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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY 

A G E N C Y  F O R  I N T E R N A T I O N A L  D E V E L O P M E N T  
WASHINGTON. D C 2 0 5 2 3  

ACTX3N MEMORANDUM FOR TEE ASSISTANT ADMINISTRATOR 
EUREAL FOR ASIA AND NEAR EAST 

FROM : ANE/ASI PD, Pete loom 
rn 

SUBJECT: I n d o  - Pro ram f 8" r Advancement of Commercial Technology 
(3 -0496 

w 

Problem: You are requested to authorize the Program for Advancement 
of Commercial Technology (386-0496) for India involving planned 
obligations of $11.1 million in grant funds over a five yeaz period 
beginning with $4.0 million in FY 1985. 

Backqround: Indian private enterprise, long shielded from competi- 
tion by import barriers and a regulated commercial environment, has 
invested very little in the risky undertaking of technology research 
and development. Capital is channeled into more assured investments 
and desired technologies are acquired primarily through licensing 
agreements and minor adaptation of the technologies imported under 
these agreements. Conoequentiy, Indian industry has developed only 
a very limited capacity for market oriented research and development. 

There is, however, a growing recognition among government officials 
and Indian businessmen that a commercial R&D capacity is important 
to domestic growth and critical to ensuring India's competitiveness 
in ~ o r l d  markets. Recent policy trends reflect that recognition. 

One trend is a major ch6nge of emphasis in science and technology 
policy that will give up the practice  considering science and 
technology as a sector in its own right and ensure that the large, 
highly talented science and technology community becomes an integral 
part of the country's economic activity; another is liberalization 
-- especially the reduction of barriers to imports of technology and 
foreign collaborations -- which will lead to increased technology- - based as well a6 price-based competition. 

Discussion: The Program for the Advancement of Commercial Tech- - - 
nology (PACT) will stimulate commekcial research and development in - 
T n d l  h v r  . r r n m n t i m ~  -nil C ( n m n ~ 4 n r .  7 - 3 4 - n m  TT (. n e n 4- 4 - t  ..--&..--a - - - - - - y v m r r r  r - r ~  --T- = u---prr-----f~f- - - 

Exposure to U.S. firms is intended to transfer strategies, analyti- 
cal methodologies, and management styles conducive to successful 
technology development and commercialization. 



An Indian Council and an American Council will be created to jointly 
provide advice and guidance for PACT operations and to oversee the 
general management of the program. Day to day responsibility for 
PACT operations will rest with the Industrial Credit and Investment 
Corporation of India (ICICI). ICICI will manage promotional efforts 
in the U.S. and India to publicize the advantages of Indo-U.S. joint 
ventures in RSD and the incentives available to such ventures 
through PACT. It will facilitate the negotiation of joint venture 
agreements between partners and assist as requested in the prepara- 
tion of subproject proposals. Once proposals have been submitted 
for financing, ICICI will ensure that those selected satisfy program 
objectives and undergo a technical, financial. and legal evalua- 
tion. Finally, ICICI will monitor tne joint ventures financed 
through PACT. reviewing progress dgainst pre-established benchmarks 
in the technology development phase and compliance with PACT terms. 

To support PACT, AID will provide $11.1 million in grant funds from 
the India program budget and $1 million in grant funds from the 
Bureau for Private Enterprise budget. 

Of the $11.1 million from the Indi& program budget. $10 million will 
go into an ICICI special account to finance Indo-U.S. joint 
ventures. Terms available to the joint ventures will cover a 
spectrum of financing options. 

The remaining $1.1 million from the Iudian program budget will 
support the Councils, the ICICI promotional effort in India, and 
program evaluations. It will also support a USAID-managed promotion 
effort through which activities will be co-sponsored with organiza- 
tions other than ICICI. USAID/India will retain $400,000 for this 
effort. which is included in the project authorization but will not 
be included in the project agreement. This will be obligated by 
separate contracts with Indian entities other than the ICICI. 

The $1 million from the Private Enterprise Bureau will cover the 
cost of the promotion effort in the U.S. The PRE Bureau plans to 
incrementally fund its contribution to the project over five years. 
The first year contribution of $250,000 in FY 85 funds has already 
been authorized for the project. 

Obligations from FY 1985 funds would be $4.000.000 from the India 
program budget and $250,000 from PRE. both of which would be 
committed through one grant agreement with ICICI. The balance would 
be obligated through FY 1989. 

FAA Section 612(b) 
- 
- W k r r  -, G s  * + e f e m e  aeeii3eaiici grogtan in irrriia was re-astairiished 

in FY 1978, the Development Coordinating Committee on December 21, 
1977, determined that project local coets could be dollar-financed 



rather than funded with U.S.-owned excess rupees. Consistent with 
this policy. the ABS for FY 1986, which includes the Program for the 
Advancement of Commercial Technology (then entitled Fund for 
Technology Development), was reviewed and approved by AID/W. thus 
confirming the use of dollatb for local costs of the project. The 
provisions of Section FAA 612(b) have been consi2ered and the use of 
dollars for local costs of this project can be approved. Your 
signature on the attached authorization will constitute the certi- 
fication required under this section. 

Conqressional Notification: A CN was oubmitted on May 22, 1985 and 
will expire on June 5, 1985. 

0 

Recommendation: That by signing the attached project authorization, 
you approve $11.1 million in grant funds for the Program for the 

- Advancement of Commercial Technology. 
w 

Clearances: 
ZWE/ASIA/PD:PBloom 
ANEVASIA/PD:RPratt 
SA/A/AID:EHarrell 
PRE/PPR:RDodson (draft) 
GC/PRE:SCarlson (draft) 
PRE:RBeckman 
ANE/ASIA/GC: 



United States International Development Cooperation Agency 
AGENCY FOR INTERNATIONAL DEVELOPXENT 

Washington, D.C. 20523 

PROJECT AUTHOR1 ZATION 

INDIA 
Program for the Advancement 
of Commercial Technology 
Project No. 386-0496 

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, 
as amended, I hereby authorize the Program for Advancement of 
Commercial Technology (the Project) involving planned obligations 
not to exceed Eleven Million One Hundred Thousand United States 
Dollars ($11,100,000) in Grant funds, over a five year period from 
the date of authorization, subject to the availability of funds in 
accordance with the A.I.D. OYB/allotment process, to help in 
financing foreign exchange and local currency costs for the project. 

2. The Project is intended to accelerate the pace and quality of 
technology innovation for products and production processes in 
industry, agriculture, health, energy, and other areas important to 
India3 development. Through the Project, A.I.D. and the Industrial 
Credit acd Investment Corporation of India (ICICI) will support 
Indo-U.S. joint ventures in technology development and finance 
promotion acti,vities in the U.S. and India. 

3. The Project Agreement, which may be negotiated and executed by 
the afficer to whom such authority is delegated in accordance with 
A.I.D., regulations and Delegations of Authority, shall be subject to 
the following essential terms and majar conditions, together with 
such other terms and conditions as A.I.D. may deem appropriate. 

3.a. Source and Oriqin of Goods and Services 

Goods and services, except for ocean shipping, financed by 
A.I.D. under the Project shall have their source and origin in the 
Cooperating Country or the United States, except as A.I.D. may 
otherwise agree in writing. Ocean shipplng financed by A.I.D. under 
the Project shall, except as A.I.D. may otherwise agree in writing, 
be financed only on flag vessels of the United States. 



Conditionn Precedent and Funds Utilization Upon 
Completion/Terminati. 

Conditions Precedent to Disbursement 

Prior to any disbursement under the Grant for subproject 
financing. or to issuance by A. I .D. of documentation pursuant ~ to 
which such disbursement will be made. the Grantee shall, except as 
A.I.D. may otherwise agree in writing, furnish to A.I.D., in form 
and substance satisfactory to A.I.D.. evidence that: 

(a) The Councils have been established. have their 
authorities defined and have adopted (i) the policies and 
operational procedures for the PACT, (ii) the first PACT annual 
operating plan and budget. and (iii) the appointments of the Program 
Advisor. India and the Program Advisor. U.S. 

(b) The Technology Development Division has been organized 
including the definition of duties and authorities, relationship to 
the Program Advisor. India and the Program Advisor. U.S.. and 
proposed staffing. 

(ii) Funds Utilization Upon Completion/Termination 

After completion of the Project or upon Che Project Agreement 
being terminated by either of its parties. ICICI. AID, and the 
Government of India shall confer and agree in writing to utilization 
thereafter of all assets then held in the Special Account or to be 
acquired by the Special Account, tangible and/or intangible, in a 
manner consistent with the purposes and objectives of this Project. 

Signature 
Charles Greenleaf 
Assistant Administrstor 
Bureau for Asia and Near East 
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I. PROJECT SUMMARY 

The Program for the Advancement of Commercial Techtiology 
(PACT) is an experimental project designed to accelerate the pace 
and quality of technological innovation for products and production 
processes having application in industry, agriculture. health, 
energy and other areas beneficial to the development of India. This 
goal will be achieved by contributing to development of capability 
in the private sector to translate research already completed at the 
idea and laboratory stage into products and processes that will 
succeed in the market place. The focus of the project will be on 
the "development endu of R&D where ninety percent of the cost. risk 
and time involved in producing commercially succensful, irinovations 
is invested. 

The problem addressed by this project is the   low pace of 
technological innovation in India relative to the potential of the 
country. India i~ at a stage where the potential for productive, 
direct interaction between India's large pool of scientific and 
technological manpower and private enterprise can make an important 
contribution to the country's development. 

Among constraints to realizing potential for technology 
development in the private sector are the limited exposure of firms 
to commercial R&D and, as might be expected in these circumetancos, 
lack of experienced R&D project manaysrs and a general.ly weak R&U 
culture. The PACT has been designed to act as a catalyst in the 
technology institution building and training procesfi that will Lead 
to increased private sector R&D capability. 

Building on India's nascent commercial R6D experience, the 
PACT will bring together Indian enterprise interested in developing 
their R&D capability with the United States1 more mature technology 
culture and experienced R&D project managers. Through 
collaborations in R&D with U.S. enterprise, lndian enterprise will 
increasingly apply financial resources and engage staff in 
technology development and innovation. Formation of lndo-U.S. joint 
ventures in R&D will engage Indian  firm^ in a collaborati~e process 
which will not only introduce new technology and processes from the 
U.S., but aiso acquaint the Indian partner with U.S. R&D strategy. 
project selection methodologies and management techniques. 

