort of pubhc works
agency WIth large establIshments, usmg, In addItion, many small labor and supply contractors
The same system applIed to small bndges and culverts, but large bndges were erected by larger
constructIOn fIrms workmg WIth theIr own deSigns These publIc works agenCIes have great
dIfficulty In accommodatIng pnvate concessIOns to their normal way of working the agenCIes
wIll need to shIft from desIgmng and controllIng works by bUIldIng methods to controllmg them
by performance speCifications Some staff WIll become superfluous and others WIll need new

Roads Sector/India Infrastructure Needs Assessment Page 7



skIlls The condItIons m mdividual publIc work agenCIes may deVIate somewhat from thIS
pattern, but the mam features are the same

By contrast, the NHAI, although created nearly 10 years ago, has become actIve only recently
It has a small staff (under 100) and lIttle or no COmmltment to tradItIonal methods UnlIke
publIc works agenCIes, NHAI IS cOmmltted to usmg contracted help m all ItS operatIOns and to
fostermg pnvate partICIpatIOn However, NHAI's staff also have to onent themselves to
managmg WIth the large-scale use of consultants and contractors, and NHAI IS faced WIth the
severe shortage of indIan fmns expenenced m modern methods of road deSIgn and constructIon
Only a few construction firms have eqUIpment for large-scale works, and no eqUIpment IS
avatlable to others from rental agenCIes Tills IS one reason for the lllruted numbers of large-sIze
road contractors

NHAI's staff thus needs to be augmented m delIberate stages and tramed to perform and cope
WIth Its new tasks A busmess plan that IS bemg prepared WIth World Bank aSSIstance needs to
be elaborated and Implemented on the baSIS of a program of devolutIOn of roads from MOST to
NHAI A program for mamtammg NHAI roads needs to be developed m whIch the pnvate
sector WIll playa major role

At the same tIme, a program WIll be reqUIred to develop capaCIty wlthm the IndIan road
consultmg and contractmg mdustry to serve the reqUIrements of NHAI Some progress m thIS
regard has already been made m connectIOn WIth ADB and other foreIgn-aIded projects, but
further expenence IS needed by IndIan firms workmg mdependently so that NHAI WIll be able to
function effICIently

Whereas the mstItutIOnal effort reqUIred at NHAI IS a "greenfield" effort of bUIldmg m anew,
small organIzatIon, the OppOSIte problem IS posed at the state level Here a pnvate sector actiVIty
WIll need to be accommodated m a very large, long-establtshed PWD WIth entrenched
procedures and cultures State PWDs are charactenzed by profeSSIonal staffs unfarntltar WIth
usmg consultants who prOVIde complete deSIgns and contractors who work to such deSIgns
These professIOnals are expenenced mstead m self-desIgnmg works and carrymg them out WIth
large establtshments and large numbers of small contractors Several of the state PWDs are
undergomg restructunng WIth maSSIve foreIgn aSSIstance, these programs mclude some actIVItIes
mtended to gIve greater scope to the pnvate sector However, ImplementatIOn IS not complete
Other state PWDs have retamed theIr tradItIonal formats The team VISIted states m both
categones

3 3 Procedural Constraints

If NHAI and state PWDs are to make greater use of the pnvate sector m bUIldmg and
mamtammg roads, they WIll need to develop and mstall procedures not aVailable currently m
IndIa WhIle a few road projects have gone forward WIth pnvate sector partICIpatIOn and
conSIderable effort has been expended m developmg techmques to thIS end, much work remams
to make the process fully effICIent and transparent In many cases, detailed deSIgns and cost
estimates were not aVailable to Government negotiators, WIth the Government not havmg spent
the money for tills work and the conCeSSIOnaIre bemg made responSIble for It BIds thus have
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been received and conceSSIOns negotiated without the Government side havmg a clear
descnptIon of the product the conCeSSIOnaIre IS oblIged to delIver and without the Government
havmg an objectIve basIs for companng proposals Moreover, fmanclal analyses were not
prepared on a value-engmeenng and present-worth basIs to allow the Government negotiators to
compare the techmcal and financial ments of various proposals Although Government
engmeermg staff are unlIkely to be famIlIar with value-engIneenng and present-value analyses,
they would not be able to apply them, m any event, With the documentatIOn bemg generated at
present Fmally, eXlstmg procedures for control of the quahty of the conCeSSIOnaIre'S work are
Inadequate and need to be made more exactIng--both whIle the road works are beIng bUIlt and
dunng the operation stage

NHAI Will need to prOVide maIntenance for roads not contracted out under conceSSIOns It
Intends to execute thiS work by contract and Will need to develop appropnate documentatIOn and
procedures for contractIng and overseemg such maIntenance ThiS Will proVide another
Important opportumty for pnvate partiCipatIOn In the road sector

Pnvate partiCipatIOn In bUIldIng roads IS hampered by the need to obtam a plethora of
governmental clearances WhIle gettmg clearances IS mcluded m the conCeSSIOnaIre'S due
dilIgence oblIgatIons and IS part of the normal bUSIness process, It slows down the
conCeSSIOnaIre'S work and makes It more costly It may mdeed discourage some who rrught
otherwise come forward to take up a road project Some Improvements m the clearance process
have already been made, but further streamlInIng IS needed

Pnvate Indian contractors wIll mevltably be essentIal players m any scheme for pnvate
partiCIpatIOn In roads, either as promoters or partners of the conceSSIOn or as subcontractors to
the conceSSIOnaire However, the number of properly eqUIpped road contractors IS still lIrruted
and expanSIOn of thiS mdustry Will occur most effiCIently If contractors can aVOId InvestIng III a
full eqUIpment park and rely mstead on eqUIpment rental firms for some of their needs, as IS the
practIce elsewhere m the world The absence of an eqUIpment leasmg Industry thus IS an
Important constraInt on greater pnvate partiCipatIOn In the road sector

ConCeSSIOnaIreS wIll mevltably face dIfficulty m protectmg their roads agaInst damage by
overloaded velucles Roads subject to such abuse Will not last, and senous disputes wIll arise
between the Government and the conCeSSIOnaIre as to who should bear the cost The Issue of
overloaded vehicles has been studied m India for a long tIme and has generated many reports
The problem persists It IS tIed up not only With problems of enforcement and the benefits to the
polIce from lax enforcement, but also With the aVaIlabIlIty of larger, less damagIng vehIcles from
IndIan manufacturers and with under-capItalIZation of truck operators The problem needs to be
examIned In the context of road conceSSIOns so that It does not become another constraInt to
prIvate partICIpatIOn m the sector AllIed to thIs IS the movement of contamers, WhICh IS more
SUIted to multI-axle vehicles The ASian Institute of Transport Development (AITD) IS trymg to
look at thIs aspect as part of a comprehensIve truckmg operatIons study m the country They
would need to focus more attentIOn on thiS Issue
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34 Financial Constraints (Toll Roads)

Two major constramts need to be addressed

• Fmance for road deSIgn
• Fmance for road proVIsIOn

If pnvate conceSSIOnalfes are to bId effICIently for road constructIOn, all bIdders have to bId on
the baSIS of the same deSIgn Therefore the preparatIOn of proper deSIgn must be fmanced
pnmanly by the Government, whIch currently lacks the necessary funds to deSIgn even urgently
needed road Improvements WIth regard to road proVIsIOn, under the current system the
Government IS expected to support pnvate sector financmg by sharmg the costs or by
guaranteemg such factors as the completIOn of the work or the levels of toll-paymg traffIc to be
carrIed out on completed roads Sharing costs and nsks through governmental guarantees raIses
many complex problems regardmg the appropnate level of responsIbIlIty of the publIc and
pnvate sectors on a toll road project These Issues reqUIre mtenslve analySIS, whIch should be
undertaken on behalf of the IndIan authontIes DedIcated road funds have some applIcatIOn In
the case of toll roads but theIr major role IS In connectIOn WIth commercIalIzatIon of the road
system

Pnvate partICIpatIOn m road projects depends on the establIshment of clear and faIr legal
relatIOnshIps between the conceSSIOnaire and the Government, and on bankabIlIty of the
transactIOn so that the conCeSSIOnaIre can raIse loans to cover part of the Investment WIthout
access to commercIal loans, many transactIOns wIll not be feaSIble and the total volume of work
that could be done WIth pnvate partICIpatIOn WIll be greatly reduced The Issues relatmg to
fmanclal structures of conceSSIOns are dIscussed m Annex 8 These problems are techmcal,
fmanclal, and legal, but also Involve broader polIcy questIOns, partIcularly for such
mtermedlarles as Infrastructure Development and Fmance Company (IDFC) ConSIderable work
has been done on a case-by-case baSIS m developmg legal documentatIon for road conceSSIOns,
but a ready source for consultatIon to solve outstandmg questIOns, such as force majeure and
addItIOnal Issues as they arIse, should be avaIlable to faCIlItate the conceSSIOn process Issues
relatmg to provldmg better secunty to finanCIng mstItutIOns as well as more general Issues
related to the supply of capItal to conceSSIOns need, m addItIon, to be dealt WIth systematIcally
on a polIcy baSIS

Pnvate partICIpatIOn m road projects reqUIres WIdespread knowledge of thIS approach both
among the concerned offICIalS at the umon and state levels and among the mterested partIes m
the pnvate sector A dIssemmatIOn program for thIS purpose IS needed and should last for
several years

The need for good roads, for relIable fundmg to support them and for a receptIve clImate for
pnvate partICIpatIOn In roads reqUIres documentatIOn In a manner that InVItes publIc support,
partIcularly by the busmess commumty In addItIon, road users m general and the bUSIness
commumty In partIcular need to become fully aware of the benefits of good roads to the
economy and of the VItal role the bUSIness commumty and road users can play to promote the
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fundmg and development of the road system wIth major pnvate partIcIpatIon m the provIsIon of
roads

35 Fmanclal Constramts (All Roads)

The comments made so far have addressed the constramts to pnvate partIcIpatIOn m the road
sector based on the collectIon of tolls Tolls are feasIble m only a lImIted number of
CIrcumstances such as new roads, bndges, and bypasses Other means should be consIdered to
apply prIvate sector technIques to the remamder, the bulk of the road system Foremost among
such technIques IS commercIalIzatIOn, whIch the IndIa Infrastructure Report, prepared under the
chaIrmanshIp of Dr Rakesh Mohan, descnbed as "a new wave, a new necessIty"

If roads were commercIalIzed, road companIes could raIse mvestment and loan funds m a
commercIal manner on the baSIS of theIr resources But how, m the absence of tolls, could a
commercIal road company get paId by ItS customers, the road users?

An effectIve and convenIent way of empowenng road users to pay for roads would be through
dedIcated road funds, run by boards on WhICh road users would be represented, and WhICh would
get theIr revenues from surcharges on fuel and from lIcense fees Imposed on heavy-axled
vehIcles, preferably set at levels eqUIvalent to the road damage caused by them

The level of fundmg should eventually be determmed by road users' representatIves, but would
mItIally have to equal current road fundmg levels The managers of these road funds would
have but one functIOn to dIstnbute revenues to the commerCIal road companIes, whether pnvate
or publIc, m proportIon to the traffic carned on theIr roads Such an arrangement would not be
unIque to IndIa The UK HIghways Agency dIstrIbutes funds m thIS way to prIvate
conceSSIOnaIreS under the DesIgn-BUIld-Fmance-Operate (DBFO) system whIch enables the
prIvate sector to fmance and Improve selected BrItIsh roads The HIghways Agency specIfies
the Improvements on selected road sectIOns and mVItes the prIvate sector to bId for conceSSIOns
to buIld and maIntaIn them and be paId an agreed prIce per UnIt of traffic on the Improved road
ThIS agreed prIce IS determIned by the bIddmg process and the traffIc rIsk IS shouldered by the
conceSSIOnaIre, not the HIghways Agency Payments of thIS kmd, based on traffIC counts, are
known m the UK as "shadow tolls "

The rule of the funds followmg the traffIC would be necessary to protect the management of the
road funds from pressures to finance roads bUIlt for purposes other than servmg traffIC needs

Road funds, WIth deSIgnated revenues and under mdependent management, at both the umon and
state levels, could thus be CrItIcal to a road program WIth prIvate partICIpatIOn Such schemes
eXIst m IndIa but are not yet very much elaborated Further effort m thIS regard IS needed

CommercIalIzatIOn, whIch need not necessarIly mvolve prIVatIzatIon, would reqUIre the
converSIOn of current road management mto profIt-makmg road companIes, whIch would be
paId on the baSIS of a fixed tanff per vehIcle mIle A commercIalIzed road system would enable
all of ItS elements to be Improved by the prIvate sector and should also be open to competItIOn
from new, prIvately proVIded faCIlItIes such as the proposed Bangalore-Mysore expressway
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A forthcommg World Bank book (Commerclal Management and Fmance ofRoads, by Ian
HeggIe) descnbes the concept of commercIalIzatIOn as follows

"Roads are bIg busmess and should be managed lIke a busmess They should be brought
mto the marketplace and put on a fee-for-service baSIS In other words, the road sector
should be commerCIalIzed, WhICh mvolves

• creatmg an arms-length agency to manage at least the mam road network on a
commerCIal baSIS,

• mtroducmg an exphcIt road tarIff,
• makIng sure that road users pay for extra spendmg on roads,
• deposItmg the proceeds from the road tarIff mto a road fund,
• appomtmg a representatIve publIc-pnvate board to oversee management of

the road fund, and
• ensunng that all works financed from the road fund are subject to ngorous

techmcal and finanCIal audItIng"

Whether the above descnptIon IS, or IS not, entlfely appropnate for IndIa, now could be the tIme
to consIder the commerCIalIzatIOn of all IndIa's roads, or at least of all ItS mam roads, as an
alternatIve to the current attempts to rely only on toll roads for pnvate partICIpatiOn m the roads
sector

The essentIal feature of a commerCIalIzed road system IS that the road fund would be supported
by a compulsory stream of revenues denved from road users A fund supported by statutory
revenues would, of course, be able to float pnvate loans for road constructIOn on the basI~ of
such revenues Moreover, road users would presumably be wIllmg to support addItIonal leVIes m
themselves m return for Improved roads Whtle revenues to the fund would be raIsed by the
Government, theIr use would reflect pnvate sector pnncipies In the long run, the fund may
even be fed by revenues raIsed through assessment by the road users themselves whIch would
reqUIre a statutory scheme to ensure that all road users would partICIpate and to medIate a
pOSItIOn bmdmg on all road users

Accordmgly, the recommendatIOn regardmg fmancial constraInts mcludes a study to help put
road fmancmg m IndIa on a commercial baSIS
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4.0 Recommendations for USAID Interventions