AID grant resources of $ 12,100,000 will be used to bring 
about the Indo-U.S. joint ventures that dre critical to achieving 
the institution building and training objectives of Lhis project. 
The AID reRourc9R wlil fund a promotional and financing program 

-- *rp g b  T..-1.'-C-: r r r u x z a t t ~ & t  i l i l & i L  and invcs~mcnr; curparat ian  OK Irlditl 



(ICICI). ICICI will carry out its responsibilities in consultation 
with an lndia Council and U.S. Council. that will meet jointly 
approximately six times during the five year life of project. The 
Councils' membership will be predominantly prominent bu~iness 
persons. Indian members will be appointed by the ICICI Chairman and 
U.S. members by the AID Administrator. 

ICICI will plan and execute a promotional effort that will 
inform U.S. and Indian business persons about the opportunities and 
incentives available for joint ventures in commercial R&D in India; 
identify-Indian and U.S. firms with interest in R&D collaboration 
and encourage them to explore joint venturef; finance 6mall 
prefeasibility sti~dies to explore these ideas: structure plans to 

e test their technical and commercial viability; facilitate che 
formation of joint ventures between partners; and help entrepreneurs 
obtain the necessary U.S. and GO1 approvals. 

L r - - 
- - - 

A PACT special account will be established by IClCI fi.nanced 
- - by $~0,000,000 from the AID grant to ICICI. The syccial account 

will be utilized to finance Indo-U.S. joint ventures in R&D. In 
establishing financial mechanisms and their terms and conditions 
ICTCI. in consultation with the CounciLs, will consider and may 
utilize a spectrum of financing alternatives The cciterion guiding 
selection of the financing vehicles and their terms and conditions 
is modalities used elsewhere for similar types of private sector, 
innovative technology development. 

Services to be provided by ICICI in managing the account are 
assistance to joint ventures in preparation of R&D proposals for 
consideration for PACT finance; evaluation of proposals for 
commercial potential and technical feasibility; monitoring progress 
of approved projects again~t pre-establishd benchmarks and routine 
disbursement, collection and reportinq services. 

In order to implement the promotional and financing program, 
ICICI in consultation with the Councilo will have a Program Advisor. 
U.S. Office in the U.S. and appoint a Program Advisor in India. 
ICICI will also establish a Technology Development Division. The 
staff of the Technology Development Division will be career ICICI 
personnel. The two Program Advisors will report to the person 

rn designated by ICICI to manage the Technology Development Divi~ion. 
- That person will also serve as the principal contact point fot the 

Councils and AID for the PACT. The costs of the two Program 
A ~ V ~ R O K S  are to be AID financed. The costo of the Technology 

- -~ Q Development Division will be borne by ICICI. 



AIP, from the funds authorized for this Project, will retain 
$400,000 to be utilized to directly engage. by grant. contract or 
otherwise, other institutions to broaden the scope and institutiotlal 
base of the PACT. Undertakings financed through this activicy 2re 
outside of the mandate of the grant to ICICI but will be supporylve 
of its goals. Funds may be made available to assess formal training 
requirements for RbD managers, run courses on R&D management and 
strengthen ties between the university and busine~s R&D communities. 

The project will be evaluated jointly by AID and ICICI early 
in years three and five. The evaluation in year three will 
concentrate on the effectiveness of the oyeratonal'aspects of the 
project. The evaluation in year five will focus on a~sessing 
achievement of the project's goal and puryose. The year five 
evaluation will also consider 3 future course of action for the PACT 
including continuation, termination, restructuring or uspinning outn. 

Implementation of the Project is intended to r c l y  heavily upon 
Lhe private sector expertise of ICICI and the Councils. Therefore, 
subject to certain limitations and criteria, ICICI in consulcat.ion 
with the Councils is to develop the apyccpriate yalicics and 
procedures, and most advantageous financing mechanisms. These 
policies and yrocedureo when adopted by the Councils will conet;it;ute 
the operating policies of the program. 

Similarly, procurement and contracting requirements of ICICI 
and subproject joint ventures will, to the maximum extent allowable, 
be in accord with the procuring entities standard procurement 
procedures as well at? good commercial practice. 

I I . RAT IONALE 

A. Role of Science and Tcch&-oJ-ogy_i~D~~e&_o~me~nt, 

Sustained technological innovat ion is one of the salient 
characteristics of the develoyod countries of North America. Europe 
and East Asia. The successful transition of countcies in theRe 
regions from traditional agricultural to modern industrial societies 
has been accompanied by a fundamental change in general availability 
of food, shelter, health services and material goods. ,Appljw$itt&nn 
of science and . ~ ~ t l _ n l - o q y - _ a ~ 0 ~ v , c ~ a J _ 1 , ~  has heen akey-r:a_c_&_o_~-~~~i~).-ag.~ 
k m b o l  of that- change, 



India. despite its considerable progress in the industrial 
field, is still predominantly a rural agrarian society looking 
forward to transform itself ,into a modern industrial one in which 
basic necessitites will be widely available. In planning for this 
structural transformation. science and technology from the vary 
outset have been given high priority. Since Independence. the 
Government of India has invested steadily and heavily in creating 
science and technology infrastructure. Today India ranks among the 
top fifteen spenders on R&D in the world. In 1948 total 
expenditure on R&U was on the order of $1 million; in 1983-84. 
$1.000 million. In terms of training technical manpower. Lha number 
of persons holding engineering. medical. agricultural. and sciance 
degreeB has risen from lezs than 0.2 million in 1950 to an estimated 

Ir 2.2 million in 1984. India now has the fifth largest pool of 
- technical manpower in the world. Government of India policy 

continues to be very supportive of building the countryls science 
and technology capability. 

1. Proqram for Adva~cement .,of Commercial Technolo4y 
- 

The Program for Advancement of Commercial Technology (PACT) is 
an experimental activity designed tt-accelerate the pace and quality - -- 
of commercial technoloqy development and innovatiog for products and 
production processes having application in industry, agriculture. 
health. energy and other areas important to the development of 
India. It is based upon the following key assumptions: 

-- technological progress plays a critical role in economic 
and social development; 

- ,,.. indigenous technology development capability to 
complement the import of technology from othar counLrios 
is important for technological progress; 

-- indigenous technology development capability can be 
significantly improved by engaging the resources of 
private enterprise. 

- Tho program focuses on the ltdevelopment endN of the innovation 
process. The aim is to translate research already completed at the 
idea and laboratory feasibility stages to full scale commarcial 

-- - production. Although there are many iterative stages in the 
innovation process. 90 percent of the cost. risk and time are 
involved in the tramlation steps. This is an area in which the 
strength of U.S. private enterprise can be brought to bear through 
~ n l  1 ahnrar-i nna w i  fl 
in India. 



The PACT supports the aim of USAID1s Research and 
Technology Development (RSTD) Strategy of helping India to utilize 
its scientific and technological talent better through applying it 
to the process of innovation. The PACT is a cross cutting activity 
that will help to translate research results into innovative, 
commercially viable products and processes that can hc spread 
through the mauketplace. 

In proposing the PACT, USAID will draw upon a fundamental 
strength of the lJ.S. by opening a channel to the U.S. private 
sector's capacity to identify and execute R6D projects designed to w 
be successful in the marketplace. It should be noted that the 
Mission views this project a; requiring active participation in its 
formulation and implementation of other organizational entities of 
the USG such as the Department of Commerce, AID'S Bureau for Private 
Enterprise and the Embassy's Commercial and Science sections. The 
Missionla HGTD strategy is premised on a comprehensive USG effort 
rather than one centered strictly around AID'S capabilities. 

The output of this project will be complementary to 
research projects AID is funding in agriculture and energy and is 
designing in forestry, family planning and biomedicine. For 
example, joint ventures resulting from this project conceivably 
might includ,e technology development on products and processes in 
fields such as electronic devices, energy conservation, pollution 
control, farm equipment, plant growth nuttie.-,ts, and biosynthstic 
products for use in agricu:lture and health. 

While Tndia was establiohing its i.myressive science and 
technology iufrastrucCute, Indian firms under the protcctivc 
umbrel1.a of import; subfititution were gaining considerable technical 
skill and ex2eriencc as local production progrc~sivoly replaced 
imports. Alno, capacity to assess, choose and opesate conventional, 
imported technology became widespread among Indian enterprises. By 
the 1980s India had arrived at a stage where important potential for 
productive interaction between the science and technology community 
and industrial enterprises to accelerate the pace and increase the 
scope of indigneous technological development was wide'ly perceived. 



Despite the perceived potential for indigenous technology 
developmcnt. the interaction between the science and technology 
community and erlterprises remained weak and the pace and scope of 
indigenous commercial. innovation relatively slow and limited. The 
extensive network of national laboratories has not developed sLrong 
links with industry and has not been very uucce~t~ful in producing 
cornme~cially viable technolcgy. Indian industry, long shielded from 
competition by import barriers and a regcl"ted commercial 
environment, has not invesLsd much of its human ur financial 
resources in the risky undertaking of technology research and 
development to earn a profit. Private enterpr.ise. which accounts 
for a small proportion of R&D expenditure, depends largely on 

e imported technology for new products and production processes. In 
1980-81, for example, expenditure on R6D was lass Lhan one half of 
that on technology imports. R&D expenditure, using the term 
loosely, though increasing in recent years, has tended to 

# concentrate on minor adaptation and assimilation of imported 
technology. Projects leading to new products and processes arc few. 

The meagre commercial output of India's national R6D network 
and industry has made technology imports the main source of 
technological innovation. India ,is acut+?ly aware of both the 
limitations and the hazards of habitual adoption of such a soft 
option. This healthy awareness coupled with the keen desire to 
rapidly modernise Lhu industrial sector is reflected in GOlts recent 
policies supporting indigenous commercial RSD. 

The Approach Payer to the Seventh F i v a  Year Plan, 1985-1990 
indicates a major change of emphasis in Sciance and Technology 
Policy. 

"The attempt will be to give up the ptactice of conuidoring 
science and technology as a sector in its own tiyht and to 
ensure that the bulk of science and technology effort is an 
integral part of all economic and strategic sectors." 

The above is implicit recognition of the underutilization of 

-. 
India's large science and technology community and the potential 
contribution it can make to economic development by closer 
interaction with producers. 



The GO1 now directly encourages firms to undertake H&D. The 
Income Tax Act, for example. allows full deductions for aL:L RSD 
expenditure including expenditures incurred within Lhrce years 
before c~mmencement of a business. Import regulations have hcen 
relaxed to allow in-house RSD units/laboratorie~ to imporc their 
full requirements of technical and professional equipment, raw 
materials, components. spares or other itcms on Open General License. 

A t  the same time that the GOT is pressing for increased 
in-house R&D, it is also encouraging foreign collaborations as a 
means of aquiring technology. Priority industries include 
electronics. energy. machine tools. chemicals, automotive 
ancillaries, agriculture related industries and pharmaceuticals. 
Foreign collaborations have risen from 389 in 1981, 590 in 1982, 673 9 

in 1983 to more than 700 in 1984. 

In brief. the GO1 has enacted incentives and relaxed v 

regulations and their interpretation in recent years to accelerate 
technological change both through increased indigenous R&D and 
foreign collaborations. Further enhancement of indigenous 
commercial R6D is officially recognixed as important both for 
efficient assimilation of technology dcquired ahroad and for 
developing indigenous technology. 

A .  Goal 

The broad secLor goal to which this project will contribute Is 
acceleration in the pace and quality of technology innovation for 
products and production processes c~~minating in new businesses in 
industry, agriculture, health, energy and other areaR imporLanL to 
Indian development. 

B. Purpose 

The project's purpose is to contribute to building market 
oriented R&D capability in the Indian private sector. 

I - 
The rationale for the PACT is that by facilitating and 

financing Indo-U.B. joint ventures, India's industrial and busiuess - 

- 
communities will be encouraged to invest resources in and develop 
effective R&D capabilities to sustdin new husinessea hdned on L m i i ~ n  
technological advancement. 



The use of the Indo-U.S. joint venture approach will engage 
Indian organizations in a collaborative process which will, aside 
from introducing new technology and processes from the U.S.. ayuaint 
and orient the Indian partner to U.S. R&D strategy, methodology and 
management. The subprojects promoted and funded under this project 
will be selected with the transfer of the R&D management process in 
mind. 

C. Detailed Deskriptign_ 

Tndo-U.S. joint ventures in commercial R&D will be the 
modality for achieving the project purpose. The PACT, through 
promotional efforts and financing, will encourage the format:.on of 
the joint ventures deemed critical to project success. 

The promotional effort will have both an Indian and a U.S. 
component. These components will publicize the advantage8 of 
undertaking commeccial R&D in India as well as the incenlives and 
assistance available from the PACT to stimulate and facilitate 
formation of joint ventures in commercial R&D. Over the five year 
life of the project AID will provide the promotional ~ffor1;- in India 
an $800,000 grant -- $400,000 to the Industrial Credit and 
Investment Corporation of India (ICICI) and $400.000 to selected 
Indian institutions -- to engage in promotional campaigns. Through 
the Bureau for Private Enterprise (PHE), AID will provide $1,000,000 
for the U.S. component of the promotional effort. 

The fj-n2~c-i_nq. which will be managed by ICICZ. will provide 
additional impetus to formation of joint ventures in R&D. AID will3 
capitalize the PACT special account by a grant to ICICl of 
$10.000.000. These funds will be available to Zndo-U.S. joint 
ventures for financing H&D projects. 

To provide pol-i-cy-and guidance for PACT operations two 
councils - an India PACT Council and an U.S. PACT Council - will be 
formed. ICICI in consultation with the Councils will manage the 
PACT. On behalf of the Councils. AID will provide a $200.000 grant 
to be administered by ICICT to cover costs of ~~eetings of the 
Councils during the life of project. 

Two major evaluations of the PACT will be undertakan - one 
during the third year of the project; the other, during the fifth 

- - .- y L I D  ell provirle a grafit of Brrl_OOiOOQ for  Lhcae eualuati~n~. 
ICICI will provide an annual report to the  council^ on the progrcss 
of the PACT. 
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2. Orqaniza t-ional Components_ 

The entities that will be directly involved in the PACT 
operation are: 

- an Indian Council and an American Council in joint 
meeting;&/ 

- IC'ICI; and 

- Other institutions such as business associations. 
consultancy services, and universities. 

In order that the PACT may benefit from Lhe comme?rcial 
experience of both Indian and American entrepreneurs and to heighten 
the visibility and thus extend the reach of the program, an Indian 
PACT Council and an American PACT Council will be established. 

The Councils will provide advice and guidance for 
PACT operations and will oversee the general management of the 
program. The Councils will adopt: 

the policy and operational procedures for the 
PACT program addressing. among other things. 
subproject selection criteria. models of joint 
ventures that will be eligible. technical 
evaluation processes. and terms and conditions 
for subproject financing: 

annual operating plans and budgets for PACT 
activities: 

the appointments of the Indian and American 
program advisors; 

- 
in joint meeting. 



( 4 )  any management fee schedule for 'reimbursing 
lCICI for costs incurred in carrying out the 
program; utilizing return flows and the corpus 
could be considered for this purpose. 

The Codncils will review.= the progress of the PACT based 
on reports presented by ICICI including those by the Program 
Advisor. India and the Program Advisor. U.S. Outside of the 
meetings. they will be apprised of PACT activities by regular 
reports, and when necessary, telephone calls, telexes, letters, and 
other forms of communication. Council members will receive 
notification from ICICI when a subproject proposal of more than 
$500,000 is to be considered by the screening commiL~ec. 

Each Counci:l will consist of five members. The 
Indian Council will be chaired by the  Chairman of ICICI and will 
include an official from the Government of India and Lhrcc prominent 
business persons. The U.S. Council wilL ir.cludc a representative of 
the U.S. Government and four prominent business persons. 

The Chairman of ICICI and the Administrator of AID. or 
persons designated by them. will select members for the India and 
U.S. Councils respectively. The bu~iness persons on both Councils 
will be chosen for their experience in managing programs known for 
translating R&D into commercially viable products and for their 
wide-ranging contacts in the business communities of the two 
countries. 

iii. Meetinas 

The Councils will meet approximately eix or seven 
times over the five year life of the program. Meeting sites may 
alternate between the two countries with the first mecLiny held in 
India. The Chairmen of the lndia and U.S. Councils will alternate 
as the chair of the Joint meetings. The Indian and American program 
advisors will also be invited to attend the meetings as non-voting 
participants as will the head of the Technology Development Division 
who will be designated Secretary to the Councils. 



iv. Finance 

From the grant, $200,000 will be utilized to support 
the Councils. The grant will cover the expenses of meetings 
including travel, out-of-pocket expenses of Council mambers, the 
Secretasy to the Council. the two Program Advisors, the cost of 
communications, and other related miscellaneous expenses that might 
arise. 

b. ICICI 

"The Industrial Credit and Investment Corporation of 
India Limited (ICICI) is a financial institution set up in 1955 to 
encourage and assist industrial developmcnt and investment in India." v 

nits obj~ctives. inter alia. include providing 
assistance in the creation, expansion and modernisation of 
industrial enterprises, encouraging and promoting the participation 
of capital in such enterprises and encouraging and promoting 
industrial investment and the expansion of capital markets. These 
objectives are pursued by providing finance in the form of long and 
medium-term loans or equity participation. sponsoring and 
underwriting issues of shares and debentures, guaranteeing rupee and 
foreign currency loans from other sources, making funds available 
for reinvestment by revolving fixed investments as rapidly as 
prudent and furnishing managerial. technical and administrative 
advice to Indian industry." 

" The primary function of ICICI ia to act a channel for 
providing development finance to industry. While performing this 
function it has been ICICI1s constant endeavour to play a more 
effective role in India's economic development, by adaptin its 

51 operations to the changing needs of the nations econony." - 
The principal functions to be cdrried out by ICICI for 

the PACT lqtilizing the organizational subcomponent.8 noted below arc 
a promotional effort and managemenL of the PACT ~pccial account for . . 
financing R&D subprojects proposed by Indo-U.S. joint ventucca. 

1 / -- The Industrial Credit and Investment Corporation of India, "A 
Source of Capital for Industry." -- 

------A -- - - - -  - 



The PACT promotional efforts in India and the U.S. are 
intended to publicize the available incentives. identify potential 
joint venture partners and projects, and facilitate formation and 
implementation of Indo-U.S. collaboration. 

The organizational sub components to be engaged in and/or 
managed by ICICI for the PACT to carry out. the above functions are 
the following: 

- Screening Committee 

- Program Advisors, and Technoloyy Development Unit, ZClCl 
I 

- Resource Panels 

A PACT Screening Committee will be established for 
subproject approvals. The Committee will include the Chairman of 
ICICI. the head of the Technology Development Division. legal 
counsel and one or two persons from outside ICICI with professional 
competence to evaluate subproject proposals for joint ventures in 
R&D. The Program Adviser, India and Program Adviser, 1J.S. (as 
available) will be invited as non voting participants to the 
meetings of the Committee. 

ii. ~ ~ ~ n O l O q Y  Devulo~ment Division and Program 
Advisors - 

In India. day-to-day operations of the PACT will be 
handled by the head of the Technoloyy Development Division working 
closely with the Program Advisors. India and U.S. Their 
responsibilities will fall into the broad categories of promotional 
activities aimed at surfacing and developing R&D proposals with 
commercial potential. managing the financial approval and follow up 
process and monitoring the progress of PACT collaborations. - 

The Technology D~vo~oprnent Division and Program 
Advisors will carry out the following functions: 

0 - inform U.S. and Indian businessmen about the 
opportunities and incentives available far joint ventures 
in commercial R&D in India; 

-- - ify~naiarr-asa -v.sTimrwZ c r p t x m r t - a r t r  i in - -iami€ t 
R&D collaborations and encourage them to explore joint 
ventures : - 

- 
m 



- finance small prefeasibility fitudies to explore promising 
but not fully developed ideas and structure plans to test 
their technical and commercial viability; 

- facilitate the negotiation of joint venturcs between 
partners; 

- help entreprefieurs obtain the necessary U.S. and GOT 
approvals. 

Services provided for financing will be as follows: 

? 
- assist joint ventures in ytcparation of R&D proposals for 

consideration for finance; 

- evaluate R&D proposals for their commercial potential and w 

technical feasibility; 

- negotiate subproject financial agreements with joint 
ventures appropriate to the portfolio goal of encouraging 
high risk, high return R&D; 

- monitor the subproject portfolio progress against 
pre-established benchmarks; 

- provide routine disbursement, collection and reporting 
services. 

Technology- Development Division --- 

The Technology Development Division will consist of a scnior 
career officer and staff. The senior officer shall ho a person with 
experience i n  developing new programs, a science or engineoriny 
background and thorough knowladye and cxyorieuce of 1CICI8s 
procedures and support etaff. The staff of the Division will 
between them possess the skills required for full and effective 
functioning of the PACT. The senior officer 'in charge of the 
Division and the staff will be career ICICI direct hire staff. The - 
Division will report to the Chairman, ICICI. 