41 General

ThIS section of the report makes recommendatIon for USAID mterventIOns to help remove the
Identified constraInts One of the chIef constraInts already descnbed IS the need to expand the pool
of IndIan CIvIl engmeenng fIrms and orgamzatIons WIth related slalls to aSSIst In the deSIgn, blddmg,
selectIOn, and supervISIon of works to be handled WIth pnvate partIcIpatIOn For that reason the
report recommends the use of Indian fIrms as pnmary contractors wherever possIble, to be
supplemented by foreIgn adVIsers where essentIal slalls are lackmg ThIS approach IS mtended to
establIsh the practIce of contractIng out and to ralse the slalls both on the SIde of the Government
and ItS contractors The mitIatIves proposed for USAID conSIderatIon are summarIzed m Annex 9,
WIth very broad prelImInary IndIcatIons for the duration of each actiVIty and the level of effort
enVIsaged The Annex also shows the proposed counterpart agency m each case It IS clear from the
Annex that substantIal costs WIll be mcurred In rupees, and the assumptIOn IS made that some of
these costs wIll not be for the account of USAID but of a counterpart agency m IndIa FInally, care
WIll be reqUIred to ensure that USAID aSSIstance IS well coordInated WIth that of other external aid
agenCIes In the road sector

42 RelieVing Institutional Constraints

USAID Intervention In the much more dauntIng problems of the state PWDs WIll need to be lInuted
to the speCIfic Issues of pnvate partICIpatIOn In road schemes, IncludIng maIntenance-by-contract
The team has carefully reVIewed the SItuation In the four states It VIsIted and concluded that
USAID's efforts at the scale enVISIOned would best be applIed In the State of Karnataka (Annex 10)

Once NHAI has a program that It must address, It needs to prepare a work plan to reflect the
program Subsequent to the work plan, NHAI would need to exanllne the resources avaIlable In ItS
own staff and wItlnn IndIa to determme what actIons would be reqUIred to gear Itself up to dIscharge
the work plan A program to recruIt and train staff and to engage consultmg help must also be
developed USAID aSSIstance m these efforts would be very helpful to enable NHAI to meet ItS
work plan

NHAI needs to be able to plan ItS future operatIOns on the baSIS of reasonably fIrm mdICatIOns of the
work that MOST WIll entrust to It Such an exerCIse WIll reflect the deCISIons of MOST on schemes
that MOST WIshes NHAI to execute and the capaCIty of NHAI to undertake work on the roads
MOST WIshes to entrust to NHAI ObVIOusly NHAI should have adequate lead time to prepare the
projects and marshal ItS resources An ImtIatIve by USAID would therefore be very useful to aSSIst
MOST and NHAI to plan a program of NH devolutIOn for an InItIal fIve-year penod USAID could
faCIlItate thIs process by malang use of the resources of the U S Federal HIghway AdmInIstratIOn
(FHWA) that has long expenence m the operatIon of a national roads program wlthm a federal
system It IS understood MOST IS In touch WIth the FHWA to promote pnvate sector partICIpatIOn
m the hIghway sector

I
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No specIfic ImtIatIves are recommended to address mstItutIOnalIssues at the Karnataka PWD, but
procedural mterventIOns recommended below wIll have some Impact on the PWD culture

4 3 RelieVing Procedural Constraints

NHAI IS entrusted WIth two types of NH schemes, those prepared and executed under external
fmancmg and those under NHAI or Government finanCIng, WIth or WIthout pnvate partIcIpatIOn
The foreIgn-aIded schemes have benefIted from mternatIOnal consultancles that provIded IndIan
deSIgn firms the opportumty to adapt to mternatIonal standards of deSIgn, constructIOn, and
supervlSlon NHAI must now develop these systems for use on schemes not funded externally and
put out on conceSSIOn, makmg full use of IndIan fIrms as pnmarIly responsIble partIes and only
supplemented by foreIgn advIsers workmg WIth these fIrms to fill slall gaps These consultancies
could aSSIst In project servIces covenng deSIgns, bIddmg and tender award, conceSSIOn negotIatIOns,
and constructIOn supervlSlon for schemes not covered by external lenders, one each on a NH and a
SH (m Karnataka) a bypass, a major bndge, and a raIl flyover No schemes of these types are
mcluded m the foreIgn-aIded projects In addItIon, a scheme would be Included to Improve a SH In
Karnataka to the four-lane standard (NHs to four-lane standard are already Included among
externally aIded projects and thus no project of thIS type need be assIsted under the USAID
InItIatIVe) ThIS InterventIOn WIll serve to set a pattern for works bUllt under conceSSIOns by NHAI
WIthout the partICIpatIOn of external lenders SUllilarly, the InterventIon wIll help Karnataka PWD
to develop procedures for these types of road works on a conceSSIOn baSIS and should prOVIde a
pattern for use by other PWDs The USAID InItIatIve would also Include an element to dIssemmate
the procedures and documents to other states

USAID should also support aSSIstance to NHAI to help that agency m meetmg the upkeep
reqUIrements on ItS roads by contract maIntenance An indIan engmeenng fIfm workIng WIth a
foreIgn mamtenance engmeer IS recommended to take the lead on thIS study to ensure that
recommendatIOns are developed WIth full appreCIatIOn of the complexItIes of indIan publIc works
practIce Contract mamtenance IS also bemg developed at the state level under foreIgn-aIded
schemes, but the SItuatIon ofNHAI IS qUIte dIfferent (as noted above) and deserves a separate effort
Moreover, the dIsserrunatIon of the NHAI effort, WhICh IS also mcluded m the USAID mterventlOn,
should be combmed WIth the results of other sirrular studIes to ensure greater Impact A SImIlar
effort IS recommended for the Karnataka PWD

The problem of multIple clearances ments a study of the clearance process and recommendatIons for
consolIdatIOn and SImplIficatIOn A consultancy by an indIan expert IS most lIkely to address the
full complexItIes of the process and the pomts where some changes are lIkely to be accepted

Thus far only large indIan firms have been able to acqUIre eqUIpment needed to undertake major
road works Smaller firms that are not suffiCIently capItalIzed have been excluded A system of
eqUIpment leasmg commonly used mother countnes IS not aVaIlable m indIa for road constructIOn
machmery It IS recommended that USAID aSSIst WIth a consultancy to NHAI and IDFC to
deterrrune how such eqUIpment leasmg could be establIshed and to aSSIst m a program to promote
such firms
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4 4 RelieVing FinanCial Constraints

USAID can proVIde Important help m the diSSelTIlnatIOn of procedures and reqUIrements for pnvate
sector partICIpatIOn m roads by supportmg an IndIan trammg firm m the preparatIOn of selTIlnars and
traInmg matenals, and m organlzmg trammg events to falTIlllariZe persons m the publIc and pnvate
sectors WIth pnvate partICIpatIon m roads These efforts should also help to mcrease the aVaIlabIlIty
of pnvate capItal to promote road conceSSIOns

It IS recommended that USAID also support an IndIan firm strengthened by foreIgn experts to
develop, m the context of pnvate partICIpatIOn m roads, a statIstical base and polIcy framework
related to the patterns of expendIture and financmg sources, and of transport and servIce capaCIty for
the IndIan road sector m general and for the Karnataka road system m partIcular The consultancy
should also develop and execute a program to raIse the conSCIOusness of road users m general and
busmess firms m partIcular concernmg the role of pnvate partICIpatIOn m roads through selTIlnars for
the Chambers of Commerce, All IndIa Motor Transport Congress, and siffillar organIzatIOns and
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A USAID mterventIOn m aSSOcIatIOn WIth NHAI and AITD to address the problem of overloaded
vehIcles could substantIally Improve the quallty and longeVIty of IndIan roads and would aSSIst m
makmg pnvate partIcIpatIOn m roads more feasIble and effective As roads are Improved and larger
artIculated vehIcles gam greater acceptance, particularly m the context of contamer movements, a
more systematIc approach to the problem may become possIble Better compllance may be
acmeved by concentratmg enforcement on major Improved roads and by couplmg these efforts WIth
toll procedures IndIan expertIse WIll ensure that the recommendatIOns allow for the full
compleXIties of IndIan condItions, and a foreIgn expert wIll supply the expenences from other
countnes, partIcularly developmg countnes WIth silTIllar overloadmg problems

The team recommends a consultancy to mvestigate technIcal problems relatmg to secunty
arrangements for loans to conCeSSIOnaIreS These are partly finanCIal and partly legal problems and
reqUIre, m the first mstance, expertIse m IndIan finanCIal practIce and legal systems However,
foreIgn expertIse WIll also be reqUIred to proVIde examples of practIce elsewhere WhICh lTIlght
pOSSIbly be adapted to local condItions ThIS consultancy should be based at IDFC and NHAI
Consultancy help should also be aVaIlable to IDFC to proVIde aSSIstance m pollcy Issues related to
financmg of conceSSIOns

WIth India's expanded roads program and espeCIally WIth mcreased relIance on pnvate partICIpatIOn,
USAID can proVIde help to the central and state governments m elaboratmg eXIstmg mItIatives
toward dedIcated road funds The Rakesh Mohan CommIttee has made such a recommendation and
both MOST and the Government of Karnataka are mterested m pursumg these concepts The UnIted
States has had long expenence WIth such funds at both federal and state levels and U S experts are
aVaIlable to aSSIst an IndIan expert m analyzmg the problem to SUIt IndIan condItions and to deVIse a
solutIOn that would work there The team recommends that USAID support such an mitIatIve--both
m terms of the support such funds could gIve to toll roads and, more Importantly, m terms of the
baSIS such funds could proVIde for a fully commerCIalIzed road system to help put road financmg on
a commerCIal footmg Collateral Issues such as control and management of the fund, the use of road
boards, permanent countmg statIOns, and shadow tolls, and electronIC pncmg should also be
mcluded The study should be done at the umon level and m Karnataka
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through techmcal VISItS abroad and establIshment of lmkages wIth road user groups m the U Sand
wIth the FHWA
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Annex 1 Salient Features of the Government of India Policy on
Private Sector Participation on National Highways

February 1998

1 The polIcy of pnvatizatIOn WIll be Implemented by the NHAI and m exceptIOnal cases by
the State PublIc Works Department

2 The baSIC pnncipies In IdentIficatIOn of NH projects for pnvate mvestment would be that
the project IS an approved project of the MInIStry of Surface Transport and It IS capable of
yIeldmg adequate finanCIal return

3 The Government WIll provIde support by carryIng out all preparatory works such as
• FeaSIbIlIty study
• Land for nght of way and roadSIde faCIlItIes
• RelocatIOn of utIlIty servIces
• CuttIng of trees
• Removal of encroachments and resettlement and rehabIlItatIOn of persons

affected

• EnVIronmental clearances

Dependmg upon finanCIal ViabIlIty, the cost for the above actIVItIes may be recouped
from the project

4 SUItable traffic support/guarantee WIll be proVIded on a case-by-case baSIS

5 ExemptIOn WIll be gIven from Import duty on IdentIfied hIgh-qUalIty constructIOn plant
and eqUIpment

6 ForeIgn DIrect Investment up to 74% would be permItted automatIcally Beyond that,
proposals would need clearance from the ForeIgn Investment PromotIOn Board

7 A five-year tax holIday IS aVaIlable followed by a further five-year penod of 30%
exemptIon and thIS conceSSIOn can be aVaIled of m any 10 consecutIve years dunng the
first 20 years of operatIOn (SectIOn 80-IA(l2)(ca) ofthe IT Act 1961)

8 Up to 40% may be excluded from Income tax of the mcome denved by finanCIal
mstItutIOns from finance they proVIde for mfrastructure projects

9 Income Tax exemptIOn IS aVaIlable on the mcome from dIVIdends and mterest on long
term capItal gaIns denved from mvestments In the form of shares or long-term fmance to
any enterpnse set up to develop, maIntaIn, and operate an Infrastructure faCIlIty
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Subscnptlon to eqUIty shares and debentures are elIgIble for deductIOns under SectIOn 88
of the Income Tax Act

Real estate development can be made an mtegral part of BOT projects to enhance theIr
fmanclal vIabIlIty

NHAI can provIde capItal grants to the developer of a road project for project cost, on a

case-by-case basIs

NHAI can partIcIpate up to 30% of total eqUIty of a company floated to develop a road
project

The ownershIp of the land for the hIghway constructIon and roadSIde facIlItIes would
contInue to vest m the Government Mortgagmg and subleasmg of thIS land for raIsmg
finances IS not allowed However, land WIll be gIVen on lease to entrepreneurs

There WIll be provISIOn for umfled check barrIers at the mter-state borders for the use of
all governmental authontIes Such barrIers would be located outSIde the nght of way
wIth proper entry/exIt layout

DIspute resolutIon and arbltratlOn would be under the IndIan ArbltratlOn and ConcIlIatlOn
Act, 1996 (It mcorporates UNCITRAL proVISIons)

Entrepreneurs would be protected agaInstforce majeure sltuatlOns mcludmg polItICal,
non-polItIcal, and legIslatIve changes

There WIll be a standard conceSSIOn agreement that addresses the concerns of varIOUS
stakeholders m the project
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Annex 2- MIssion Statement of NHAI

1996

Functions

The followmg functIons have been allotted to the Authonty by the
Mmistry of Surface Transport

• ExecutIOn of Externally AIded Projects and Mamtenance thereof
• ImplementatIOn of the PolIcy of PnvatIzatIOn m HIghway Sector
• Development of WaysIde Amemties
• Plannmg and Development of Expressways

MIssIOn

The mISSIOn of the Authonty IS the mamtenance of NatIonal HIghways
network to world standards, wIthIn the strategIc polIcy framework set
by the Government of IndIa, and the promotIon of econOilllC well-bemg
and the qualIty of lIfe of the people

Towards these obJectIves, the AuthorIty plans to

a) Take responsIbIlIty for development and maIntenance of all
NatIOnal HIghways m the country withm a penod of five years

b) Manage the NatIOnal HIghways In a manner that proVIdes safety
and comfort to those who use them

c) Improve and extend the NatIOnal HIghway network man
effICIent and envIronmentally senSItIve manner

d) Seek VIable ways to Involve the prIvate sector m proVISIon,
maIntenance, and operatIOn of roads

e) Encourage research and develop effectIve lIaIson WIth
mstItutIOns mvolved m research m road and road-related Issues

f) Increase safety mcludmg Improved road geometncs
g) ProVIde on-route faCIlItIes for road users
h) PrOVIde a congemal enVIronment mcludmg landscapmg and

effectIve and pleasant roadSIdes to ensure safe, comfortable,
and pleasant drIvmg

1) Promote the scheme of free plantatIon along the roads as well
as beautIfy all major mtersections and Junctures
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Annex 3: MOST Assessment of Development Needs
on National Highways up to 2010

February 1998

SINo Category of Work LengthINo Est Cost
(Rs bIllIon)

1 WIdenmg Smgle Lane to Two Lane
Includmg Pavement Strengthenmg 5,200km 52

2 WIdenmg of Two Lane Roads to
Four Lanes (or More) 14,000km 420

3 Strengthenmg of EXIstmg Two Lane
Roads and ProvIdmg Paved Shoulders 15,000km 90

4 Bypasses around Congested CIties 40 nos 20
5 ConstructIOn of Bndges 470 nos 10
6 MIscellaneous and Safety works 50
7 Expressways on New AlIgnments 2,000km 160

802
say Rs 800 bIllIon

Source MOSTINHAI



Annex 4 List of BOT Projects on NHs Already
Contracted out to Private Investors

February 1998

Name of Project NHNo State Length Est cost Status
(kin) (Rs mIllion)
or number

A Bndges

1 Second Narmada BrIdge 8 GUJarat 1 no 1,130 Preconstructton actIvIty
2 SIX brIdges In Andhra Pradesh 5 Andhra Pradesh 6 nos 500 Preconstructton actIvIty
3 Patalganga BrIdge 17 Maharashtra 1 no 330 Preconstructton actIvIty