Prouram Advisor,- India 

The person filling the position of Program Advisor, India 
position will be recruited from ouliside ICTCI. A long term contract 
will be offered. The individual selected will have a combination of 
promotional and technical sk.i.lls aud a background in lnariayemcntl in 
the private sr :or. Exper icrlce it1 managing tiew bus lness involvement 
in commercial R&D and familiarity Kith U.S. business and its 
practices will also be considered iri the sclsction process. The 
appointmen; to this high level position will be made by ICICI in 
consultation with the Councils. 

Once appointed, the Program Advisor, Iildia will be provided 
office space, secretarial services and other normal office overheads 
on ICICI's premises and in the same location as the Technology 
Development Division. The Proqram Advisor, India will travel to the 
U.S. at least once each year. The Program Advisor, India will be 
invited to attend subproject screening committee meetings as a 
non-voting participant. 

Proqram Adlsor, 1J.S. Ooffi-cg 

A Program Advisor, U.S. office will be establi~hed to 
publicize PACT in the lJ.S., to identify potential U.S. partners for 
Indian firms interested in joint ventures in R6D in India, and to 
acquaint U.S. business with the opportunities in India. The Program 
Advisor, U.S. will report to the head of the Technology Development 
Division and work closely with the Program Advisor, India. The 
Program Advisor, U.S. office will be Located in a major U.S. city 
and may be housed with a relevant non-profit instituLion such as Ltie 
lJ.S. Chamber of Commerce or Industrial Re~earch Institute (see 
Appendix I X  for discussion of options for the Program Advisor, U. S. 
Off ice). 

The Program Advisor, U.S. will be selectcd from outside IClCl 
and offered a long term contract. The Program Advisor, U.S. will 
have the same kinds of experience and qual.ifications as the Proyran 
Advisor, India with the emphasis on first hatid business experience - - and contacts in the U.S. and knowledye of India and its commercial 
environment. Selection for this high level pofiition will be made by 
ICICI in consultation with the Councils. 

The Program Advisor, U.9. will spend the initial period of his 
assignment in India to participate in the start up activities of the 
PACT, to develop working relationships with ICICI staff and the 
Program Advisor, India and to familiarize himself with potential 

-- - - - -  



Indian business clients and the present Indian business 
environment. The Program Advisor, U.S. will travel to Incia a 
minimum of one time each year. Also, the Program Advisor, U.S. will 
have an invitation to attend subproject screening committee meetings 
as a non-voting participant. 

iii. Resource Panels 

To assist the promotional effort in India and the 
U.S., resource panels consisting of approximately fifteen members 
each will be organized in both countries. The panel members will be - 

volunteers and will be appointed by the respective PACT Councils. s 
In the U.S., functioning of the Resource Panel will be the 
responsibility of the Program Advisor, U.S. office and in India the 
Technology Development Division and the Program Advisor, India. v 
Resource Panel members will be chosen for their contacts and 
technical expertise in fields expected to be particularly relevant 
to Indo-U.S. technology development joint ventures. The Councils 
will strive to appoint a mix of entrepreneurs, chief executives, and 
managers of R&D operations from enterprises with strong R6D 
orientations. Panel members will be called upon to help identify 
joint venture partners and projects. 

iv. Budqet 

ICICI operating costs, salaries and overheads of Its 
staff including office space, secreta~ial assistance, etc. have been 
estimated at $300,000 over the five year life of projecL. lCICI may 
propose. subject to agreement by thc Councils, reimbursement for 
routine and extra ordinary costs it may .incur in carrying out the 
PACT. These may be billed directly to clients or ckargcd to return 
flows or the corpus of the special account. 

The Program Advisor, India will have salary and 
travel and per diem costs, except to participate In the Councils' 
meetings, paid from the $400,000 AID grant to ICICI for promotional - activities. 

The Program Advisor, U.S. office will have costs 
covered from a $1,000,000 grant provided from AID/W central funds by 
the Bureau for Private Enterprise. 

- - - - - -- - -. - - - - -- 
-. No funds have been projected for the Resource Panels 

and such expenditures at? may be required may be drawn from the funds 
allocated for ICICI managed promotional activities. 



c. Other InstiLutions 

To broaden the institutional base and scope of Lhc PACT, 
lJSAID/India will manage a program to involve Indian organizations 
and institutions in addition to ICICI in the promotion of indigenous 
RSD capacity. Activities financed through this program will be 
outside the scope of the PACT'S operational mandate, but will be 
directly supportive of its goals and purposes. For example. funds 
may be made available to asseso formal training requirements of RSD 
managers. run experimental courses on an RSD management, undertake a 
study on constraints to technology collaborations, assess the 
adequacy of information systems for R&D managers. establish stronger 
links between university and industrial communities in R&D, and 

- support workshops. conferences. and seminars on topics relevant to 
commercial RtD. 

There are a number of organizations and institutions such 
- as the Association of Indian Engineering Industries (AIEI). 

:.a Technical Consultancy Organizations (TCOs) in several states. Indian 
Inszitutes of Technology (ZITS) and of Manag(?ment (IIMs) that have - 
capacity to make contributions to Indian private sector RSD 
development. There are other organizations such as the Indo-U.S. 
Joint Business Council and the Indo-American Chamber of Commercc 
that have also expressed interest in the PACT. 

To engage other institutions in the PACT. t h e  range of 
AID implementation mechanisms including grants and contracts may be 
utilized. Evaluations will be done by USATD staff. 

The project contains $400,000 for this component of the 
PACT. 

m 

Process 3. --.-- 

In the previous section. the PACT organizational 
components consisting of Councils and ICICX were described in 

- detail. In this section a scenario of how the Councils and ICICI 
will operate is presented. 

Y The initial step in the establishment of the PACT will be 
selection of persons for the India PACT Council and the U.S. PACT 
Council by the ICICI Chairman and AID Administrator respectively, or 
their designees. The two Councils will as soon as possible - 

- thereafter ro. be called to their first joint meeting. At that meeting 
* rules and Procedures .f-b- ..-t Tie .co-uncil.-wi..I-'. be-.specit' iud .~ 

Also, selection of the Program Advisor. India and the program 
Advisor. U.S. and a plan for PACT implementation will ha considered. 



A second joint meeting will be scheduled four-to-six 
months thereafter on PACT policics and $rocedurcs and an annual 
operating plan and budget for the first year of operations. The 
Councils will meet thereafter at least; once a ycar to revicw program 
progress, to consider anma1 operating arid budget plans, and such 
other matters as may require the Councils' attention. 

During the first six months in addition to appointment of 
the two Program Advisors, ICICT Technology Development Division 
staff will be appointed. The Program Advisors and Technology 
Development Divinion working t.ogether will formulate operating 
procedures and policies, an annual operating plan and budget. The 
Program Advisor, U.S. will spend tima in India to participat'e in the 
start up phase. 

Significant interest in the PACT has already been 
generated among firms in India and a few iri the U.S. during Lhe PACT 
design phase. It is expected this could become active pursuit of 
PACT financial resources and other services by Indian and U.S. 
businesses. To develop additional interest, promotional efforts 
will be mounted irl India arid the U.S. Lo hi.yhl.ighl; to Iridiati and 
1J.S. enterprises the commercial advatitages of Indo-lJ.S. joint 
ventures in H&D and the resources iind iticentives that PACT can offer 
to assist in br.ingitig the critorpristls together in yarLnurshiy. The 
PACT Program Advisors in India and the U.S. will lead the 
promotional effort. They will each make a minimum of one trip per 
annum to the U.S. and India respec~ivuly and will work closely  wit.^ 
one another under the supervision of the head of Lhe Tuchnolagy 
Development Division. 

When an interested El.rm without a joint; venture yartrier 
is identified, PACT staff will assist in locating prospective 
partners, formulating proposals, acquiring appropriate GO1 aud USG 
clearances and securing PACT finance. Similarly existing Zndo-U.S. 
joint ventures will be assisted in formulating proposals. acquiring 
necessary clearances and securing PACT finance. No hard arid fast 
rules have been or will be set detailing tha nature of cooperation 
between partners. The partners in a joint venture must make their 
own best judgment on division of responsibilities and benefits, and 
then reach their own agreement. 

Proposals submitted for FACT funding will be evaluated 
under conditions of strictest confidentiality. In overseeing this 
process, ICICI will ensure that proposals satisfy program objectives 
and undergo rigorous technical, sconomic, financial, and legal 
evaluation. The resources of ot.her TCICI units will be drawn upon 
and consultants with spacial.ity skills will be engaged as needed. 



Proposals will be sent to the U.S. National Bureau of 
Standards (NBS) for technical evaluation and non-binding 
recommendations on feasibility. Upon completion of the proposal 
evaluation, the Program Advisors, India and the U.S. and the head of 
the Technology Development Division will recommend approval or 
disapproval to Screening Committee. The Councils1 members will be 
notified by the head of the Technology Development Division when - 
PACT finance in excess of $500,000 for a single proposal is to be 

- considered by the Screening Committee. 

The head of the Technology Development Division will call 
a meeting of the Screening Committee to approve or reject PACT . funding for a subproject proposrl. The Program Advisors, Indi; and 
U.S. (as available) will be invited to attend the Screening 
Committee meeting as non voting participants. The maximum PACT 
financing for any single project will be $1,000,000. 

1 

The types of expenditures that will be eligible for 
funding include specific work on product and process developrnont 
involving engineering and experimental design studies, manufacture 
of prototypes and laboratory and market testing and pilot scale 
trials. This may entail financing equipment, specialized 
infrastructural facilities for housing the activity, materials, 
spare parts, special consultation chargeo, expenses for 
documentation and procurement of information, short term ~yocialized 
technological training of limited number of personnel, and 
reasonable travel and overhead expenses. 

The Technology Development Div.ision will monitor a11 
aspects of PACT including subproject progress, disbursemetlts, and 
compliance vith PACT assistance termc. Quarterly progress reports, 
annual budgets and operating plans as well as an a~mual report of 
PACT activities will be distributed for review by the Councils8 
members. These reports, budgets and plans will be prepared by the 

- 
the Technology Development Division and the Program  advisor^, India 
and U.S.. 