B RaIlway Overbndges

1 Chalthan 8 GUJarat 1 no 100 Under constructIOn
2 Nardhana 6 Maharashtra 1 no 350 Preconstructton actIvIty

C Bypasses

1 Thane-BhIwandI 3,4 Maharashtra 24km 170 Open to traffic
2 UdaIpur 8 Rajasthan llkm 240 Under constructIOn
3 Durg 6 Madhya Pradesh 18km 680 Preconstructton actIvIty
4 COlmbatore 47 TamIl Nadu 33km 900 Preconstructlon actIvIty

10 brIdges 4,400
+86km Rs 4,400 mIllIon

Rs 44 bIllIon

Source MOSTINHAI

\~



Annex 5" Narmada Brtdge on NH 8 In GUJarat

I
I
I
I
I

LocatIOn

2 CarrIageway

3 EstImated Cost

4 Date of Award

5 ConcessIOn Penod

6 Name of the Entrepreneur

7 Toll Rates

Second Two Lane Bndge near Zadeshwar on NH 8
(13 spans of 96 9m + 2 end spans of 56 095m)

7 5m WIde WIth 1 Sm footpaths on eIther SIde

Rs 1130 mIllIon

November, 1997

15 years (mcludIng constructIOn penod of 3 years)

Larsen & Toubro Ltd, IndIa

In openIng year, cars Rs 11 buses & trucks Rs 33
lIght commercIal vehIcles Rs 28, applIcable on both
bndges RevIsIOn permItted on the basIs of Wholesale
Pnce Index

I
I
I
I
I
I
I
I
I
I

8 Notable Features
1) BIdder deCIded on the baSIS of lowest conceSSIOn

penod
u) No guarantee of traffic However, Government

would not proVIde any competIng bndge facIlIty on
Narmada dunng the concessIOn penod

lll) ArbItratIon as per provlSlons of the ArbItratIOn and
ConcIlIatIOn Act 1996 of India

IV) MInImUm eqUIty of Entrepreneur to be 51 % dunng the
constructIOn penod and 26% thereafter

v) Project would be momtored by a Steenng Group wIth
representatIves of Government of IndIa, Government
of GUJarat and the Entrepreneur

VI) The Steenng Group shall appoInt a Consultant of
repute to check momtor, and approve the deSIgns and
constructIon In terms of the agreement

vu) No government guarantee for repayment of loans or
debentures floated by the Entrepreneur

vm) No advance or support loans by the Government
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I
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Annex 6: Thane-Bhlwandl Bypass on NH 3 and 4 In Maharashtra

4 Date of Award September, 1995

5 Name of Entrepreneur Ideal Road BuIlders Ltd Mumbm

6 Date of Opemng of Faclhty June, 1997

7 Concession Penod 7 years 9 months

8 Notable Features

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

2

3

Length

Estimated Cost

Broad Scope of Work

24km

Rs 170 rrulilOn

ReconstructIOn of eXlstmg road to standard of two lane carriageway
with 2 5m wide paved shoulders and 1m wide earth shoulders on either
side

I) No traffic guarantees
n) Entrepreneur arranged loans from banks by provldmg his own

personal assets as secunty The track record of Entrepreneur who
was collectmg tolls on Kalwa Kasheh bndges on this bypass earher
provided some level of confidence to the banks

Ill) The project completed about SIX months ahead of schedule and thiS
benefits the Entrepreneur as an additIOnal penod for collectIOn of
tolls

IV) Toll rates fixed by the Government The bidder chosen on the
basIs of lowest penod of concession Rates same as obtammg
earlIer on the bndges on the bypass

v) The agreement signed between three partles VIZ, Government of
India Government of Maharashtra and the Entrepreneur

VI) Just before transfer of project, the Entrepreneur has been obhgated
to proVide a perIodiC renewal coat on the road as part of the offer

vn) The Entrepreneur IS financier as well as contractor and 0 & M
operator
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Annex 7 Bangalore-Mysore Infrastructure Corridor In Karnataka

I
I

1 Entrepreneur(s) Kalyam Group of Compames, VHB InternatIOnal Ltd and SAB
InternatIOnal Ltd have sIgned a Memorandum of Understandmg wIth
Govt of Karnataka m February 1995 They have formed the NandI
Infrastructure Corndor Enterpnse (NICE) Ltd to develop the project
on BOT basIs

I
I
I

2 Broad Scope of Work
1) Bangalore-Mysore Expressway

11) Southern SectIon of Bangalore
Outer Penpheral Road

m) Lmk Road connectmg Expressway
wIth SH No 17

IV) Elevated Lmk Road to
downtown Bangalore

Four Lane expressways (hmIted access)

III km

41km

9km

3km
164km

I
I
I
I
I
I
I
I
I
I
I

3

4

Notable Features

Project Status

I) Real Estate Development permItted by Government of Karnataka
en-route It enVIsages five self-sustamable townshIps, each WIth a
populatIOn of 100,000 WIth elementary schools, parks, recreatIOn
facIlItIes

11) UtIhtles (water, electrIcIty and commumcatlOns) wIll be deSIgned
and constructed wIthm the corndor There would be 400 MW
power-generatIng facIhtIes

m) Project awarded through MOU route
IV) Land bemg acqUIred WIll enable future wldemng of expressway to

SIX lanes
v) Project would serve to create centers of excellence for technology

research and Industry

Land beIng acqUIred and engIneenng for the varIOus components In
progress ( The consortIUm has orgamzed IndIa InternatIOnal
Infrastructure EngIneenng Ltd to manage the development of the
project It WIll provIde engIneenng program management,
constructIOn management and engIneenng serVIces)



Annex 8 Security for Loans to Concessions Based on Tolls

1 Ever smce mdependence nearly all ports, power systems and roads, as parts of
the commandmg heIghts of the economy, have been provIded dIrectly by the
Government or Its mstrumentalIties Consequently assets for those sectors were
acquIred by the expendIture of funds that were raised by taxatIOn or by borrowmgs
of the Government or Its mstrumentalItIes

2 Smce the Government changed Its erstwhIle polIcy and allowed for prIvate
partIcIpatIOn m these sectors, It has sought to attract prIvate money to them
However, few prIvate sector schemes have so far been able to arrange VIable
finanCial plans FIrst, prIvate partIes have not been wIllmg to rIsk substantial
amounts of theIr own funds for eqUIty to support theIr partICIpatIOn m
mfrastructure schemes Second, WIthout thIS eqUIty, lenders WIll not fmance the
schemes unless other securIty IS proVIded by the sponsorIng prIvate partIes
Generally, assets m the ports, power and roads sectors are Immovable and
dIfficult to sell and do not proVIde good securIty to lenders Even though
aSSIgnment of revenues could proVIde collateral for lendmg, revenues m these
three sectors are uncertam

3 Accordmgly, most lendmg that has so far been arranged for schemes m these
sectors has mvolved guarantees by Government or governmental agencIes ThIS
result has tended to defeat the main purpose for prIvate partICIpatIOn m the three
sectors Moreover, WIth explIcIt or ImplICIt lImIts on the Government's exposure
to contmgent lIabIlitIes, a pomt WIll soon be reached when governmental
guarantees WIll no longer be avaIlable The Infrastructure Development and
Fmance Company (IDFC) newly founded by the Government, may eventually
become prIvate, but for the foreseeable future ItS guarantees WIll also represent an
ImplICIt charge on the Government's exchequer

4 Fmancial plans need, therefore, to be developed that truly represent prIvate
addItIons to mvestment resources rather than contmued dependence on publIc
finances IndIan mvestors have avaIlable to them opportunIties WhICh have short
time hOrIzons and hIgh returns ImplICIt m hIgh returns IS a pattern of small,
hIghly leveraged eqUIty bases To reduce the need for government guarantees m
the mfrastructure sector, fmanclal plans for such schemes should address these
two dIfficultIes WIth respect to the fIrst Issue, long-term financmg could be
arranged so that near-term matuntIes are for pnvate account and long-term
matuntIes for government account WIth respect to the second Issue, mvestors
WIll only COmmIt more eqUIty If revenues are adequate to ensure hIgh returns on
them If revenues are maintained at low levels, only hIgh leverage can proVIde
adequate return to eqUIty Therefore, If the Government wants to attract prIvate
eqUIty to these sectors, revenues must be mcreased to ensure adequate returns and
the Government must allow revenues to be maintained at that level
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Annex 9 Constraints and Proposed USAID Interventions

~

ConstraInts In the

RoadsIHlghways Sector

1 Removmg InstitutIOnal
Constramts to prIvate
sector participatIOn by
strengthenIng public and
prIvate m particular,
removmg the lack of
mstitutlons at the UnIon &
State level capable of
conceptualIzmg and
managmg prIvate
participatIOn m the road
sector

2 Removmg Procedural
(Legal AdminIstrative
and Project Services)
Constramts by removmg
the constramt of

a) lack of procedures for
studies and blddmg and
standard documents to
solICit and contract prIvate
partiCipatIOn m the road
sector at the natIOnal level
and m Karnataka and lack
of WIdespread knowled2e

TA for USAID

NHAI MIssIOn, Work Program Staff

Consultancy by Indian management consultancy firm With foreign
adVisers to assist m

• Preparation of a strategy of devolutIOn of authOrIty over
NatIOnal Highways (NHs) from the MInIstry of Surface
Transport (MOST) to the NatIOnal HIghways AuthOrIty of India
(NHAI)

• Preparation of a 5 year work program (1998 - 2003) for NHAI
for mamtenance operatIOns Improvement and development of
NHs under NHAI authOrIty

• Implementation of the work program mcludmg executIOn of
SUitable trammg programs

The consultancy should pay particular attentIOn to mcreasmg
opportunIties for the partiCipatIOn by the prIvate sector m NHAI
work to support NHAI's polIcy of operatmg With a small
establIshment and relymg prImarily on consultants contractors and
entrepreneurs Also mteractlOns With the US Federal HIghway
Adffi1nIstratlon (FHWA)

a) DocumentatIOn TenderIng and ExecutIOn of Sample Projects,
(NHAI and Karnataka) Consultancles by a group of Indian CivIl
engmeenng firms workmg With a small team of foreIgn adVisers

(1) to prepare engmeenng documentatIOn mcludmg deSigns and cost
estimates to the degree of accuracy reqUired for the effective and
transparent solICitatIOn and comparIson of proposals from the
pnvate parties to buIld and operate and recover costs on the

Counter
part

Agency

MOST &
NHAI

NHAI&
KNT
PWD

Level of Effort
IndIan PM!

ForeIgn PM!
US$mCostl
Mo Duration

12/12/010/6

121121010/6

20 1 10 10 20 1 60

Expected Outcomes

EstablIshment and
effiCient operatIon of
a program and a
natIOnal agency
OrIented to effective
prIvate partiCipatIOn m
the road sector and to
be a wmdow to the
states

EstablIshment at
NHAI and at
Karnataka PWD and
m India s pnvate
sector of the capacity
to prepare and execute
road projects and road
mamtenance With



Constramts m the TA for USAID Counter- Level of Effort Expected Outcomes
RoadsIHlghways Sector part IndIan PM!

Agency ForeIgn PM!
US$ mCast/
Mo DuratIOn

of these procedures and basIs of tolls for 50/3/015/6 prIvate participatIOn
documents at the lower • two bypasses (each not less than 10 Ian long) 6513/020/6
levels of government • two major bndges (each not less than 300 m long) 20 III 010 16

• two railway overpasses or road fly-overs 100 I 9 I 0 20 I 6

• one sectIOn of wIdemng from 7 Om to 14 Om ( not less than
30 kIn long)

The selected projects should be located one each on NHs and
SHs m Karnataka except for the wIdemng which wIll be a SH m
Karnataka and the NHs should be located preferably m

• States wIth major foreIgn aIded road restructunng
programs and

• States wIth backward levels of development

The documentatIOn to be developed should mclude a complete
financIal analysIs to show revenues lIkely to be generated from
tolls other sources of financmg (mcludmg subsidy) and cash
flows detailIng funds as and when reqUIred for constructIOn
mterest and operatIOns (mcludmg fee collectIOn and
mamtenance) The consultancy should also mclude preparatIOn
of elements for a standard concessIOn agreement drafted m
collaboratIOn between IndIan and foreIgn legal experts and
relevant financIal mstItutlOns

(11) to assIst NHAI and Karnataka PWD m tendermg, contract award
NHAI& 360 I 96 I 0 80 148and executIOn of the projects
KNT-

(m) to assIst m dIssenunatlOn of the above procedures and PWD -1-1040/24documentatIOn to various levels of government m
NHAI (lump sum)• Karnataka

• States wIth major externally aIded road program

• Other states
DlssemmatlOn would be achIeved through conferences semmars
and trammg courses

~- - - - - - - - - - - - - - - - - - -
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Constramts m the TA for USAID Counter- Level of Effort Expected Outcomes
RoadsIHlghways Sector part Indian PM!

Agency Foreign PM!
US$ mCostl
Mo DuratIOn

b) lack of procedures for b) Contract Mamtenance - NHAI and Karnataka NHAI& 12/6/020/6 Estabhshment of
road mamtenance by Consultancy by an Indian CIVl! engmeenng firm WIth a foreign KNT- contract road
contract adviser PWD mamtenance at NHAI

I) to assist m preparatIOn of SUItable documents for routme and and other road

penodlc mamtenance of pnvate partIes contracted by NHAI for agencies m India

NHs not under a toll regime and State of Karnataka for SHs for
tendenng, contract award and executIOn of such mmntenance
and

u) to aSSIst m dlssemmatlOn of contract mamtenance procedures

c) multiple clearances for c) Streamhmng Clearances NHAI& 6/ /010/3 Slmphficatton and
undertakmg road projects Consultancy by an Indian expert to examme the varIOUS statutory and KNT- acceleratIOn of
With pnvate participation other clearances reqUIred for undertakmg road projects and to make PWD clearances for road

recommendatIOns on streamhnmg these procedures projects

d) lack of faclhttes d) Road EqUIpment and Rental Firms NHAI& 12/2/010/6 Estabhshment of firms
provldmg road bUlldmg Consultancy by an Indian CIVtl engmeenng firm workmg With a IDFC to proVide road
machmery on rental baSIS foreign adViser to aSSIst m estabhshment of firms to proVIde road bUlldmg machmery on

butldmg machmery to contractors on rental baSIS rental baSIS

e) overloaded vehicles e) Overloaded Vehicles NHAI& 6/6/010/6 Improvement of
burdenmg the effiCient use Consultancy by an Indian CIVil engmeenng firm workmg With an AITD management of
of roads, particularly Indian management consultancy firm and a foreign adVIser to review problem of
roads WIth pnvate eXlstmg studies and recommendatIOns on vehicle over loadmg and overloaded vehicles
participation mtroductton ofmulttaxle vehicles (espeCially m relatton to contamer

movements), to examme and recommend on vanous methods and
programs to reduce the number and better manage the problems
related to Illegally overloaded vehicles on NHAI roads parttcularly
those contracted to pnvate parties

3 Removmg Fmancmg
Constramts by developmg
finanCIal means for pnvate
partiCIPatIon m the road



Constramts m the
RoadsIHlghways Sector

sector and by fostenng
commercIahzatton of
roads m partIcular

a) lack of an assured
source of governmental
financmg for road projects
wIth pnvate participatton

b) lack oflegal
documentatIOn to proVIde
credIt worthy conceSSIOns

c) lack of pnvate capital
for roads because of lack
of knowledge by pubhc
and pnvate enttttes
directly concerned wIth
bmldmg and mamtammg
roads on basIs of pnvate
partICipatIOn m road
sector

TA for USAID

a) Road Punds and Shadow Tolls

Consultancy by an IndIan and a foreIgn expert to IdentIfy and
develop governmental means and current strategIes for support of
pnvate partIcIpatIOn m road mfrastructure such as dedicated road
funds and dedIcated road revenues and to specIfy means and methods
for commercIahzmg roads The consultancy would also mclude
exarmnatton of such Issues as management of the road funds on
commerCial pnncipies establishment and operatIOn of road boards,
and settmg up of permanent count statIOns as a basIs for traffic
mformatIOn systems and shadow tolls and electromc pncmg The
consultancy would exarmne these Issues for IndIa at the Umon level
and for Karnataka at the State level

b) Lendmg for ConceSSIOns

Intermittent consultancy by IndIan and foreIgn experts m law and
finance to advIse on legal and credit worthmess Issues related to
award of conceSSIOns to pnvate entrepreneurs for road mfrastructure
and on pohcy Issues related to pnvate partiCipatIOn m road sector

c) Dlssemmatton of Pnvate PartICipation Practices

Consultancy by Indian trammg firm to develop semmars (three per
year for three years) for mdlvlduals III the pubhc and pnvate sectors
to famiharize them with procedures and reqUirements for pnvate
partiCipatIOn m mfrastructure together With fellowshIpS of pubhc
sector participants

Counter
part

Agency

MOST &
MOP
KNT
PWD&
DOP

IDPC&
NHAI

IDPC&
FICCI

Level of Effort
Ind18n PM!

Foreign PM!
US$ mCostl
Mo Duration

12/12/030/6

12/9/045/36

/-/020/36

Expected Outcomes

Increased knowledge
and acceptance by
pnvate sector,
parttcularly road
sector for fundmg of
roads on commerCIal
basIs and for pnvate
partiCipatIOn m road
sector

Development of
procedures for
secunty to finanCial
mstttutlOns that lend
to pnvate
entrepreneurs for
concessIOns

Increased knowledge
and acceptanpe m
public and pnvate
entities of pnvate
partiCipatIOn m road
sector

-=-
~
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ConstraInts In the TA for USAID Counter- Level of Effort Expected Outcomes
RoadsIHlghways Sector part IndIan PM!

Agency ForeIgn PM!
US$ mCostl
Mo DuratIOn

d) madequate fundmg for d) Improved Awareness about Good Roads FICCI & Development of
roads because Consultancy by an Indian firm supported by foreIgn experts AIMTC mcreased
msufficlent knowledge conscIOusness for
and conscIOusness pnvate partiCIpatiOn m
concermng road the road sector
financmg Issues due to
lack of 12/6/ 020/6

1) statIstical base and I) to develop, m the context of mcreasmg pnvate particIpatIOn m the

polIcy framework on road sector a statistical base and polIcy framework related to the

expendIture and patterns of expenditure and financmg sources and of transport and

financmg for Indian road serVIce capaCIty for IndIan road sector m general and for Karnataka

sector m the context of road system m particular

mcreasmg pnvate
partiCipatIOn m road
sector and

II) conscIOusness by road II) to develop mcreased conscIOusness of the role of pnvate
- / - / 0 40 / 36

users partIcularly partiCipatIOn m the road sector through
commerCial users, of • semmars for members of chambers of commerce road
role of pnvate

transport aSSOCiatIOns and the other pnvate sector
partiCIpation m the road
sector

orgamzations

• mteractlOns With FHWA and NGO s m the US such as the
Amencan Truckmg ASSOCIatIOns and Amencan HIghway
Users AllIance mcludmg profeSSIonal exchanges and
famIlIarIzation and techmcal VISIts



Annex 10: Choice of State for USAID Intervention

1 The team VIsIted the States of Andhra Pradesh, Karnataka, Maharashtra and TamIl
Nadu All these are faIrly well off states The team dId not VISIt any backward
states

2 One of the major mterventIOns the team consIdered was the creatIOn of a dedIcated
road fund at the State level m order to overcome the dIfficulty that road projects are
not financIally vIable on the basIs of tolls alone Tolls currently are the mam
mstrument bemg pursued by both the Central Government and the State Governments
to encourage pnvate sector partIcIpatIon m roads and road funds would provIde
another means of fmance where tolls are not VIable Moreover, such funds would
allow financmg systems such as shadow tolls The team's dISCUSSIons covered thIS
Issue m each of the four states and, m addItIon, the team also dIscussed ImtIatives m
each of the states for pnvate partICIpatIon m roads

3 The capItal of Maharashtra, Mumbm, IS also the financIal capItal of the country and
the State Government has a generally enlIghtened bureaucracy However, the State
Government dId not appear to be enthusIastIc on the concepts of dedIcated road funds
and shadow tollmg TamIl Nadu has not shown actIve mterest m a State Road Fund
On the other hand, both Andhra Pradesh and Karnataka are receptIve to the Idea of an
mdependent road fund at the State level and are lookmg for assIstance and gUIdance as
to how to mcorporate such a fund and the modalItIes of ItS management and operatIOn
The World Bank and ADB are also plannmg to explore thIS concept The World
Bank IS also pushmg thIS Idea m Andhra Pradesh partIcularly In the context of
provIdmg an assured mechanIsm for mamtenance of eXIstmg assets Pursuant to an
undertakmg to the WorId Bank, the State Government of Andhra Pradesh IS reported
to have notIfied creatIOn of a State Road Fund, however, It IS not yet operatIOnal In
addItIon, both Andhra Pradesh and Karnataka have taken a number of polIcy
ImtIatIves m encouragmg pnvate partICIpatIOn of roads

4 In VIew of the World Bank presence m roads m Andhra Pradesh, It mIght be a better
strategy for USAID to pIck up on Karnataka The latter has recently establIshed an
Infrastructure Department so as to take a holIstIc VIew of the varIOUS sectors of
Infrastructure IncludIng roads In the State The State Chambers of Commerce and
Industry IS also actIve In as much as they have set up an Infrastructure COmmIttee to
VOIce the concerns of the busmess commumty and they have even COmmItted
themselves to set up an Infrastructure CorporatIOn, mitIally thIS corporatIOn WIll take
up projects m the urban area of Bangalore The State Government workmg WIth a
developer from the Umted States IS also proceedmg With an InnovatIve project called
the Bangalore-Mysore Infrastructure Comdor The corrIdor mvolves constructIOn of
a pnvate expressway of about 100 km and mcludes power, water and
telecommumcatIons facIlItIes usmg the road nght of way Several new towns WIll be
developed along the corrIdor ThIS project could proVIde a good demonstratIon



prOject for the USAID The State also appears to be possessmg pnvate capItal that
can be tapped to finance mfrastructure for the SOCIO-economIC growth of the State

5 So, on balance of consIderatIOns, Karnataka would be a preferred State for USAID
actIvItles m the road sector followed by Andhra Pradesh ThIS would be m addItIon
to the NHAI at the Central Government level WhICh that Government have mandated
to be the ImplementIng agency for encouragIng pnvate sector partICIpatIOn on the
entlre NH network (35000 km) Whereas NHAI now have formal JunsdIctIOn over
about 1000km mcludmg the segments bemg developed WIth loan aSSIstance from the
World Bank, ADB, OECF NHAI WIll gradually have a presence all over IndIa and
could then act as a WIndow to the states, partIcularly the backward ones WhICh also
would need to benefit InCIdentally out of USAID Also the bureaucracy at the Central
Government are better pOSItIOned to get exposed to InternatIOnal practIces and culture
m varIOUS sectors of the economy mcludmg roads Therefore, percolatIOn IS eaSIer
from the Centre to the States

6 Accordmgly, the team recommends that USAID work WIth the NHAI at the Central
Government level and WIth the State PWD of Karnataka m aSSOCIatIOn WIth the
Karnataka Department of Infrastructure at the State level For polIcy aspects, MOST
and IDFC would also need to be assocIated whIle workmg WIth NHAI
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11 General

1 3 TraffiC Projections

1 2 Port Capacity

1.0 State of Infrastructure and Improvement Needs

Page 1Ports Sector I India Infrastructure Needs Assessment

FacIlItIes and eqUIpment have been generally madequate or obsolete, whIch lImIts the Impact of
prodUctIVIty mcreases Based on Plan obJectIves, the 1997 Indza Infrastructure Report projects a
12% average annual mcrease 10 port traffic over the next 10 years, contamer traffic was
estImated to grow by 20% annually, bulk traffic by some 12%, while the development of break
bulk traffic was expected to be slower The latest projectIOns are for a total traffic of some 650
mIllIon tons m 2005, or 345 tImes the 1997 traffIc However, as seen from above, traffic

Total capacIty of IndIan ports, based on actual productIVIty, was estImated at 169 mIllIon tons 10
1992 (traffic 167 mIllIon tons), 175 mIlhon tons m 1995 (traffic 215 mIllIOn tons), and some 210
mIlhon tons m 1997 (traffic 257 mIllIon tons) The ports, therefore, have been permanently
workmg beyond capaclty-the trafflc-to-capaclty ratIO be10g approxImately 1 2 ProdUCtIVIty IS
stIll low compared to other ports of the regIOn, but has been Improv1Og over the years It has
nearly doubled from 1984 to 1997 average pre-berth1Og tIme has been reduced from 3 6 to 1 3
days, so has turnaround tIme from 11 9 to 6 8 days, and the ratIO of Idle hme to total tIme at
berth has remamed at a hIgh 39% on average, reflectmg the reSIstance of dock labor to changes
m work schedules Break-bulk prodUctIVIty IS average at some 850t/shIp/day Contamer
produChVIty IS mcreas10g at termInals operated by trust ports The trend overall IS pOSItIve a
labor agreement was sIgned 10 1994, whIch resulted m some ratIOnalIzatIOn of manmng scales, a
modest reVISIOn of cargo handl10g standards, and mcreases 10 productIvIty There has been no
major stnke smce 1991, worker/days lost by port umons and workers was reduced by 40% m
1996/97 over 1995/96 But the pnce IS hIgh-salarIes are much hIgher than mother 1Odustnes,
labor attrItIon IS slow, abuses are stIll numerous, be10g a regIstered worker IS a pnvdege and a
rent, workers are known to lease theIr Jobs on the labor market to some of the many unemployed
ofthe bIg Clues WIth 33,000 dock labor workers at Mumbat, 13,000 at Calcutta and 11,000 at
Chennat, port trusts suffer maSSIve, costly, and mefficIent over-staffing

IndIa has about 6,000 km of coastlIne servIced by 11 major ports and 142 mtermedlate and
smaller ports TheIr throughput was 257 mIllIon tons m 1996/1997, 90% of whIch was handled
by the major ports Traffic composItIOn IS lIqUId bulk (42%), dry bulk (34%), break-bulk general
cargo (15%), and contamerIzed cargo (9%) Contamer cargo accounts for some 38% of general
cargo agamst 60% or more mother countnes, thIS IS mamly due to the small SIze of
consIgnments, to the shortage of contamer faCIlItIes, and to the slow adaptatIOn of the domestIc
transport system to contamenzatIon It IS catchmg up rapIdly and mcreased 28% annually on
average from 1992-1993 to 1996-1997, much more than total port traffIC at major ports, whIch
10creased by 3% annually dunng the early 1990s, by 8% on average from 1992 to 1996, and by
55% from 1995/1996 to 1996/1997
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Increases were much lower In the past The prOJectIOns, therefore, seem optImIstIc and are
consIdered as such In pnvate by some offICIalS SIgmficantly, traffIC Increased only by 55% In
1996-1997 over 1995-1996, WIth declInes of 1% to 4% In four major ports, IncludIng Mumbia
and Calcutta From these proJectIons, the 1997 Infrastructure Report denves a need for 138
ml1IIon tons addItIOnal capaCIty by 2001, and an addItIOnal 215 mIllIon tons by 2006 These
figures assume a 3% annual Increase In productIVIty from 1996 onwards A careful monthly
follow-up of prodUCtIVIty and operatIOnal procedures at the dIfferent ports and termInals and for
dIfferent commodIties and cargo handlIng methods would be necessary to assess the exact needs
In new facIlItIes, the 0pInlOn has been expressed by operators In Mumbal that no addItIons to
capaCIty would be necessary If prodUCtIVIty were what It should be ThIS may be exaggerated,
but IS sIgmficant of the magmtude of Improvements needed In operatlOns as well as In traffIc
proJectlOns and other econOllliC studIes

1 4 Cost of ExpanSion

The Infrastructure Report estImated the cost of expanSIOn to 2006 at Rs 250 bIllIon (US$ 6 6
bIllIon) PrOjectIOns IndIcate that the port trusts may generate Internally some Rs 250 bIllIon,
leaVIng a gap of Rs 120 mIllIon to come from borrOWIng on the domestIC and mternatIOnal
capItal markets, unlIkely eqUIty contnbutIOns from central government (as statutory corporatIOns,
port trusts have no share capItal), or, lastly, by way of pnvate sector partICIpatIOn Apart from
any conSIderatIOn of operatIOnal effiCIency, the mtervention of the pnvate sector IS therefore a
condItIOn of obtaInmg the necessary resource~ StIll, the port trusts, WhICh pay no taxes, have
been able to self-finance theIr mvestments so far, some of them, such as MumbaI, have
substantIal reserves, WhICh they mvest In government bonds or m loans to other ports

1 5 Port Plannmg

LIterature on IndIan ports IS abundant, startIng WIth the IndIa Port ModernIzatIOn Study of 1992,
contmuIng WIth the 1994 PolIcy Reforms m the IndIan Port Sector (TecEcom), the 1995 World
Bank IndIa Port Sector Strategy Report, Chapter 12 of the 1997 India Infrastructure Report, and
the ProceedIngs of the second Port PnvatIZatIOn Semmar of 1995 (see SectIOn 2 4) and of the
1995 NatIOnal SemInar on port VISIon 2002 by the ConfederatIOn of IndIan Industry The Ports
Pohcy Reforms BIll recommended by consultants TecEcom m 1994 was not Issued, nor were the
recommendatIons of the ConfederatIOn of IndIan Industry for a NatIOnal Port PolIcy
Implemented A PolIcy Paper IS therefore ffilssmg In central government In early 1998, the
Ports 2020 Study by RITES was m progress It has as an objective to Identify mfrastructure
development needs for the next two decades RITES IS also draftmg a port legIslatIOn for
corporatIZatIOn "exactly on the BntIsh model" Tills team was explamed by foreIgn members of
the RITES team that It would be "exactlyon the Brltlsh model" Tills, however, may not fit IndIa's
needs The Bntlsh model develop In speCIfic CIrcumstances It followed the repeal of the major
Dock Labor Scheme and related legIslatIOn, a repeal willch IS not conSIdered m India now, even If
the dock labor system calls for reform
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1 6 State Ports