= In the third year of the project AID will undertake a 
midterm evaluation of the PACT focused on management effectiveness. 
In the fifth year an evaluation will be undertaken to assess the 
overall management impact of the PACT. The evaluation will consider 
whether to terminate, continue, restructure, or "spin outu the 
Program. At that time it will be determined whether to seek - additional funds for capitalization of the PACT. Because the PACT 
is an experimental project, breaking new ground, estimdtus of demand 
for finance and reflowa have d higher than normal degree of 
uncertainty. Although projections can be yene~ated ' # -  indicatu the 
conditions under which the PACT Special Account can be self 
sustaining, they will have little validity without operatiorla1 

______-  _______-_I_ _ - -- - - -- 
r - - - - - - - Y - *  



4 .  Evaluation of Subvroiect Proposal. 

Proposals for funding subprojects from the PACT Special 
Account will undergo rigorous technical, econmomic, financial and 
legal evaluation. This section describes subproject selection 
criteria, developmental considerations. technical evaluation and 
approval procedures. 

a. Selection Criteria 

i. Basic Criteria 

To qualify for consideration of PACT support, a 
subproject will have to: 

- involve the development, through commercial R&D, of 
aa innovative product or process which promise8 
tangible, direct benefit for the Indian economy and 
its developmental objectives; 

- be proposed by an India--U.S. company or company 
team. each member of which has a significant role 
and capability in the development and 
commercialization; 

- be capable of reaching the point of readiness for 
commercialization at a development cost to PACT of 
not more than $1,000,000 over a three year period; 

- demonstrate that the proposing partners have, or 
will have ready accesg to, the technical and 
financial resources both to implement the project 
and to benefit from the commercial potential of the 
product or proems developed. 

ii. Nationality - 
& 

- - With respect to tmtional. iLy rcgui.rements, the basic - 
- rule is that one or more Iudiatr enter yrisus or indivi.cluals, 

and one or more American enterpciscs or individuals. must bc 
- jointly involved in the proposal submission. These entities 

. - we-Fz3wt;& ;;ag-efiact~szy evifJ&ii-t,Ie sf imr'sk$-ii- i ) ~  t2f)ii-t;raz -- i I= - 
nationals of India and the U. S. AID by Project Tmyltment:at.i.ot~ 
Letter will provide its regulatory requirement13 on 



nationality. Essentially, two or more entities, at least one from 
each country, will apply as a team on the basis of at least a 
preliminary understanding between them. This understanding may be 
conditional on their obtaining PACT financing and the necessary 
approvals of the Indian and U.S. Governments. 

It is impossible at this juncture to address all the 
possible issues on nationality. For example, Indian or U.S. 
companies with subsidiaries or affiliates in the other country 
may not be found eligible to submit proposals jointly with 
their subsidiaries or affiliates, unless there is clear 
evidence of exceptional development benefit. and of active 
participation by both entities. Unanticipated formulations of 
potential subproject applicants will require judgcmenl by 
ICICI in consultation with the Councils as to whether Lhe 
companies and their proposal meet the basic objectives of 
PACT. Given the experimental nature of this program as much 
flexibility as ie possible should be allowed. 

iii. Innovati.$, 

In evaluating a proposal. consideration will be 
given to the context of the innovation, both its relationship 
to other products and procesfies that have been developed or 
are planned by the joint venture partners and by competing 
enterprises. Further, the innovation must be technically 
credible, i.e. initial feasibility sufficiently proven to 
warrant additional investment to commeccia.lize the product or 
process. 

PACT, while recognizing the uncertainties im~licit 
in predictions of future markets and yo~sible competiticn for 
any new product or process, will need adequate evidence that 
the companies have made a thorough analysis of the market and 
constraints. Typically fiuch an analysis will include 
identifying: 

- what market need is served; - 

- the performance features and selling price, and thus 
- - - - - --- - - - - -- t h o _ r n a n i r f a ~ V n r i  ----- n n r \ e f  u c r ~ ~ a r y  +n p a l - r a t e  t h o  

I market; - 



- a reasonable projection of the rate of growth of 
sales of the product or process; 

- the regulatory barriers to overcome; 

- an assessment of what competiLion exists or can be 
predicted which could seriously affect the succcss 
of the project. 

I 

The ultimate object of any PACT undertaking is the 
commercialixation of the R&D effort. Thus. proposals will be 
evaluated on the basis of whether the potential financial 
exposure and expected return from successful commercializatiou . . 
are reasonable. With respect to the financial criti!ria. such 
factors as whether the companies can cope with the peak and 
aggregate investments. and the extent to which partial 
achievement of sales goals will be adequate to merit the 
initial investment, will be taken into consideration. 

Projects will also be judged in terms of how the 
companies plan to implement a commeccial program. Some of the 
questions to be considered include: 

whether the participating companies will engage in the 
manufacture of the product or part of the product; 

who will sell to which market region; 

whether the companies curxeully have a suitable eales and 
service network. or whether it nocda to be created; 

to what extent the necessary resources for 
commercialization are available within the companies; 

if additional resources are requizcd, how i t  is proposed 
to acquire them. 

An R&D joint venture is often a complicated undertaking 
requiring close cooperation between the partners. Proposals 

- .  ' ' -mm %s--FXT .arrr n cerms ot TXiFmaTayernent 
arrangements contemplated. the internal review procedures. and 
the relationship of this joint venture organization to the 
heirarchies of the companies. 



The ultimate determining factor in the successful 
commercialization of innovation is. of course, the people and 
the companies involved. Therefore PACT as6essment of the 
participating partners should include their: 

record of performance in similar undertakings; 

the degree to which the proposed project can be absorbed 
into the existing structure of the company; 

the relationship of the proposed project Lo other company 
projects that receive support from outside agencies; 

financial infarmation which demonstrates that the 
companies can not only contribute their share of project 
cost, but have resources available for the 
commercialization phase; 

the resumes of key personnel. 

vii. Budget 

PACT review will include the budgets for the 
subproject for each year by each of the participating partners 
against specific benchmarks of progress to be achieved. 
Disbursement by PACT will bc made against progress on the 
approved research plan. These budgets should encompass phases 
of the project up to actual production and sales. 

b. Developmgnt Consi.gr3 t ions 

PACT is a major effort to build private sactor 
research and technology development capacity, clost?ly matching the 
Indian Government's yrioritie~ for Lechnologi,caL comyetitivan~ss of - 

- the economy. The program will finance ~ubprojects involving 
technological innovation for products and proccssus having 
application in industry, ayriculture, health, energy and ottlce a r m s  
of developmental benefit. The preference will be for activities 
with a high developmental priority f'or India and relating to sectors 
or industries important in the development process. The program 

- - will focus on RSD joint ventures in technology aevelopment capable 
of reaching the point of readiness for commercialixation in a three 
year period. 



Subprojects will not be financed which involve 
defense products or processes those which are inconsistent with 
India's development plans. or which are excluded from AID financing 
by policy, legislation or regulation. These limitations are to be 
found in the Grant Agreement and will be contained in the initial 
implementation letter and other materials to be furnished to ICICI. 
(See Section VII on Conditions and Covenants). 

The Mission considered explicitly tying USAID'S 
overall program strategy objectives to this program. or in spelling 
out a developmental criteria for PACT applicants. We concluded 
that at this "start-upu phase it will be more important to keep PACT 
flexible and closely paralleling the conventions of thc business and 
financing community in selecting proposals. In the Mission's view, 
India's developmental orientation is sufficiently in tune with AID'S 
objectives, and. given that ICICI is fundamentally a development 
bank. there are sufficient built-in a~surances that dcvuloymental 
considerations will be given adequate treatment. 

The Mission intends to include. i11 the third year 
evaluation, an assessment of the PACT subproject yortfoliols 
characteristics to determine whether specific developmental 
criteria should be added. 

c. Technical Evaluation 

Technical evaluation of proposals will be carried 
out by ICICI using resources of the U.S. National Bureau of 
Standards (NBS) and such others as may be necessary. The objective 
will be to evaluate the proposal with respect to newness. soundness 
of scientific and engineering principles a ~ d  likelihood of 
completion within a three year period. The proposed R&D subprojects 
will be analyzed in the context of the state of the art. This would 
include defining the required properties and functions of the end 
item; achievements necessary to accomplish the objectives: 
availability of suitable techniques or requirements for new 
developments; technical and economic constraints; patent searches; 
and assessment of the proposal it1 Light of commercial technology 
development in both countries. 

AccordingZy, in India ICICI will make full use of 
its various departments to undertake this evaluation. Where 
appropriate. it will draw on independent confiultants and tcchtiology 
experts to provide this assessment. 



In the U.S.. NBS will be requested to perform this 
service. AID will enter into an agreement with NBS setting forth 
the services to 3e provided and the cost of the service to PACT. 

Evaluation report costs initially will be funded out 
of the PACT promotional grant. Where subproject proposals are 
approved for funding, in most cases such report costs will be added 
to the credit extended to the vcnture and recovered according to the 
agreed financing terms. 

The technical eva1uat.ion process presents a 
particularly sensitive area when it relates to commercial R 6 U .  To 
protect the interests of the applicants, PACT will entcr into a 
confidential disclosure agreement with the submitting pactncrs. 
PACT will maintain the confidentiality of information so qivan, and 
use it only for purposes of evaluating the proposal. I t  will, 
however, be incumbent on the partners to identify informaLion which 
they deem confidential, or over which they claim proprietary rights. 

d. Subproject Agprovals 

After final review and approval PACT will enter into 
a subproject agreement with the proposing partners. This agreement, 
amongst other things, will specify the maximum amount of PACT 
financing, the amount of partners funding, the disbursment period, 
the research plan and the specific benchmark for achievement, the 
manner and amounts of payments to PACT, procurement requirements, 
remedies of ICICI and rights with respect to patents, technology and 
equipment upon default, termination, bankruptcy, etc. Subproject 
funding will be effected by a Screening Committee constiLuted for 
approval of the application. The Committee will include the 
Chairman of ICICT, a person with professional competence to evaluate 
subproject proposals from outside ICTCT and head of the Technology 
Deve lopmant Division, ICICI . The head of the Technology Develop~nent 
Division will act as Secretary to the Screening Committee. M.inutes 
will be recorded. The Screening Committee will meat as o f ~ o u  as 
necessary, to screen and approve or reject proposals. The Program 
Advisor, India and Program Advisor, U.S. (as avai.l.ablo) will he 
invited to attend Screening Committee meetings as non-voting 
participants. 

For any subproject with total funding in excess of 
$=*-f 7;b fky 6 ~ e [ ~ i i ? f t  aCCODlTt ; t k  6f - t h  T e w i w y  
Development Division will notify members of the Councils 
sufficiently in advance of consideration to all.ow members timc to 
register with the Screening Committee any concerns or suggestions 
they may have about the proposal. 