As noted above, state ports stIll playa small role, the state of GUjarat alone handles 77% of
traffic of these ports (16 rmlllon tons) All coastal states are apparently anxIOUS to develop theIr
port sector Tills may, m the long term, alter sIgmficantly the pattern of traffic between ports The
start of operatIOns at the major new port ofPIpavav, developed as ajomt venture between the State
of GUjarat and pnvate mterests, and strategIcally located between Kandla (an 011 port) and Mumbat
(a general cargo port) IS sIgmficant m that respect Coastal states have Issued Pollcy Statements
but no coordmatIon eXIsts at the natIOnal level smce the NatIonal Port Pollcy wIthm WhICh
marItIme states would have been free to formulate theIr own pollcles and programs has not been
defined The states of GUjarat, Maharashtra, and TamIl Nadu have estabhshed State Port
AuthontIes m the form of Mantlme Boards WIth powers SImIlar to those of the Boards of
Trustees of the trust ports VlSltS to the two states of Karnataka and Andhar Pradesh revealed
that thelf present publlc port adrmmstratIOn IS embryomc, based on documentatIOn, It IS more
developed m GUjarat The SItuatIOn m other states has not been assessed The projected port
developments m states may result m some overcapacIty, but they WIll encourage competItIon and
may therefore be a challenge to establlshed ports, WhICh may be tempted to hve on acqUIred
mches and take theIr traffic for granted
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21 General

2 2 The Port Trusts as Statutory Authorities and as MonopolistiC Service Ports

2.0 Review of Private Sector Participation

The major port authontIes are estabhshed by the 1963 Major Port Trusts Act as trust ports-that
IS, as corporatIOns created on the same lmes as local authontIes by statutes rather than by
artIcles of agreement, surplus-makmg but not dlstnbutmg theIr profItS, operatmg m the pubhc
mterest and therefore not paymg taxes, generally autonomous but not mdependent, and run by
government-appomted boards not by representatIves of a dIverSIfied shareholdmg Lastly, they
were claSSIfied as EssentIal ServIces under the EssentIal ServIces Act, makmg them regulated
publIc utIlItIes These major ports exerCIse conservatory functIOns such as dredgmg They have
regulatory powers such as polIcmg of shIp movements or lIcensmg operators In addItIOn, they
operate all or most of the port serVIces (cargo handlmg, storage, pIlotage, etc ) on force account
and as such are SaId to be servIce ports These servIce ports operate as monopolIes They
generally denve from commerCIal actIVItIes (such as cargo handhng or demurrage on cargo
stored for long penods on theIr prelTIlses) the resources necessary to cross-subsIdIze heavy
mfrastructure, made up of costly and lumpy mvestments The system, m ItS ongmal form, IS
therefore self-contamed and leaves httle room for pnvate sector (or any other thIrd party)
mterventIon, despIte clauses to that effect m the port legIslatIOn As regard the nature of ports and

Page 5

A first SelTIlnar on Port PnvatIzatIOn was organIzed m New DelhI by the IndIan InstItute of Port
Management m 1994 under the aegIs of the World Bank, a second one took place m 1995 under
the umbrella of the AssocIated Chambers of Commerce and Industry of IndIa The proposal of
pnvate sector mterventton m ports was mltIally receIved wIth SUspIcIon by some of the eldest
managers and wIth mterest by the youngest ones The reactIons at the ASSOCIated Chambers of
Commerce and Industry SelTIlnar were especIally sIgmficant, smce the reflected the VIews of the
pnvate sector There were complamts as regard the commUnICatIOn gap between pnvate and pubhc
sector, boards and trustees of the mam ports, also about the slow decIsIOn makmg process, requests
that competItIon between ports should be developed (m the past, the pohcy was rather of assIgnment
of cargo to speCIfic ports), claIms that Customs were a bamer to the movement of traffic, statements
about the poor prodUCtIvIty oflabor, lastly, dock labor representatIves made strong representatIOns
that they were fully deCIded to protect theu acquued nghts, benefits, and pnvtleges, the latter,
statutory, contractual, customary or abUSIve, are well known to be substantIal and a strong deterrent
to change In pnnclple, there IS at present no ObjectIOn to pnvate sector mterventlOn, whIch IS
offiCIally part of the globalIzatIon and hberallzatton pohcy of Government and has been
formulated mto GUIdehnes (see SectlOn 2 7) However, pnvate sector partlclpatlOn IS new to
IndIan port culture and systems It mtroduces a chaIn reactIon, whIch upsets the tradItIonal set
up of port adlTIlnIstratIon, It neceSSItates the elaboratIOn of new statutory and contractual
mstruments The present penod IS therefore one of questIOnmg and of adjustment, It IS mdeed
remarkable that, despIte these dIffIcultIes, so much has been achIeved m the area of port
pnvatIzatIOn over such a short penod of tIme By 1996, two years after the start, pnvate sector
projects m ports were m progress for some US$ 700 lTIllhon eqUIvalent
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2 3 Port Legislation and the Pnvate Sector

port authonues, the Indian doctnne differs from the BntIsh which, over the last four decades, has
mcreasmgly considered ports as StrIctly commercial enterpnse, a trend that has qUIte naturally lead
to therr complete pnvatlzatIon IndIa, on the contrary, remaIned faIthful to the basIc concept of
ports bemg run as a trust m the pubhc Interest, hence their name of trust ports, a concept prevaIlmg
m the Urnted States, m Australia, m Canada, m France, In Spain, that IS m countrIes of drOlt
admznlstratifas well as m countnes of common law This does not exclude pnvauzatIon, far from
It, but means that pnvaUzatIon IS to be buIlt on different premIses, WIth dIfferent consequences, and
through different techrnques This IS a suffiCIent reason to express some concern on the straight
reproductlon of foreIgn schemes to the IndIan context, a practlce that seems far too prevalent for not
raIsmg doubts as to Its WIsdom To succeed, any pnvatIzatIOn scheme must be adapted to, and
adapt Itself, to the baSIC concepts of local publIc adtnlnIstratlon, and pubhc law and practIce, even If
these are changmg, changes Will not take place overmght

As mentIoned above, the port culture dId not encourage pnvate sector mvolvement and the dock
labor regIme discouraged It The pnvate sector did not seem anxIOUS to mvest m mfrastructure
and share the dIfficult management of dock labor With the port trusts and/or the dock labor
boards, they preferred to concentrate on the delIvery of servIces WIth a hIgh and qUIck return,
such as freight forwardmg and transport mtermedlatIOn At the same time, they complaIned that
faCIlItIes were madequate or obsolete and the management of operations mefficlent Port trust
managers dId not seem to apprehend the fact that, by not encouragmg pnvate mvestments, they
bore all the nsks of financmg facIlItIes unevenly used by port operators at random mtervals The
more the factlltIes became obsolete, the less effiCiently they were used and the less revenue they
generated, whIch m turn discouraged new mvestments Before 1994 therefore, no mitIatIve was
taken to Implement and develop the sections of the Major Port Trusts Act that permItted pnvate
sector mvolvement, no standard contract and lIcensmg condItIons were Issued, and no procedure
was developed to orgarnze pnvate sector mterventlOn

At least four sectIOns of the Major Port Trusts Act (1963) permit pnvate parties' mterventIOn, m
the form of (1) leases of ports' Immovable and movable property, (n) constructIOn ofberthmg
faCIlItIes, (m) performance of servIces to be rendered by the ports under terms and condItIons
fixed by the port trust, and (IV) lease or sale of the nghts of the Board of the trust port to levy
rates No proVISion of the Act permIts butld-operate-transfer or other srrnIlar schemes, they are not
prohibIted eIther, the Act slffiply Ignores them This IS not surpnsmg These schemes have been
known for centunes m countnes of draa admInistratifor Roman law, m these countnes, theIr legal
status, condItIons of ImplementatIon, motives of changes and cancellatIon, etc were set by hundred
of court deCISIons, some of them bemg major landmark deCISIOns that are part of a corpus of law
well known from managers, CIVtl servants and regulators On the contrary, they were only recently
mtroduced m common law countnes such as IndIa They appear as recent novelues on which lIttle
IS known Readmgs m IndIan AdmIrnstratIve Law are IllumInatmg m that respect, case law hardly
eXIsts A long traIrnng and cultural changes WIll be necessary If these schemes are to be
Implemented successfully and WIthout recourse to exceSSIve lItigation
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At the begInmng of 1997, there are stIll many sIgns of SuspIcIOn and hoStIlIty towards port
pnVatIZatIOn OpmIOns expressed In wntmg by OffiCIalS mSIst that government control must be
retained over the port sector, that pnvanzatIOn may not mean mcrease In effiCIency, but result In
more expimtanon of labor or operatIOn of substandard eqUIpment, when In fact, It IS known that port
labor IS rather explOItIng ItS poSInon In a lucranve mche and It IS rather the eqUIpment of the port
trusts which IS sub-standard

1 SignIficantly, In countnes that make a clear dlstmctlOn between admmlstratlve law and common or CIVil
law, the law of BOT leases and other procedures IS admlOlstratlve law, concessIOns are adminIstrative
contracts In common law countnes, such as the UnIted States, the case law on concessIOns BOT and
leases of publtc propertIes etc IS strongly mfluenced by public law concepts such as the public mterest and
publIc necessIty over time the gap between the two types of legal systems has largely disappeared IndIa
also has an admInIstratIve law evolvmg 10 the same dtrectlOn

It IS also not a mInor detail that the use and abuse of the word "pnvatzzatwn" by Government and
others cause a semanhc confUSIOn which m tum results m confUSIOn of concepts The word ends up
as a scarecrow It would have helped If port managers and staff had been explained that leases,
conceSSIOns, bUlld-operate-transfer (BOT) and other SImIlar schemes are not pnvahzation They are
legal procedures for an Improved performance of servIces of publIc neceSSIty In the publIc mterest,
USIng the technIques of commerCial management rather than of government admIillstratIon,
transfemng finanCIal burdens and nsks to pnvate partIes, pefffilttmg the pnvate sector to generate
reasonable profits, and beIng based on a cooperanon between a pnvate sector which operates and a
publIc sector which regulates 1 In the US, they are deSIgnated as publIc utIlItIes, that IS mdustries
that are useful for and used by the publIc at large to satIsfy essentIal and common needs The
French use the word pal1enanat (partnership), the QuebecOIS use the word desalSlssement
(reIInqUlshIng) All three countnes reserve pnvatlzatwn for the full transfer of property, WhICh It IS,
and whIch It IS only ThIs IS how the case should be pleaded m india, even If one admIts that the use
of pnvatlzatwn produced a culture shock that may have been necessary One mIght argue that,
preCIsely, complete port pnvatIzatIon In the form of a sale of ports would have been better than
partIal pnvanzatIon m the form of leases and BOT schemes The 1991 UK Ports Act proVIdes a
model for It Here, statutory port corporatIons were dissolved and transformed mto Company Law
companIes, the shares of the newly establIshed port companIes were sold on the market But the
1991 Ports Act IS nonceably the only legIslatIOn of this kmd m the common law world, mcludmg
the Umted States This seems to mmcate that the sense of a common ownership of ports by the
people of each country, as represented by government, IS, for the better and for the worse, strongly
embedded In the CIvIl SOCIety The same IS true of india, this cannot be Ignored, language should
not Ignore It eIther, semantIcs need to be careful A port pnvanzatIOn scheme on the Bnhsh model
IS not gOIng to develop m indIa NeIther publIc opmIOn nor the government would accept the nsk
that, through sales of shares, foreIgn mterests may take control of ports Encouragmg It would have
an adverse psychologICal Impact and would JeopardIze the results already obtained One should
InSISt, on the contrary, on the fact that strong partnershIp between the publIc and the pnvate sector m
Bmld-Operate-Transfer (concessIons) and other contracts IS the best way to reach the ulnmate
obJecnves of good publIc servIce, that IS the best use pOSSIble of econOmIC resources m the global
publIc mterest, In a good cooperatIve atmosphere between publIc authonnes and pnvate mterests
To summanze, the presentatiOn of the pnvanzanon case IS not, at present, exactly what It should be,
its markenng IS sull madequate, more finesse, talent and eloquence IS reqUIred One has to penetrate
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the nunds of the IndIans, and especIally of the cIvIl servants, to delIver the message m such a way
that they WIll receIve It A consIderable effort of explanatIOn, commUnICatIOn and coordmatIOn
between speakers (startIng wIth bIlateral and multIlateral aId agencIe~) IS necessary

2 4 Present Changes In Policy and Practice

A double movement has been taktng place--one m the area of legal status of port authontIes, the
other m the scope of theIr actIVItIes and functIOns

FIrst, Government, followmg suggestIOns made m the 1994 and 1995 semmars, IS
consldenng the corporatIzatIon of port trusts by transformmg them mto share
corporatIOns under the Compames Law In that case, theIr eqUity, fIrst entIrely
government-controlled, would eventually open to pnvate mvestors CorporatIzatIOn WIll
be expenenced 10 the port of Ennore near ChennaI Ongmal shareholders WIll be the
Trust Port of ChennaI and the state of TamIl Nadu Too often, mother countnes,
corporatIzatIon has meant SImply the updatmg, modernIzatIOn and streamlInIng of port
statutes to make them more snrular to the statutes of commerCIal corporatIons rather than of
statutory corporatIon Tlns IS not enough It may have adverse Impacts, when burdensome
but necessary government control IS ehmmated for the only benefit of port managers, they
then enJoy the freedom of operatIons of the pnvate sector WIthout havmg to report to
shareholders CorporatIzatIon must translate m the openmg of the corporate eqUity to
dIfferent shareholders Then the affectw SOcletatls, wlnch IS the essence of the corporatIon,
IS reconstItuted, adequate control IS then exercIsed by mvestors whose money IS at nsk m the
corporatIOn Any other corporatIzatIOn, wlnch would make the port a corporatIOn sole,
would be wmdow dressmg The port, as a corporatIOn sole, has only the appearance of a
corporatIon ThIS may be enough for SUing and beIng sued and other technIcal aspects of
management, but this IS not suffiCIent for makmg It a corporate body CorporatIzatIon WIll
be expenenced 10 the port of Ennore near Chennm, ongmal shareholders wIll be the Trust
Port of Chennm and the State of TamIl Nadu There are two Issues

(a) CorporatizatIon would result m taxatIon of the new corporatIzed port companIes
It IS SaId that at the present tax rates, trust ports would go bankrupt If they had to pay
taxes ThIs IS a clear mdicatIOn that theIr present profits, whIch have been reported 10
dIfferent documents as largely due to madequate depreCIatIOn and msuffIcient
mvestments, are artIfiCIal There IS no reason 10deed why ports, especIally servIce
ports, WhIch are producers of servIces and offer them on the market, would be unable
to finance theIr share of publIc expenses through taxatIOn