5 .  Subproject Aqreements 

In this section terms and conditions of financing f corn 
the PACT special account and other conditio~ls to be .included in 
agreements between ICICI and subproject applicants are outlined. 

a. Financinq Terms and Conditions 

Given the unccrLainty about market Eesponse to 
different PACT funding options and sustainabiliCy of the special 
account under these different options, the parties wil.1 allow 
flexibility in setting financing tecms and conditions during the 
PACT start up phase. Based on early experience, ICICI, in 
consultation w.ith the Councils, will determine and implement the 
subproject funding opzions that will most appropriately meet PACT 
objectives. 

The principal criterion guiding selection of the 
repayment terms and conditions will be those prevailing elsewhere 
for similar types of private sector innovative technology 
development. In proposing this criterion it is recognized that in 
India, where private commercial R&D is not extensive and financial 
markets have their own unique characteristics, very different terms 
and conditions may be required. This aside, the objectives in 
applying the criterion are to develop a portfolio of R&D subprojects 
significantly differentiated from the normal portfolio of a term 
lending institution by higher levels of risk. Of course, associated 
with higher level of risks, should be the yortential for a higher 
return wh.ich would improve prospects for ref lows to the special 
account. 

b. lS_ecmination of Subprojects 
* 

The broad spectrum of financing mechanisms 
available to ICIGI, ranging from true proporti.onato equity - 
participation to eorlditiotlal grant Lo loan. do not: allow Lhis paper 
to develop precicit language setting forth all ICICI onti t loments Lo 
disposition of tangible or intangible assets upon or prior to 

_. _ . X U ~ . ~ o o ~ , _ X i - n d L n a r ! ~  .LSD c.i~al__a-cccouIlt-t'ini?~cgd s 11 b 1) r o )I e c tt= . . _. 

These rights will, however, be addressed by ICICI in its agreements 
as part of its commercial Lerms and conditions and will, consistent 
with project objectives, refl'ect appropriate commercial practice. 
Related issues, such as security, collateralization and reporting 
will be similarly addressed. The terms and conditions will be 
submitted to AID as a precondition to AID disbursements foc 
subprojects. See Section VII. 



6. M~itorinq of Subprojects 

The subproject agreement with the Indian-1J.S. partners will 
specify that they agree to do the work as set forth i.n their proposal 
in accordance with good standards relevant to such undertakings and 
expend funds in accordance with the proposal and ttie requ.ircmcuts of 
the subproject agreement. In satisfying Lhesa cornmiLmetits. they will 
provide to the PACT semi-annual f iscill and tcctuiical. reports. arid a 
summary report on subproject execution at the end of: each year of 
support. The formats for such reports shall be described in a form 
and ~ubstance agreed to by AID and contained in a PACT Operations 
Handbook prepared by ICICI. The approved subproject applicants will 
maintain business and financial records and books of account for the 
work done for the subproject separate and apart from other business 
records. Such books and records will show the Indian and U.S. 
companies' contribution and evidence of compliance. PACT will have 
access to the financial records relating to the subproject for two 
years after its completion, or for as long as payments are duo PACT. 

These reporting requirements will flow into the PACT 
Technology Development Division. In operational terms. supervision 
and monitoring of the program will be largely entrusted to the 
Technology Development Division within ICICI. This Division will have 
the minimum necessary staff and authority within ICICI to monitor all 
aspects of the Program includicg sub-project progress.. compliance with 
conditional grant terms, and so forth. AddiLionally, this Division 
may obtain assistance from outside professionals, such as technical 
experts. to monitor and audit projects sponsored by PACT. 

The Technology Development Division will be expected to 
provide the members of the Councils and AID with regular progress 
reports on the operations of PACT, including anticipated new 
applications, identification of sub-project problems, and 
disbursements. 

# 

IV. -. Financial Plan 

A. Financinq of the PACT- 

The PACT involves several distinct activities, to be undertaken 
and partly financed by different entities for ttie five year  life of 

- 

-p&&-----ate- -as. .f *f 'r-f - . - -- . .  .-- . .. . ~ . ~ .  .- ---- ~ . .~~ . 



Indo-U.S. Private Sactor Pagl;zerg, which obtain - --- 
subproject financing, will provide anywhere from 30 up 
to 50 percent of each subproject's total cost; 

fCICI will contribute in kind operating expenses -- 
estimated at $300,000 for managing Lhu PACT; 

= 

other i11st.i tutions such as the AssociaLion of Indian 
Engineering Industries (AIEI), Indian Institutes of 
Technology and Technology Consulcancy Orgauizationr 0 

which qualify for USAID managed promotional grant ! 

support, will provide their requisite share of 
activity costs; and - 

AID will provide resources to cover (a) capitalization 
of the special account, (b) the PACT promotional 
activities (c) the Councils' operating expenses and 
(d) evaluation of the PACT. 

With respect to AID, two Bureaus will provide tho funds for the 
private sector R&D program in India: 

a) Bureau for A s h  will commit up to $11.1 million of the 
India Country Program level in the form of grant funding 
for the PACT; and - 

b) Bureau tor Private-Entcrpc.ise will commit up to $1 million 
of grant funding for U.S. promotional office expenses over 
a five year period. 

Out of the $11.1 million grant from the country yrogtam $10.7 
will be a grant to TCICI, the remaining $0.4 will be disbursed by AID 
to other institutions using standard conLract and grants procaducus. 

a) $10 million for subproject financing managed by ICICI; 

b) $ 0 . 4  million for promotional activities in India managed 
by ICICI; - 

c) $0.2 million for the PACT Councils' operating expenses 
managed by ICICI; 

e) $0.4 million to broaden the scope and instituional base of 
the PACT managed by USAID/I. 

The above information is provided in tabular form by source, - 
amount, program activity, and management i n  Table 1. 



B. Cost of the PACT 

1. PACT S ~ e g i . 1  Account 

The main cost i n  establishment of the PACT will be 
capitalization of the special account. AID has budgeLed $10 
million over 5 years. Because this is at1 experimental project 
the level of demand for finalice from the Special Account is 
uncertain. In the fifth year of this experirnenkal project a 
review will be undertaken to estimate future demand for 
finance, likely reflows and capitalization needs and, if 
appropriate, alternative mechanisms for utilization of funds 
and reflows. 

2. PACT Councils 

The PACT Councils will meet at least six times, 
alternating between India and the U.S. A budget for the Councils 
follows: 

Budget for J o i n t m e t i n q s  -o.£ the PACT Councils - 

1. Standard costs for a meeting of the Councils 

Travel. international 0 $ 3,000 
Travel. in country (India) (4 $ ZOO 
Travel. in country (U.S.) 0 $ 300 
Honoraria for business members (4 $ 100 per day 
Per diem @ $ 100 per day 
Misc. travel cost @ $ 100 per meeting 

Other expenses, e.g. 
secretarial, communicationo, 
documentation, and other misc. 
meeting costs $ 3,100 - 3,200 



2. Participants 

a. India - seven participants 
i. Council 

ICICI Chairman 
Three business members 
GO1 representative 

ii. Non Council participants 

Program Adviser. India 
Secretary to the Councils. ICICI 

b. U.S. - six participants 
i. Council 

Four business members 
U.S.G. representative 

ii. Non Council Participants 
U.S. Program Adviser 

3. Budgets for three meetings of Councils in U.S. and three meetings of 

Councils in India follows: 

a. Councils joint Meeting in India 

Travel U.S.-India-U.S. 
Travel. in country 
Per diem for 5 days 
Honoraria for 3 days 
Misc. travel costs 

6 persons $ 18.000 
4 persoris 800 
10 persons 5,000 
7 persons 2 , 100 
10 persoris -- 1,000 - 

26.900 

Other expenses 

Total for three meetings in India 
Council Joint Meeting in U.S. 
Travel. India-U.S.-India 7 persons 
Travel. in-country 5 persons 
Par diem for 5 days 12 persons 
Honoraria for 3 days - - _ _ - _  7 _- D e r ~ - 0 ~ s -  ._ 

-PTi;br. travel costif- 12 persons 



Other expenses 

Total for three meetings in U.S. 105,000 

Total for six meetings of Councils in India 
and U.S. 

Contingency 
Total Councils budget 

3. -PACT Promotional Activities 

The PACT Promntional activities for India have been budgeted at 
$400,000 for the pramotional activities to be carried out by the Program 
Adviser, India and Technology Development Division and $400,000 for Other 
Institutions to be managed by IJSAID. 

The budget for the promotional activities in India is expected 
to include the salary of the Program Adviser, India and at least one trip 
each year by that person to the U.S. The grants may be spent for 
expenses for consultants to assist in subproject development activilios, 
seminars/workshops, promotional expenses covering information and 
publicity brochures , costs of i d e a  development and prefeasibility 
studies and limited within India travel for Program Adviser, India and 
Technology Development Division staff. A notional budget for one year 
follows: 

Annual Budqet £or ICICI Manaqed PACT Promoti~1. 

Program Adviser, India 

salary 
international travel 
per diem 
domestic travel 
per diem 

Technology Development unit 

domestic travel 
per diem 

Promotional materials 



Seminars/Workshops 5,000 

Consultancies 10,000 

Idea Development and prefeasibility studies 30.000 

Total Promotion 80.000 

- - 

4. Procrram Adviser, U.S. Office 

The approximate cost of the PACT promotion in Lhe U.S. for 
one year follows: 

Annual Budget for P r o q r a m - - , A d v i s ~ ~ ~ ~  U.S. Off ice - --- 
Program Advisor, U.S. salary 
Support staff salary 
Telephone 
Telex 
Overhead/Office 
International travel 
Incountry travel 
Per diem 
Misc., publicity brochures, seminars/ 
workshops 
Idea development and prefeasibility 
studies 

Total 

5. Other Institutions 

The $400,000 retained by AID f o r  utilization by other 
institution in the PACT effort is expected to disburse at an average rate 'I 

of $80,000 per annum. 

- 

. 6. Evaluation. 

The costs for two major evaluatiocs will he $45,000 and 
$55 ,-QQO ~ ! b c : k _ -  Th i s- ~ = o ~ o g - s ~ ~ a g ~ ; ; r  g;';rv+&- - w e - v I ;  * 

miscellaneous costs for approximately three person months for aach of t h o  
evaluations. 



V. Implementation Plan 

A. Anticipated Sequence of Events 

In Section 111. C. 3.. Process, a narrative sequence of events was 
presented. The sequence of anticipated events is outlined below: 

Program Event 

1. Grant Agreement Signing 
" 

2. First meeting of Councils & 
meeting of initial CPS 

) 3. Selection and placement of PACT 
personnel. 

4. Formulation of operatiug 
procedures and policies, anrlual 
operating plan and budget, 
promotional etrategy, terms and 
conditions of finance. 

Estimate of 
Cummulative Time 

Elapsed 

2 mos. 

3 mos. 

6 mos 

5. Promotional effcrt commences 6 mos 

6. Second Councils meeting and 
meeting of all CPS 

7 mos 

7. first subprojects approved 9 mos 

8. First contract/grant with Other 
Institution signed 

9. Third Councils meeting review 
progress. annual budget and 
operating plan. 

C 

10. Mid term evaluation focused 
on management effectiveness 

9 mos 

1-1/2 years 

2 years 

11. Fourth Councils meeting 3-P/2 years 

12. Evaluation of project 
impact and requirements 
for additional resources. 

4 years - 



13. First sales of products from 
subprojects. 

14. Sixth Councils meeting, 
Recommendation to GO1 and AID on 
future of PACT 

15. GOT and AID mutually agree on 
course of action and take steps to 
implement 

16. Final evaluation 

B. Funds Com&ment -and Disbursement 

4--1/2 years 

4-1/2 years 

4-1/2 years 

6 years 

There are five different grant financing elements in the project: 

(1) The 310 million bilateral assistance grant to ICICI to 
finance joint venture R&D activities: 

(2) The $600,000 bilateral assi.stance grant to ICICI to 
finance the promotional effort in India and the costs of 
the two Councils; 

(3) The $1 million grant from the Private Enterprise Bureau to 
finance the U.S. promotional effort: 

(4) The $400,000 bilateral assistance grant retained by 
lJSRID/India to co-sponsor activities and programs with 
Indian institutions and organizations: and 

(5) The $100,0dO bilateral assistance grant to ICICI to 
finance the project evaluation. 

- 

Following is a description of the planned disbursomsnt procodutes 
for each element. These procedures are subject to change should they 
prove to be inappropriate in terms of needs or timelinuss. Any changt3~ 
will be made in consultation with Lhe USAID/lndia Controller. 

1. $10 MilJ.ion for Finarlcinq Joigt Ventyrc R&D Activities f i  - 

After.ICIC1 has satisfied the Coruiitions Precedent to 
disbursement, AID will make $10 million of grant funds avai.lable for 
financing joint R&D actvities. Upon receipt of a letter from ICICI that 

; . - . .  --- . . 
a m i m g - - e c l ,  F J D  WLLI, u ~ F T L ~  

- procedures now in practice, release the appropriate amount of dollars to 



the Reserve Bank of India which will in turn credit the ICICl account 
with the equivalent amount of rupees. ICICI will subsequently make the 
rupee disbursement to the joint venture. Should the joint venture 
require dollar funds it will apply to the Reserve Bank of India where it 
will receive preferential treaLment as a participant in this program. 

AID will make available $400,000 to finance the promotional 
effort in India and $200,000 to cover the costs of the two Councils. 

1 ICICI will claim reimbursement for Lhese typec of expenditures by 
- submitting Form 1034 to AID on a quarterly or semi-annual basis. (An 

exception here could be the travel costs of the U.S. Council members and - 
the costs of Council meetings held in the U.S. In Lhese instances, it 

-k is likely that the Program Advisor, U.S. will make the initial financial 
- outlay from his resources and then claim reimbursement by subm.itting 

Form 1034 to USAID/India.) 

3. $1 Million for U.S. Promotional Effort 

The Private Enterprise Bureau will contribute $1 million so 
that an office can be set up in the 1J.S. to promote joint ventures in 
R&D with Indian firma. The funds will support Lhe salary and travel of 
one full time Program Advisor as well as the costs of operating the U.S. 
Office, including supplies and secretarial support and subproject idea 
development and prefeasibility studies. To acquire thesi services, PRE 
will enter into a contractual agreement with the Program Advisor. U.S. 
Disbursement will be made by PHE upon receipt of the Form 1034 from the 
Program Advisor. Because supervision of the Program Advisor will be the 
responsibility of ICICI and not the  PRE Bureau, ICICI will communicate 
to PRE on a quarterly basis on the Program Advisor's performance. 

4. $400,Q00 for In-India Promot_isgl, Effortg 

b 
USAID/India will oblLgata up to $400,000 to support Indian 

institutions and organizations with activities Lhat encourage the growth 
of an R&D culture in the Indian business community. It is expected that 

- AID will obligate these furids through contractual or grant agreements 
with such institutions and organizations and di~burse according to the 
terms of the specific agreements. 



5. $100,000 For EvaluaLi~n. 

The $100,000 for evaluation will be obligated to ICICI and 
committed by AID through contractual agreements with the firms or 
individuals chosen to conduct the evaluations. Disburseme~lts will be 
made in accord with standard procedures. 

Disbursements 6 -------- 

The disbursement period for PACT will be five years. 
Estimated annual disbursements are set forth in Table 2. 

C. Procurement and contracting Procedure_s_ 

1. ICICI Subproject Finan_c_inc Procurements 

Recognizing the desirability of maximizing the ability of 
ICICI and the subproject ventures to utilize traditional private sector 
mechanisms for procurement and contracting, IJSAID will seek blanket and 
ad hoc reflief from AID regulations as to source/origin/nationality, 
-7 

shipping and competition identified as incompatible with this interest. 
There is considerable PRE precedent for such relief. Procurement, 
however, may not raise significant concerns because of availability of a 
IJS dollar contribution from the US participant in the joint venture not 
subject to AID regulatory constraint which will be used for foreign 
exchange procurement. Similarly, the Indian Rupee contribukion by the 
Indian participant is not subject to AID regulatory constraint and will 
be utilized for local currency procurements. 

- Subproject financing agreements entered into by IClCI will 
incorporate relevant AID procurement regnlaLions but, wherever possible 
and commercially reasonable, deference will be given to tho joint 
ventures or industry's customary procurement and contracting practices. 



2. USAID Support of Other _IIs_tit:u_t~i+o_ns .and PRE Activities 

USAID will exp'lore the full range of procucament opt.ions, 
special support grants, cooperative agreements, institutional and 
non-institutional contracts, "buy-insn, etc. to implament the support of 
other institutions component of the Project. AID regulat.ions, with 
appropriate waivers. will be followed. 

PRE will finance and implement the US promot.iona1 effort as 
otherwise described in the Project Paper. 

.I 

D. Monitqrinq and Evaluatig0nn 

J 
1. Monitoring 

This project will be managed out of :he Science and Technology 
Division that lJSAID/India is currently in the process of establishing. 
It is expected that a senior foreign national will devote fifty percent 
of his/her time to the project and the U.S. direct hire division chief 
will contribute approximately ten to fifteen percent of his/her time. 
The project officer will monitor the progress of the project. The 
officer will follow the anticipated sequence of events outlined in 
Section V.A. above and ensure that evencs are yrocecdlng in a timely 
manner. The officer will track tho progcess of PACT by occasional 
visits to ICICI and by reviewing reports as well ao the budgets and 
operating plans. Visits to research sitas will be made to verify 
compliance with A1D procurement and contract procodurss. Case studies 
will be completed annually to identify strenyths and weaknesses of the 
program and to recommend improvements. 

2. Evaluation. 

- 

This project will be jointly evaluated by AID and ICICl early 
in years three and five using a team independent of the Councils and 
ICICI. The evaluation in year three will look primarily at the 
effectiveness of the operational aspects of the project. For example. 

, it will review the financial packages that are being offered, examine 
the success of the promotional effort, assess the performance of the 
entities formed for the PACT including the Program Advisor. U.S. office, 
the Program Adviser, India and Technology Developemnt Division and the 
Councils. The team will also explore the PACT subproject portfolio with 



a view to assessing the innovativeness and developmental relevance of 
subprojects approved. types of collaborations. technology Lransfer 
likely to occur and broadly the emerging chacacteristics of the 
portfolio. 

The focus of the evaluation in year five will be on the 
overall impact of the PACT with respect to projecL goals and 
purpose. In addition to reviewing operational aspects. the year 
five evaluation will determine the number of collaborations 
sponsored under the project. the sales of the early collaborations. 
pay-back to ICICI and assets created. The level of innovativeness 
of products and processes developed, and the impact on the 
enterprises1 future research and development plans will be 
reviewed. Also an assessment will be made of demand for special 
account finance. likely reflows and whether new infusions of 
financial support are warranted and justified. 

VI. Analyses 

A. Financial Analysis 

The key issue in the financial arlalysi~ is tho tension 
between the PACT purpose of cncouraginy high risk. yotcfltial1.y high 
return investments in R&D and the reyuiramerlt that the special 
account become self susLaining. An important factor in Lhis regard 
is that company laws (specifically the Companies1 Act). fiscal. 
incentives and secur.ities markets are not conducive to a venture 
capital concept as practiced in the U.S.. namely sharing risk 
through equity participation. For example. the  ~ompan.i.es I Act does 
not allow a company to buy back its shares without going Lhrouyh the 
Courts. India does not have an Over-the-counter or unlisted 
securitieo market. Stock exchange listing rules and Companie~l Act 
requirements make it very expensive for a  mall or mudlum size firm 
to issue shares. In other words. exit for the venture capitalist is 
difficult. Also. limited partnerships are not all.owed under the 
Partnership Act. This and other attractive fiscal incentives 
available in the lJ.S. for venture capitalists are not available in 
India. The overall effect is that taking an equity position in an 
R&D venture is not likely to be a financially attractive 
proposition. Under these circumstances the special account must 
look for the most part to other means to recoup finance made 
available to Indo-U.S. joint ventures. This does not. of course. 
preclude the Councils or ICICI from raising with authorities changes 

A 
in public policy that would make venture capital a more attractive 
proposition. .. - - - -- 



In design of the project an in depth analysis of different 
financial terms on the character of the portfolio and suotainability 
of the account was carried out. A cash flow analysis was undertaken 
which took account of the disinclination of firms to borrow for R6D 
and the likelihood of a higher rate of subproject failure associated 
with funding R&D subprojects. The analysis shows for different 
interest rates, the levels oC investor exposure (determined by the 
financial incentive offered to the investor by the PACT) and risk to 
the special account (average likelihood that subprojects will 
result in commercial sales), the PACT can offer and accept and 
remain self sustaining. This analysis, which is attached as 
Appendix ~ k ,  was prepared for internal puposes to help determine the 
terms and conditions of AID funding to ICICI. It centered on the 
issue of the impact of AID financial terms on the operational 
effectiveness of the project. The very same issues AID faced in 
determining terms of finance to ICICI are also the ones the Councils 
and ICICI will have to resolve in setting terms and conditions for 
subprojects. 