(b) The regulatory functIOns of the port trusts may have to be exercIsed by other
government agenCIes, smce a CompanIes Law company has no JunsdictIOn In that
respect In S1Ogapore, the recent corporatIzatIOn of the port was followed by the
establIshment of a Smgapore Port Authonty exerclSlng the regulatory functIOns In
Port Klang In MalaySIa, where the transfer of commerCIal operatIons, IncludIng
pIlotage, to pnvate partIes, has been maSSIve, the port authonty remaIned as a publIc
body to exerCIse the regulatory functIOns
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2 5 Impact of Present Developments

(1) ConflIcts of mterests, especIally regardmg tanffs, are lIkely to develop as long as
the port trusts have not dIsposed of all theIr commercIal enterpnses, If they ever
do

AdrmssIOn of pnvate operators wIll be progressIve In each port, therefore, these operators are
and WIll be competmg WIth the port trust stIll operatmg ItS own facIlItIes ThIS wIll have three
consequences

(n) As pnvate mterventIOn WIll expand, It wIll depnve port trusts of major sources of
revenue from cargo handlmg and storage, port trusts wIll need to reorgamze theIr
finances so that revenue from leases, conceSSIOns and hcenses, and revenue from
real estate mvestments, at present dlsappomtmgly low, compensate losses made
on the transfer of cargo handlmg and other commerCIal actIvltles

Page 9

(m) Also as pnvate mterventlon develops and the dIrect mvolvement of the port trusts
m operatIOns dlrmmshes, new management talents WIll be necessary m the trusts
for momtonng pnvate sector actlvltles, contractlng, analyzmg offers and
proJectmg theIr financIal Impact, and managmg real estate-all pomts made clear
by thIS consultant as early as 1994 m the 1994 Port PnvatlzatIOn Semmar (see
SectIOn 2 4 above) The more pnvatlzatlon, the better publIc adrmmstratIOn needs
to be m a sector as hIghly competltlve as the shlppmg and port sector, where
operators are astute m theIr proceedmgs, flexIble m theIr ethICS, and anxIOUS of
grabbmg any busmess opportumty

(n) Second, by allowmg pnvate mterests to buIld and/or operate theIr own facIlltles m ports,
port authontles would become landlords leasmg theIr facIlltles and permlttmg the
development of pnvate termmals, rather than serVIce ports operatmg on force account
The port trust would become a facIlItator, a promoter, a catalytlc agent, and a polIcy
planner Competltlon would be mtroduced m some ports, smce dIfferent termmals wIth
dIfferent operators would handle the same categones of cargo That trust ports would
become landlord ports was Identlfled as early as 1994, at the very begmnmg of the
pnvatlzatlon process

Ports Sector / India Infrastructure Needs Assessment

As a consequence of the above, the 1963 Major Port Trusts Act and the 1908 Ports Act are to be
revIsed and a COmmIttee has been appomted for that purpose As mentIOned, thIS has not been
preceded, however, by any formal declaratIOn of a new port pohcy However satlsfactory It IS,
from management and financIal structure pomts of VIew, to see statutory corporatlons
transformed mto commerCIal compames, It IS strange that the movement takes place when these
corporatIOns are reducmg the scope of theIr servIces and commerCIal actlvltles to concentrate on
quasI-publIc dutIes
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•

(ll) the Government may supersede the Authonty If the Authonty faIls to comply

2 6 The Tanff Authonty for Major Ports

The Tanff Authonty IS not an mdependent body Accordmg to SeCtIons 24 and 25 of the
Ordmance

(1) FIrst, It was part of the conditIOns of an ASIan Development Bank (ADB) loan
(mformatIOn proVIded by the ADB)
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(1) the Authonty WIll, m dIschargmg Its functIons, be bound by such dIrectIons on
questIons of polIcy as the Central Government may gIve from tIme to tIme, and

A 1997 legIslation establIshed a TarIff Authonty for Major Ports to WhICh all tarIff fIxatIOn
powers have been vested, under control of the Government, WhICh may supersede the Authonty
and gIve It dIrectIOns for the performance of ItS dutIes The establIshment of the Authonty IS
saId to be due to two causes

The pnvate sector IS likely to play the Authonty agamst the trust ports, and maybe VIce versa, to
the best of Its mterests The ADB expected the TarIff Authonty to be an mdependent regulatory
agency, more or less on the UnIted States model of mdependent regulatory commISSIons It dId
not expect that the Authonty would m fact be another agency under dIrect government control
GIven the IndIan adlll1mstratIve tradItion and style, however, thIS should have been expected
Further, the mcompleteness of the JudICIal control of adlll1nIstratIve declSlons Ill1ght have
recommended a more cautIOUS InStitutIOnal approach The establIshment of the Authonty
reduces the degree of autonomy of port trusts ThIS IS more surpnsmg smce, at the same tIme,
port trusts have obtamed mcreases m the monetary ceIlmgs of contracts for mvestment or
modernIzatIon that they are authonzed to execute WIthout pnor government approval

(ll) Second, It resulted from pressure from the port pnvate sector, WhICh has dIsparate
relatIOns WIth port trust managers and IS SUSpiCIOUS of tarIff fIXmg by the trust
ports when pnvate termInals are m competition WIth trust termInals

Accordmg to the 1963 Major Port Trusts Act, port tarIffs were estabhshed by the boards of the
trust ports and sanctIOned by the Government Courts have Judged that they have no JunsdictIon
to decIde on the reasonableness of rates SectIOns 42 and 48 of the Act stipulate that the tanff
charged by the pnvate entrepreneur cannot be more than what IS charged by the port trusts for
sImIlar servIces It IS therefore not only the port trust as an agency that IS conSIdered an Essential
ServIce, but m fact any port servIce performed m the port by any operator The cntena are no
longer InstitutIOnal, but actIVIty-related, or matenal Altogether, the 1963 regIme IS rather stnct
The 1994 and 1995 port pnvatIzatIOn semmars concluded that thIS regIme ought to be made
more fleXIble SpeCIfIcally the ConfederatIOn of IndIan Industnes requested that the pnvate
operator should be free to fix ItS tarIffs, on a cost-plus baSIS, under some control



2 When the Umted Kmgdom Government established In 1964 the NatIOnal Ports CounCil (dissolved In

1980) to exercise vanous regulatory and planmng functIOns In the U K port system It proVided for Its
compulsory finanCing by contnbutlOns from the port authontles themselves which the port authontles
strongly resented

The wordmg of these two SectIOns IS remarkably sImIlar to that of SectIOns 110 and 111 of the
Major Port Trusts Act, 1963 regardmg Government supervIsIon of port trusts From whIch It may
be concluded that the Tanff Authonty IS certamly not a new type of polItIcal entIty, It denves ItS
resources from the budget, It has no specIfic revenue such as earmarked taxes whIch would secure
Its mdependence It mtends to free Itself from Government dependence by chargmg fees for ItS
servIces, to be pmd by ports and port users 2 It IS nothmg but another agency of the executive
branch of Central Government, and has no dIfferent legal status than any other agency of the
executIve branch It IS m any case uncertmn that a more mnovatIve legIslatIon, establIshIng a truly
mdependent agency, would have passed the constItutIOnal test ThIs should be kept m mmd If other
regulatory agenCIes of SImIlar nature are to be establIshed

As early as December 1997, the tentative VIew of the TarIff Authonty was ItS statutes should not be
mterpreted stnctly and It hadjunsdIctIon to go mto "matters ofoperatwnal efficzency", a vague term
m any case DespIte an Attorney-General's OpInIOn, the Authonty stated that It had Junsdiction on
leases on all port land (not only on waterfront propertIes) as well as on port servIces, also that It may
be open to It to prescnbe condItIons to regulate the use of land and property, more that It should
have JunsdIctIon on charges leVIed by shIppmg agents, forwardIng agents, stevedores, Customs
house agents It announced ItS mtentIOn to recommend to the Government "approprzate
amendments to the Statute to gzve ItJurzsdzctzon over all port-related charges" Gomg further, the
Authonty conSIdered that It should be gIven, rather than to the Board of the Port Trusts under
SectIon 53 of the Port Trusts Act, 1963, power to wmve rates, demurrage or other charges Such
SectIOn 53, as presently worded m favor of the Port Trusts, appears to the Authonty as "an
aberratzon " However, transfemng that power to delIver WaIvers from the Port Trusts to the
Authonty would reduce Port Trusts autonomy, JeopardIze theIr relatIOns WIth port users, and delay
deCISIOn makIng, smce It would be necessary to report and plead each case m New DelhI

The TarIff Authonty appears eager to fully exerCIse ItS powers In January 1998, It ordered the
closure of a contmner depot opened by the Jawarharlal Nehru Port Trust (JNPT) for the storage
of non-documented export ccmtamers prevIously stored m the mam termmal where they caused
congestIOn A reVIew of the legIslatIon fIxmg the Authonty's powers does not establIsh that It
had jUnSdiCtIon for ordermg such a closure and thus for mterfenng WIth port admInIstratIOn
There IS a consensus that It acted ultra vzres and that a JUdICIal reVIew would have quashed the
declSlon The port trusts resent the establIshment of the Tanff Authonty, m addItIon, they seem
to doubt that It has been adequately staffed WIth personnel conversant m port affmrs It IS the
Authonty's mtentIon to operate an agency filled WIth professIOnal expertIse WhIle thIs WIll be
welcome as hkely to Improve ItS effiCIency, thIs may be a drmn on port-related human resources It
would be a pIty If the most refined econOmIC or finanCIal staff of the port trusts would be tempted to
Jom the Authonty m New DelhI to occupy preStigIOus supervISOry pOSItIOns The on-gomg
pnvatIzatIon movement and the mcreasmg competItIon of port trusts by State ports make necessary
the presence of the best port staff m the ports trusts, not m the capItal
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2 7 The 1996 Government GUidelines for Privatization

RegulatIon of tarIffs may be necessary, but a chOIce wIll have to be made between managmg the
ports locally or managmg them from an office m New DelhI

The above descnbes the sItuatlon as It was m January-February 1998 A Semmar chaIred by the
Tanff Authonty took place m ChennaI on or about February 20, 1998 At the tIme of finalIzmg thIS
report, no mformatIon as to ItS outcome has reached the wnter

The GUIdelmes Identified a non-lIffiltatIve lIst of areas for pnvate sector mterventIOn, mamly
leases of eXIstmg facIlItIes, constructIon and operatIon of addItIonal assets, such as contamer
tefffilnals and captIve faCIlItIes, and leaSIng of eqUIpment Altogether, they are qUIte restnctIve
and strongly mfluenced by the publIc character of ports They can be summarIzed as follows
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The Authonty's JunsdiCtIon does not extend to the state ports, they remaIn free of fIXIng theIr
tanffs The port trusts have therefore requested that the Authonty's powers be extended to cover
the state ports to aVOId predatory pncmg by these ports The states are lIkely to reSIst such
mterference and It IS doubtful that the request wIll be SatISfIed Further, establIshment of a Ports
Regulatory Authonty IS rumored, probably because the corporatlzatlon of ports makes It
necessary to exercIse the regulatory functIons The TarIff AuthOrIty seems eager to become that
agency If such a system IS establIshed, whether WIth one or WIth two AuthOrItIes, and smce the
Government exerCIses, VIs-a-VIS the Authonty(Ies), the same powers of supervISIOn that It enJoys
at present over the port trusts, a new layer of control WIll have been mtroduced to a system that
knows no shortage of government agenCIes and layers of command It IS unfortunate that a step
as Important as the establIshment of the Authonty has not been part of an overall well-defmed
port polIcy

(1) Pnvate faCIlItIes should be aVaIlable to all users on equal and competItIVe terms,
subject to pnonty gIven to ShIpS of the conceSSIOnalfe or lessee, pnonty berthIng
orders of central government should also be honored, and pnvatizatIOn "should
not result m the creatIOn of pnvate monopolIes," despIte the fact that IndIan ports
have so far operated largely as publIc monopolIes

Short of a comprehensIve polIcy paper, central government Issued the 1996 "GUIdelmes," to be
followed by major port trusts for pnvate sector partICIpatIOn, these wIll apply untIl trust ports
Issue regulatIOns under the Major Port Trust Act regardmg pnvatIzatIon The GUIdelInes assume
that "major expanSIOn IS reqUIred m the port mfrastructure m the country m order to handle the
seaborne traffic on account of mcreasmg foreIgn and coastal trade" Government expects from
pnvate sector's mterventIOn (1) the mobIlIzatIOn of substantIal resources reqUIred for the
financmg of mfrastructure, (u) the Improvement of effiCIency, prodUCtIVIty, and qualIty of
servIce and the development of cOmpetItIon m the delIvery of port servIces, (111) a reductIOn m
the gestatIOn peflod for settmg up new faCIlItIes, (IV) an mtroductIOn of the latest technologIes,
and (v) Improved management techmques All these objectIves are valId, they reflect, and denve
from, the present weaknesses that remam In Indian ports, despIte the ongoIng Improvements



(11) Trust ports WIll prepare feaSIbIlIty reports and/or scrutmlze feaSIbIlIty reports
prepared by pnvate mvestors

(m) All leases, conceSSIOns (whether Bul1d-Operate-Transfer or others) WIll be
granted on the baSIS of open tenders, techmcal and fmanclal bIds WIll be presented
separately

(IV) Leasmg of faCIlItIes WIll be consIdered only If such leasmg results m addItIOnal
mvestment At the end of the lease, assets WIll revert back to the port free of cost
mcludmg eqUipment and augmented portIOn of assets, If any, pnvate
entrepreneurs shall mtroduce only modem technology and brand new eqUipment,
and for conceSSIOnaIreS, all eqUipment acqUired WIll be handed over to the grantor
at deprecIated, not market pnce

(v) Lessee and conCeSSIOnaIres WIll pay (a) an upfront fee for lIcense, (b) lease rent,
and (c) royaltIes on cargo handled, lessee WIll guarantee a rrummum tonnage of
cargo and submIt a Performance Bond before startmg operatIons Whatever the
traffIc, they wIll have to pay royalties based on covenanted figures, not on actual
traffic To recover ItS own costs, the trust port (the lIcenser) WIll collect ItS own
shIp and wharfage dues These would be collected by the conCeSSIOnaIre or lessee
and paId to the lIcenser However, accordmg to SectIon 42 ofthe 1963 Major Port
Trusts Act, the Boards may authonze any person to perform servIces "on such terms
and condztzons as may be agreed upon" The approach IS StrICtly contractual By
mtroducmg an automatic lIcensmg fee, the Port Trusts mtroduce a tax element where
It has no place Llcensmg fees are part of the tax system, such system must be
revIewed before establIshmg and fixmg a new fee

(VI) ConceSSIOnaIreS and lessees WIll be bound by all eXlstmg labor laws, no
retrenchment of labor WIll be conducted WIthout concurrence of labor and
condItIons of servIce WIll not be mfenor to those enjoyed before

2 8 Fiscal and Tax PoliCies ASSOCiated With Privatization

The Government modIfied ItS finanCIal polICIes to offer the followmg mcentIves to pnvate
mvestors m port mfrastructure, maInly (1) a five-year tax holIday followed by a tax rebate of 30%
on earmngs m the next five years of project COmmISSIOnIng, (11) creation of the Infrastructure
Development Fmance Company (IDFC), (m) automatic approval of foreIgn eqUity mvestment up
to 74% of project costs, hIgher percentages necessltatmg the clearance of the ForeIgn Investment
promotIonal Board, and (IV) a tax conceSSIOn of 40% to finanCIal mstItutIons on mcome from the
financmg of mfrastructure

2 9 Implementation of the Privatization Policy In Port Trusts

DetaIls ofpnvate sector development were gIven m the December 1997 CRISIL AdVISory
ServIces Report and WIll be bnefly summarIzed here FIve types of pnvate sector mterventIOn
can be IdentIfiedI
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(1) BUlld-Operate~Transfer or BUlld-Own-Operate-Transfer Schemes, 1e ,
conceSSIOns InvolVIng maSSIve pnvate sector Investments for multIple user berths,
thIS has been the case at JNPT (contamer termmal) and at Kandla (contamer
freIght statIOn and assOCIated faCIlItIe~)

(11) CaptIve faCIlItIes assOCIated WIth onshore or mland mdustnes, also mvolvIng
conceSSIOns WIth maSSIve upfront mvestments by the pnvate (or publIc or mIxed)
sector, thIS has been the case at New Mangalore (coal), Mumbal (coal), JNPT
(cheffilcal tefffilnal), Ennore (coal, lIqUId bulk, natural gas), and Kandla (smgle
buoy moorIng)

(111) ReconstructIOn and modermzatlon of eXlstmg faCIlItIes (Mormugao for coal
traffic and ShIp repaIr complex)

(IV) Leasmg of common user berths (Raldm and Mumbal for contaIner traffIC), WIth
pnonty berthmg nghts for the benefit of ShIpS belongmg to, or chartered by, the
lessee

(v) Development of aUXIlIary servIces such as towage and pIlotage

Category (11) seems to develop more rapIdly than the others ThIS IS JustIfied and In the best
common mterest Costly captIve facIlItIes, used by ShIpS at uneven mtervals, are better fmanced,
eqUIpped, and operated by user mdustnes, they are m fact part of the productIon and delIvery
cham In that respect, IndIa does not mnovate, but follows a worldWIde pattern Category (IV)
raIses Issues of faIrness when ports are congested, the rule of first-come-first-served IS strongly
embedded In the port culture, pnonty berthmg IS not accepted well by non-pnonty users
DIsputes on thIS pomt caused the cancellatIOn of a reserved berth scheme m MumbaI
SIgmficantly, although unvenfied, It was reported to the consultant that pnvate mterests opposed
to the scheme launched a campaIgn to demonstrate that the award of the reserved berth contract
resulted from corrupt practIce An OffiCIal InqUIry proved thIS to be Inaccurate, but the result
expected, that IS the non-renewal of the lease, had been obtaIned No port expert famIlIar WIth
shlppmg and port busmess would be surpnsed by thIS development

No less than 21 addItIonal port projects that may be offered m the course of the next two years
for pnvate sector partICIpatIon have been IdentIfied dunng the consultants' ffilSSIOn Seven are
captive projects for 011, cheffilcals, lIquefied gas, etc, seven are for contamer facIlIties, two are
for ShIp repaIr facIlIties, and the others are more vaguely defined

2 10 Implementation of Privatization Policy In State Ports

AgaIn, the CRISIL Report gIves all the necessary detaIls on the ImplementatIon of the
pnvatIzatIOn polIcy m state ports These WIll not be repeated here Generally, states have Issued
Infrastructure or Port PolIcy Papers and/or Orders that prOVIde sound baSIS for actIOn and tend to
be more open and fleXIble than the Central Government GUIdelmes, espeCIally m regard to
tarIffs GUJarat was the first to Issue such a Port PolIcy Statement m December 1995, Its salIent
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features appear m the CRISIL Report The most recent was that of Karnataka It IS gIven as an
example below

A detailed reVIew of the dIfferent schemes presented to the consultants dunng then meetmgs
WIth offiCIalS or WIth prIvate partIes mdicate that real estate operatIOns are lIkely to be central to
most of the BOT or BOOT schemes, as they appear to be the only way to offset the costs of large
and lumpy mvestments such as capItal dredgmg, breakwaters, and even wharves

The Karnataka government set the pnnciple that pnvate mvestment m mfrastructure should
"contnbute to econOmIC growth and publIc welfare" and have as an ObjectIve "the rapId
econOmIC development of the State" ThIS objective of pubhc mterest IS qualIfied by the
statement that "Government WIll make efforts to ensure that the projects are conceIved wIth the
objectives that they are commercIally vIable before offenng them to pnvate mterests" (Order
IDD 1 VIP 97,26 12 1997, lme 7) Projects would be m prmciple offered through competitive
bIddmg, but Memoranda ofUnderstandmg (MOUs) WIll suffice where the mvestor proposes a
project "of a VIsIonary nature" or a project that the Government had not proposed because "It dId
not appear to be commercIally vIable" (Order, hne 8) Government COmmIts Itself to take
declSlons on project proposals withm 90 days of submIssIOn (Order, lme 14) and WIll ensure that
"all reqUISIte clearances are made aVailable at one pomt by a smgle wmdow agency" (Order, lme
17) Recogmzmg that mfrastructure projects deserve speCial treatment because of then long
gestatIOn penod, the Government granted generous tax mcentIves (1) entry tax exemptIOn on
eqUIpment and machmery, (n) 3-year tax holIday of the sales tax and contract tax related to
constructIOn, and (lll) exemption from stamp duties In addItion, government land may be leased
at concessmnal rates, tarIff fleXIbIlIty IS granted, and lastly, If the project IS not commercially
VIable, the mvestor WIll be authonzed to mvest m commerCIal and real estate ventures "to ensure
a reasonable composIte mternal rate of return" (Order, lme 18)
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33 Tariffs

31 General

3.0 Constraints on Private Sector Participation
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JudgIng by the number of pnvatIzatIOn schemes In progress, there would seem to be no major
constraInt to pnvate sector partIcIpatIOn Still, some of the constraInts Inherent to the Internal
functIomng of IndIan government agencIes exerCIse a pervasIve mfluence on the pnvatIzatIon
process For example, the long gestatIOn penod of government projects due to a slow declSlon
makIng process mSIde government agencIes and to the concentratIOn of declSlon-makmg at the
hIghest level has been mvoked as one of the motives for pnvatIzatIOn Still, the process may be
as lengthy when It comes to the approval of pnvate sector Investments The consultants notIced
dunng theIr mterviews In government agenCIes or of pnvate sector entrepreneurs that many
schemes were smd to be m the pIpelIne, but also mvanably It was saId that "arrangements have
not been finalIzed yet," perhaps because the necessary capaCIty for handlIng pnvate sector
mterventIOn was IDlssmg m the agenCIes and there was a lack of mutual confidence between
government agenCIes, mcludmg the port trusts and the pnvate sector Constramts and obstacles
to the mterventIOn of the pnvate sector are therefore more sUbjectIve than ObjectIve and, as such,
do not lend themselves easIly to outSIde mterventIOn

3 2 Leases and License Documents as
Constraints to Pnvate Sector Participation

As mentIOned above, the 1963 Major Port Trusts Act contmns few clauses on pnvate sector
partIcIpatIOn ThIS Act IS smd to be under reVlSlon A new Act should cover matters such as but
not lIIDlted to the role of port trusts as landlord ports, mvestments and fInanCIal polICIes, the
abIlIty to enter mto Jomt ventures and corporatIOns, and general condItIOns for lIcensmg CopIes
of one LIcense Agreement for a BOT project and of Lease CondItIOns have been made avaIlable
to the consultant It IS understood that they are currently used as models Judgmg by the
reactIons of users consulted, It seems, on one SIde, that these condItions do not satIsfy them and
that they are a constrmnt to pnvate mvolvement, however, on the other SIde, the progress of such
mvolvement may lead to the conclusIOn that these condItions are on the whole acceptable
IntervIews mdicate that, as much as the condItIOns themselves, the apparent greed and SUSpICIOUS
attItude of the port trust negotIators IS a major cause of conflict It is therefore necessary to come
to an agreement on standard condItions of contract that would satisfy the mterests and needs of
all parties Involved (bankers, conceSSIOnmres, and grantor)

The 1996 GUidelInes for pnvate sector pnvatIzatIon mdicated that tariffs fixed by a Tariff
Authonty to be establIshed "would be a ceIlmg and both the pnvate entrepreneurs and the port
would be free to charge less than such notified tanff" The 1997 Ordmance amendIng the Major
Port Trusts Act gIves extensIve powers to the newly establIshed TarIff Authonty to fIX the frame
and rates of maxImum tarIffs Both the CondItions for Leases and BOT LIcense Agreement
confirm that these rates are maxImums The lIcensee may apply for reVISIon of tarIffs In the
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case of conceSSIOns, the BOT Agreement stIpulate~ nothIng about procedures or guarantees for
the benefit of the conceSSIOnaIre In the case of leases, any reVlSlon of tarIff IS to be supported
by a recommendatIOn of the port trust that It consIders the tarIff reVISIon to be JustIfIed by
Increases In tarIffs by any other agency or Increases In wages or for any other acceptable reason
There IS no mentIOn of any freedom of ImplementatIOn of tarIff scales, Indeed, the lIcensee IS "to
refrain from IndulgIng In any dISCnmInatory practIce against any user", WhICh IS hkely to
prevent preferentlal tarIffs to the benefIt of regular or frequent users Further, the Government
may at any tIme supersede the TarIff AuthOrIty's deCISIOns and/or gIve It pohcy dIrectIOns

None of the documents mcludes stIpulatIOns regardmg the currency mwluch tanffs are to be
computed There are, In that respect, three solutIOns

(I) computatIOn of tarIffs and payment In rupees,

(11) computatIOn In a foreIgn currency and payment In rupees, and

(m) computatIOn and payment m foreIgn currency

Based on the fact that they are Investmg m foreIgn currencIes, the Investors operatmg cargo
termmals asked to be authonzed to charge theIr chents and to be paid In such currenCIes, to
WhIch the TarIff Authonty objects In pnnciple The argument IS that many Investors mvest In
foreIgn currency, they run theIr exchange nsks, port Investors should do the same The Issue IS
not that SImple gIven the present trends m world ports m that respect A dIstmctIOn must be
made between charges on slips and charges on cargo

(1) Charges on ShIpS (mainly port dues, towage, and pIlotage) are paid to the Port
Authonty by the shIpowners, natIOnals, or foreIgners whose revenue from freIght,
paid by shIppers and conSIgnees of the port country, are computed and paId In
hard currencIes (US$ mainly) To recoup part of the freIght charges dIsbursed
from the country's foreIgn exchange reserves, many Port Authontles m
developmg countnes charge on ShIpS In foreIgn currenCIes ThIS IS the case for
most ports of West AfrIca, for TUnISIa and Morocco, Egypt, and the Suez Canal,
and finally for the port trusts of IndIa They charge and collect ShIp dues and
pIlotage In US$ ThIS has the additlonalimpact of protectmg them agamst foreIgn
exchange rIsks and to aVOId askmg for tanff mcreases when the natIOnal currency
erodes

(11) Charges on cargo (wharfage, stevedonng, and storage charges, etc) are paId to
the Port AuthOrIty and to the cargo operator by local Importers and exporters
TradItIOnally, these charges are computed and payable m local currency A trend
currently eXIsts m some countnes (especIally AfrIca) to have them computed In
foreIgn currenCIes and paid m local currenCIes as a hedge agamst the depreCIatIOn
of the local currency

The Issue IS further comphcated by the dIstmctIOn that mayor may not be made between natIOnal
and foreIgn slips, or between Imports and exports, and cargo In tranSIt Clearly, the problem

I
I
I
I
I

Ports Sector / India Infrastructure Needs Assessment Page 18



35 Impact of Private Sector Intervention

(111) Whether there should be royaltIes m case of SImple leases IS also questIOnable
Rather, there should be a system of penalties If leased faCIlItIes are under-utIlIzed

3 4 Composition of Payments by Licensees and Concessionaires
LicenSing Fees, Royalties, and Rents

(11) Second, royalties m conceSSIOns are usually Justified by monopolIes, as IS the case
m water dlstnbutIon systems, theIr JuStificatIOn where there IS competition IS
dIsputable, other approaches, such as a fixed fee plus a sharmg of profIts beyond a
mInImum level of traffic, may be a better solutIOn
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(IV) By havmg the lIcensee act as an agent for collectmg wharfage and other dues, the
trust ports would recover theIr mvestment and mamtaIn theIr own costs through
ShIp and cargo wharfage, at no collectmg cost, and they wIll no longer have any
operatmg cost m regard to leased faCIlIties Further, where conceSSIOnaIreS WIll
finance constructIOn and maIntenance of wharves and termInals, wharfage may no
longer be JustIfIed

(1) FIrst, a fee for a lIcense IS not automatically JUStifIed, under the 1963 Major Port
Trusts Act, operators have a statutory nght to operate faCIlItIes m port premIses,
they already pay taxes as operators to the central government, there IS no reason
that they pay an addItional fee to a Port Trust whIch has been establIshed for the
purpose of accommodatmg the needs of the operators

As mdlcated above, lIcensees and conCeSSIOnaIreS are to pay an upfront fee for lIcense, lease
rent, and royaltIes on covenanted traffic In addItIOn, they WIll act as agents of the lIcenser for the
collectIOn of ShIp and wharfage dues These port trusts, whIch have operated so far as serVIce
ports WIthout any pnvate sector partICIpation, have managed to acqUIre substantial profIt from
theIr lIcensees by accumulating three dIfferent categones of payments bearmg no relatIOn
whatsoever to theIr own costs The followmg pomts are relevant

needs careful and open exammatIon to elaborate clear rules on the matter, whIch may be adapted
on a case-by-case basIs, takmg mto c-onslderatIOn the terms, condItions, and duratIOn of
COmmItments of the mvestor towards foreIgn sources of financmg A computatIOn m foreIgn
currency (or m SpecIal Drawmg RIghts) and a payment m rupees covenng all or part of the
foreIgn exchange nsk would elImmate that constramt to pnvate sector mvolvement, and to make
the LIcenses a bankable document

WIth the hkehhood ofpnvate sector mterventIon attractmg traffic through mcreased productIVIty
and marketmg, the port trusts wIll benefit automatically from the supenor management of theIr
lessees and conceSSIOnaIre, WIthout any effort from them and WIth reduced costs The
combmatIOn of lIcensmg fees, rent for land, royaltIes, wharfage, port dues, and pOSSIbly other
payments would proVIde the trust ports WIth formIdable rents at no cost, whatever the volume of
traffic Therefore, pnvatIzatIOn IS lIkely to first ennch the lIcenser, whIch WIll pay no tax and no
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dIVIdend to Its shareholder, the people of IndIa, and IS lIkely to reSIst any corporatIzatIOn that
would have adverse tax Impacts ThIS wIll be to the detnment of the country's economy In
addItIOn, the rents so obtamed WIll further delay any actIOn m the area of reform of the dock
labor system Pnvate monopolIes may not have been JustIfIed and the dIrectIves for partICIpatIon
of the pnvate sector were nght m denouncmg them However, publIc monopolIes WIll be lIkely
to act m theIr own corporate mterest rather than m the publIc mterest, whIch IS theIr raIson
d'etre

3 7 ConclUSion

3 6 Transfer of Property at the End of Contract

The transfer of property at the expIration of the lIcense or of the conceSSIon IS another Issue The
condItIons for leases prOVIde that assets should be transferred at a depreCIated pnce The
condItIons for BOT prOVIde that assets be transferred at no cost to the lIcenser ThIS IS not
acceptable and would probably prevent the conCeSSIOnaire from mvestmg m any eqUIpment that
would be at the fisk of not bemg fully depreCIated at the end of the conceSSIOn More detaIled
stipulatIOns are necessary to be applIcable to each category of assets Some of them may be part
of the conceSSIOn, others may not be The market value of assets at the time of transfer may be
the baSIS for the lIqUIdation of the conceSSIOn Other Issues needmg further exammatIon mclude
reserve and renewal funds and how conceSSIon accounts may be kept separated from the
conCeSSIOnaire'S own accounts

StIpulatIOns necessary to make the conceSSIOn contract a bankable document would mclude (1)
the lIcensee remams owner of the faCIlItIes and eqUIpment dunng the duration of the conceSSIOn,
(n) assets may be assIgned, (m) If the lIcenser's consent IS necessary for such aSSIgnment, the
consent should not be unreasonably refused, and It should be pOSSIble to sublTIlt such refusal to
arbItratIon In addItion, there should be a procedure permlttmg the aSSIgnment of revenue, other
than rent for lease of land, from the conceSSIOn ADB staff conSIdered the present lease and
conceSSIOn documents to be sub-standard, but they were not speCIfIC, nor were they aVailable to
dISCUSS theIr cntIcisms IndIan finanCIal mstItutIons reported do not understand the problems of
ports, WhICh have long gestatIon peflods before bemg profItable Grace peflods before loan
amortIzatIOn are conSIdered necessary The matter of fmancmg heavy and lumpy mfrastructure
needs to be reVIewed and studIed
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More than dlsputmg the details of conceSSIOn and leases, all pnvate partIes VISIted by the
consultants agree that the main problem IS m attItudes The pflvate sector resents that staff m
port trusts, whose performance as port managers has not been convmcmg m theIr eyes, exerCIse a
stnct control on theIr operatIons Staff m port trusts tend to feel they are charItable toward the
pnvate sector m peflTIlttmg them to mvest thelf money m ports and thmk that the pnvate sector
may benefIt from theIr dlfectIOns and adVIce, WhICh pnvate partIes contest vehemently
NegotIatmg WIth port trusts IS saId to be a very painful exerCIse, based on mformation collected,
the consultant can only confIrm the VIew expressed m the CRISn... Report of the lack of an
obJectIve, transparent, and eqUItable approach to transactIOns The wordmg of lease and
conceSSIOn documents reflect a statutory rather than contractual approach WhIle It IS generally
agreed that thIS type oflega! Instrument has a double (statutory and contractual) character, the



3 8 State Ports

dIstInctIOn IS not apparent ThIS IS not surprISIng, gIven that prIVatizatIOn IS new to IndIan port
admInIstratIOn In fact, a lot has already been done It IS necessary, however, to elaborate
standard documents acceptable to both Government and the prIvate partIes, such elaboratIOn
should therefore be conducted In JOInt meetIngs, possIbly wIth outsIde help to benefIt from
InternatIOnal expenence It IS hIghly SIgnIfIcant In that respect that what should be a ConcessIOn
Contract for a BOT scheme IS titled LIcense Agreement--the word LIcense ImplyIng a statutory
rather than contractual approach to the arrangement

The consultant collected InfOrmatIon on four states GUjarat, Karnataka, Andhra Pradesh, and
Onssa Agam, the CRISIL Report gIves suffICIent Information, WhICh WIll not be reproduced
here Generally, states are more open and fleXIble than central government and port trusts, and
fleXIble In thelf approach to pnvate partICIpatIOn SIngle wmdow clearance mechanIsms,
freedom of tarIffs, etc However, the capacity of state admmlstratlons IS lImIted For example,
they may be tempted to be lax m releasmg large areas of land to Investors at excessIvely
favorable fInanCial conditIons They need gUIdance In that respect and In many other matters
They do not have the capacity to appraise projects and analyze proposals Project proposals by
bIdders are Inadequate SInce the preparation of projects mvolve the spendmg of large sums of
money
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The followmg findmgs should gUIde USAID mterventIOn

The ObjectIve of USAID should be to develop mstItutIOnal capacIty m the port sector

4.0 Recommendations for USAID Involvement

(1) There IS no polIcy constramt to prIvate mterventIOn m ports, but consIderable
streamlmmg of practIces and procedures IS necessary, further, the whole port
system IS changmg Managers have to devIse and operate the changes at the same
tIme as they accommodate the needs of the prIvate sector

/\~\ \
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(n) Presence of the prIvate sector IS necessary and accepted for fmanclal and
effIcIency reasons, but the port prIvate sector tends to mampulate the system for
the best of ItS mterests The sector IS eaSIly monopolIstIc, olIgopolIstIC, or prone to
cartellIzatIOn The mterests of the prIvate sector must (a) satlsfy the essentlal
servIce character that the law attrIbutes to ports, and (b) truly reflect market
forces ThIS ImplIes some degree of regulatIOn, any lease or conceSSIOn WIll
therefore be both contractual and statutory

(m) The ASIan Development Bank IS strongly mvolved m ports The local
InternatIOnal Fmance CorporatIOn (IFC) OffIce does not deal wIth mfrastructure
and leaves It to thelf Head Office m Washmgton, DC The IFC representatIve
was absent from Mumbal when the consultant VIsIted thIS CIty he reportedly trIed
to develop some actIon m port matters, but faIled and was somewhat dIscouraged,
thIS has to be checked and confIrmed Lastly, the Dutch Government IS launchmg
a much-needed project to Improve cargo-handlmg techmques m trust ports Any
techmcal assIstance or other mterventlon m port matters would neceSSItate
addItIonal and structured consultatIOn wIth ADB, the IFC, and other aId agencIes
and a structured lIaIson program

(IV) Government gIves prIonty to ports AdVIce and consultatIon are SaId to be
welcome The mam techmcal assIstance necessary would be advIce and
consultatIOn on draft legIslatIOn, and draft lIcense and conceSSIOn documents, m
aSSOCIatIon wIth local lawyers and representatIves of the pnvate sector ThIS IS
where there IS a gap The ADB states candIdly that they have not been suffICIently
mvolved m mstItutIOn bUIldmg ThIs IS not fully accurate gIven theIr ImtIatIve
regardmg the TarIff Authonty and theIr techmcal aSSIstance program to that new
agency

(v) WhIle semor staff appear well mformed of mternatIOnal developments m the area
of ports, thIS IS not true of other managers and offIcers They lack mternatIOnal
exposure The absence of IndIan port staff m mternatIOnal trammg programs such
as those organIzed by the InternatIOnal Marltlme OrganIzatIOn (London) or the
InternatIOnal ASSOCIatIOn of Ports and Harbors (Tokyo), or m natIonal programs IS
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notIceable StIll, mformatIOn from outsIde IS anxIOusly requested MentIon was
made, for example, of Contmental Europe expenence m conceSSIOns and leases

(VI) In Karnataka and Andhra Pradesh, everythmg needs to be done at the central
level SIgmficantly, the state of GUJarat, WhICh has made the greatest progress In
the area of ports, benefIted from a permanent techmcal aSSIstance by a reSIdent
economIst Andhra Pradesh and Karnataka would need (a) a JOInt semmar on
publIc port admImstratIOn and pnvate InterventIOn In ports, WhICh could be
organIzed In lIaIson WIth the IndIan Port Management InstItute In Madras, the
capaCIty of WhICh needs evaluatIOn, and (b) the elaboratIon of a manual of
appraIsal of port mvestments and Involvement of the pnvate sector In ports

A USAID FIve-Year Program may Include

(1) An average of 40 person-days/year (probably less after two years) of consultatIon
and adVIce on legIslatIOn, regulatIons, conceSSIOns, leases, and other Instruments
of pnvate sector InterventIon ThIS may also help solve the problems raIsed by
the establIshment of the Tanff Authonty Counterparts would be the MInIstry of
Surface Transport and local lawyers

(n) DefimtIon of a techmcal aSSIstance program for Andhra Pradesh and Karnataka to
help them establIsh a reasonably lIght and effectIve system of port admImstratIOn
and momtonng of pnvate sector InterventIOn Such defimtIOn would reqUIre 40
person-days -

(IV) A structured program of partICIpatIOn of IndIan staff m InternatIOnal and U Sport
traInIng programs (IMO, UmversIty of LoulSlana, etc)

(m) ImplementatIon of the techmcal aSSIstance programs above IncludIng two
carefully prepared courses In IndIa, one of ImtIatIon and the other of consolIdatIOn
18 months later The preparatIOn of the semInar should Include the productIOn of a
set of streamlIned documents on the dIfferent aspects of port management,
presentIng a coherent set of doctrIne and practIce on the matter Such preparatIon
WIll be major work requmng some 120 person-days of servIces, plus pnntmg and
other assocIated costs
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Annex 1" Private Participation In India's Ports Sector

Constramts And Proposed USAID Interventions
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Constramts In the Ports Sector

Lack of commumcatIOn and cooperatIOn between aid
agencIes resultmg m Ill-coordmated polIcies and actions

No polIcy constramt but lack of an objective and
transparent approach to pnvatizatIon transactions New
pohcy IS formulated m directives, still rather restnctIve

The enactment of a new user-fnendly Act to promote
pnvate partICipation III the development of ports IS
overdue Trust ports are at present serVIce ports,
conductmg port operatIOns on force account, and
statutory corporatIOns With regulatory JunsdIctIon They
should m future be landlord ports, not conductmg
operatIOns dIrectly, and commerCial corporatIons under
company law Smce the transformatIOn m landlord ports
Will take time, trust ports Will compete With theIr own
lessees and conCeSSIOnaIreS

Reconunendanonsto
Overcome

EstablIshmg a permanent
consultmg group on ports
and a formahzed
partnershIp

Change m adrmmstratIve
culture, whIch may be
encouraged by
commerCIalIzatIOn and
corporatIzatIon of present
port trusts

Careful preparatIOn of
new legIslatIOn A
Comrmttee has been
appomted m MOST The
consolIdatIOn of the 1908
Ports Act and of the 1963
Trust Ports Act IS
conSidered, whIch seems
to raise SUspICIon m state
ports that the Central
Government may mcrease

TA for USAID I Counter
part

Agency

Proposmg formalIzed I None
partnership to ffiRD,
IFC, ADB and others

AdVice m port pohcy I MOST
as requested by MOST

Techmcal aSSIstance I MOST
(better formulated as
consultatIOn) to help
MOST to take a broad
and mnovatIve VIew of
the Issues

Expected
Outcomes

Jomt pohcles m
the port sector

None ActIOn
does not lend
Itself to such an
objective

ElaboratIOn of
new legIslatIOn
wIthm one year



ConstraInts In the Ports Sector Reconnnendanonsto TA for USAID Counter- Expected
Overcome part Outcomes

Agency

the number of Its own
trust ports

The Tanff Authonty was estabhshed at the request of As above
ADB and of pnvate partIes, these suspect that, when
Trust Ports operate m competItIon wIth theIr own
tenmnals, they may mampulate tanffs under theIr
control to the detnment of lessees and conceSSIOnaIres
The 1997 Ordmance to amend the Major Port Trusts Act
gIves extensIve powers to the Tanff Authonty to fIx the
frame and rates of tanffs The Government may at any
tIme supersede the Authonty's deCISIons and/or give It
pohcy dIrectIOns The estabhshment of the Tanff
Authonty restncts the autonomy of eXlstmg Port Trusts
and to mcrease centrahzatIon by the recourse to an
addItIonal bureaucratIc deCISIOn makmg level ADB-
fmanced techmcal aSSIstance to Tanff Authonty may
encourage the development of a huge regulatory body,
WhICh has already gIven eVIdence of ItS deSIre to extend
ItS Junsdlctlon to all port actIVItIes and management

ReVISIOn of the approach to tarIff flxmg
Lessees, port trusts and conceSSIOnaIres should propose
theIr own tarIffs to be apphcable as celhngs over a
covenanted penod of tIme Approval should be Imphclt,
the Tanff Authonty, If such IS needed, makmg formal
mterventlOn only when they dIsagree WIth the proposed
tanffs

~
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Constramts m the Ports Sector Reconunendationsto TA for USAID Counter- Expected

Overcome part Outcomes
Agency

EXIstmg bId documents and conceSSIOn contracts contam ReVISIOn of eXIstmg AdvIce and MOST, ProductIOn of
unacceptable clauses, such as those regardmg tarIffs documents on consultation on local acceptable
ternunatIOn, ownershIp and transfer of assets, etc These conceSSIOns documents lawyers, documents wIthm
documents are not bankable ThIS seems to due to a lack pnvate one year
of fanulIanty WIth conceSSIOns that may have led MOST sector
to accept less than adequate documents prepared by
consultants

DIrectIves on pnvate sector partICIpatIon are restnctIve Contmue reform port None MOST An mternal and
regardmg dock labor Dock labor problems only partly labor hIghly polItical
solved, despIte that It IS known to be one of the mam Issue At best,
causes of the msuffIcIent prodUCtiVIty of IndIan ports Government

attentIOn may be
brought to the
problem as an
essential one

Lack of clarIty regardmg the fmancmg by the pnvate Clear rules applIcable to AdVIce m draftmg MOST InsertIOn of clear
sector of heavy and lumpy mvestments such as port fmances and legIslatIon AdVIce m and modem
breakwaters and wharves, as opposed to superstructure mvestments should fIxmg fmancIaI finanCIal clauses
and eqUipment Status of fmance m port sector unclear appear m new legIslatIOn ObjectIves of trust m new legIslatIon
WIth some ports havmg SIzable reserves Wordmg of ports to rent-seekmg
present conceSSIOns and lease agreements reveal a rent- AdVIce on taxation
seekmg attItude from port trusts and pOSSIble dIVIdend

payments by trust
ports
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Constramts m the Ports Sector Reconunendatlonsto TAforUSAID Counter- Expected
Overcome part Outcomes

Agency

Weak publIc port adrmmstration m Andhra Pradesh and Trammg and techmcal One strongly State Course withm 18
Karnataka assistance structured port sector Port months

management course Agency and
with didactic matenal Chamber of
If resources perrmt, Commerce
techmcal assistance
ViSitS at mtervals

Major ports prepare detailed feasibihty studies of Trammg of state Assistance m wntmg same Manual to be
proposed conceSSions and make them available to governments staff and manual issued withm 18
bidders for prepanng bids State governments leave thiS elaboration of project months
to the bidders themselves ThiS results m poor response preparatlOn manuals
as bidders are reluctant to spend large sums of money at
the biddmg stage

Indian port staff are notably absent from mternational Presence of selected staff, Sponsonng and MOST and AdrmsslOn to
port trammg courses and sermnars or mternational mamly from rmddle fmancmg Ports International
gathenngs management, to such Mantime

courses and sermnars OrgamzatiOn
Management
Course At least
4 tramees/year m
different courses
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