Tables 1 and 1.1 (see Appendix V )  show cash flow for the 
illustrative Sales Agreement repayment model also described in 
Appendix V. The Tables differ in tkat ;  Table 1 is based on the 
premise that 50 percent of the finance to subprojects is paid back 
in full (approximately twice what was drawn from the Special Account 
with three years grace and five years thereafter to repay) and Table 
1.1, on the premise that 80 percent is paid back in full. Table 1 
shows the special account not to be sustainable with a 50 percent 
success rate. In year G the account runs a negative balance and 
even with reflows never manages to reach a eustainab1.c level. Table 
1.1 is more promising. However, LC< achieve this LeveX of 
sustainability requires a portfolio with an 80 percent succcss 
rate. If this constraint is accepted the portfolio would either 
have to be heavily weighted with relatively risk free types of R&D 
in order to take on more venturesome subprojects or edge over, as a 
whole, toward what is already taking place in the market, namely 
financing of minor adaptations of imported technology. 

An alternative to the above scenario is to tighten the 
financial terms to the joint ventures. Tables 2 and 2.2 (see 
Appendix V) offer a different, less attractive set of financial 
terms to the joint venture. Tables 2. and 2.1 are indicative of the 
cash flow from the illustrative Sales Agreement/Loan and Conditional 
Loan/Loan repayment options respectively which are also described in 
Appendix V. The Tables differ in that Table 2 assumeu a 50 percent 
payback of the Sales Agreement and Conditional Loan portions of the 
finance and Table 2.1, 80 percent. In both case the prospects are 
for the special account to be self sustaining, though in the case of 
Table 2, without infusions of new capital, the account only reaches 

- p a r T I e ~ s O f  -iTis:6urs emme n t tl - Ln ' y &a r -I. O 2 rid- ~ a r e -  -2-2,- i nTe<r-8, 
The major question raised by Tables 2 and 2.2 is whether the tighter 



terms will be attractive enough to draw Indo-U.S. joint ventures 
into the market. The preliminary indication based on the surveys 
of U.S. and Indian business persons (See appendices VII and VIII) 
is that they probably are not for the i1lusl:rative Conditional 
Loan/Loan option. 

The cash flow analyses undertaken for this Project Papcr are 
primarily useful as indicators of the issues the Councils and ICICl 
will have to grapple with in fixing the terms and conditons for 
repayments to the special account. The PACT in India is stepping 
off into largely unchartered waters. The empirical foundation for 
making an informed judgement about the repayment terms and 
conditions that should be adopted does not exist. The kinds of R&D 
proposals that will come forward. likely success rates. behaviour of ' 
the firm in response to various financing options are unknowns. 
Until experience becomes available, fixing on one or two option as 
the method of repayment may be counterproductive. Hence. flexible 4 
criteria for subproject financing have been adopted for the start up 
phase of the P X T ,  

B. Economic Analysi-8- 

The underlying economic yre~nioe of this yrojcct is that 
India is at a staye in its development where acce1eral:ion of the 
pace of indigenous technology dovelopmenl: will yield sj.qn.i.f icant1.y 
positive economic benefits to the country. At present private 
commercial R&D is less than 1 percent of turnover as compared with 
rates of 2 percent to 4 percent in most developed couniries. 
Corollaries of this relatively low level of R&D are almost total 
reliance on imported technology for technological innovation and 
significant underutilization of the scienco and technology 
capability of the country. While thore is little question that 
purchase of technology will remain an important source of 
innovation. failure to develop indigenous capability to innovate 
exposes the country to technological stagnation during periods when 
foreign exchange is tight and over the louger term condemns India to 
a disadvantage in technological competition for its own domestic and 
world markets. A t  the same time. an additional cost is imposed on 
the economy by the inability to develop mcans to harness the 4 

substantial investment in scientific and technological manpower and 
infrastructure to economic ends. 

4 

- The main economic issue for tho PACT Is whether now i~ the 
right time to c~ntribute to building a culture of private sector 
R&D. The presence of a large pool of skilled human resources. an 
increasingly technically sophisticn ted businees community and 

.- L O  A -&-.- ~ - f o r ~ - ~ ~ ~ y  i l m a m e ~ ~ o d u c ~ s  
indicate that the requisites for successful encouragement of private 

- 



sector. commercial R&D are in place. In the prcfeasibility analysis 
for the PACT three interrelated con~traints to private sector R&D 
were identified in the areas of information. human resources and 
finance. Constraints in these areas, of course. are only partial 
answers to the question of why more private sector R&D is not 
happening. The policy and regulatory environment. especially as it 
affects market structure plays an important role in detarming the 
level of R&D. The actions of the Government of india in recent 
months toward liberalizing the economy are very encouraging in this 
respect. 

In approaching the economic analysis for this project the 
Mission determined that the payout in terms of additional insight 
gained by trying to develop assumptions abouL income streams from 
R&D subprojects required to achieve an adcquatu rate of return would 
be insufficient to warrant its being undertaken. The problems posed ' by the uncertainties surrounding factors such as costs, types of RBU 
subprojects, and access to data aside, the institution huildi.ng goaJ. - 

a suggested alternatives that could bc explored with benefit to the 
project. The focus of the economic analysis is on the policy and 
regulatory environment and the investment behaviour of the Tndian 
and American enterprise with rcBpect to technological. innovation. 

To the above end the Mission commissioned two studies --, one 
in the India and the other iu the U.S. (sue Appendices V and VI). 
The study in India covers the impact of the Indian policy and 
regulatory environment on commercial R&D and factors affecting 
investment behavior of the enterprise in selecting Rources of 
technological innovation. The U.S. study covers the response of 
U.S. enterprise in investing in joint ventures in R&D in India and 
factors affecting that response. 

The findings of the two studies taken together indicate that 
numerous aspects of the policy and regulatory environment of India 
and to a degree the U.S. act as disincentives to collaborations in 

- 

technology development. However, both studies concluded that the 
perception and the reality of the trends in the policy and 
regulatory environment are more favorable toward Indo-U.S. 

- collaborations in H&D than in the past. The India study emphasizes 
that in the short term the liberalization now underway will tend to 
favor purchase of technology and minor adaptations and assimilation 
of imported technology as sources of techuoloylcal change over 

h 
investments in R&D. A t  the same time. t;he ~ c a l e  of tho PACT in such 

-- that adequate scope exists for promoting and financing joint 
ventures in R&D. The responses of business persons to the surveys 
in the U.S. and India strongly supports the conclusion that scope 

m exists now for promoting private sector R&D. The joint ventures 
that will be formed aye a a c i & h \  h a v e  -7 a i n n i f  it-fin+ -- 

demonstration value and llhoLp in ushering in an R&D culturow. Taken 
from .this perspective the PACT will he working at: tht? frontier of 
technology development in India. 



C-Institutional Analysis 

1. Definition o_S Development Finance Corporation 

Development finance corporations have generally been 
established in developing countries where commercial banks are not 
able to provide either the longer term financing needed for 
development projects or short-term loans Lo unproven entities that 
nevertheless have the potential to contribute to growth. Commercial 
banks in these countries traditionally finance inventories in urban 
trade and industry. Their loans are generally short term; the 
borrowers' inventories form collateral; and tho recipients of the 

t 

funds typically have an established financial record. Because these 
banks are usually risk-adverse, and do not have the capacity to 
evaluate longer-term or unusual projects submitted by unproven 4 

borrowers, commercial bankers neglect thc investment opporLunities 
that could be profitable beyond the short term. Dcvcloymunt finance 
corporations were conceived to meet several naeds--to make the - 

long-term loans or equity investment required by a growing 
industrial sector; to strengthen national development strategies hy 
investing in rural areas by improving project appraisal methods: 
and, no less important, to introduce new financing concepts. 

Beginning with its creation in 1955, ICICI has directed its 
ti.nancia1 resources to support the development priorities of India. 
In the early years the priority was rapid industrial. devclopmont 
through wider entrepreneurship, and output oC essential 
consumption and durable goods and diversified capital goods. Later, 
ICICI expanded its mandate to assist in the process of balanced 
regional growth and development of backward areas. In 1984, ICIC18s 
sanctions of direct assistance to projects located in backward areas 
amounted to 57 percent of its total sanctions. 

ICICI has demonstrated a consistent willinynuss Lo break new 
4 

ground in India and has been notably eucccssful in making these new - 

ventures work. In 1977, it became the Indian pioneer in the 
merchant banking business wharo it is involved with yrojecLs from 
the time the proposal is formulated to the Lime the ontcrpriso goes 4 - 

- into production and bCComt?R a bankable proposition. J n  its role of 
merchant banker, ICICI rc?nders advice on y.l.anl; capac iLy, product 
mix, mobilization of finance, and even marketing of output. A l ~ o  in 

- 1977, ICICI sponsored the creation of the Hons:i.ng Dovi?lopment - 

- 2  - - -  - . 
A Amc b ~ r r z 9 1 ~ ~ ~ ~ S t t  o r m L erld m g  
institution in India to enter the leasing business. 



ICICI has been instrumental in setting up industrial and 
technical consul taricy organizations to guide eutreprcneurs through 
the design, implementation, and management of projects and in 
supporting various training infititutions. 

Because of its well established reputation in program 
development and financial management, ICICI has been tapped as a 
source of technical. assistance to development banks in Ghana. Sri 
Lanka, Jamaica and Nepal. 

Ownership shares of TCICI are Largely h e l d  by pub1.i.c sector 
corporations, incl.uding a number of nationalized commercial banks. 

b Of ICICIts issued share capital of Rs.270 ~ni'llion ($25.5 million). 
public institutions hold 79%. foreign shareholders (mainly 
commercial banks) hold 14% and the remaining 7% is held by some 
2,056 private Indian investors. 

ICICI is operationally autonomous except in respect of the 
procedures for appointing auditors. Relations between GO1 and ICICI 
are good and. through its close contact with the business commun.ity, 
ICICI continues to be an important link between the private Rector 
and the Government. As of December 31, 1.903, TCICT.'s resources 
totalled Rs.15.7 billion (US $1.49 billion). Foreign exchange 
equivalent to Rs.6.4 billion (US $607.7 mi.LLion) accounted for 41 
percent of the total. while domestic resources provided the balance 
of Rs.9.3 billion (US $880 million), or 59 percent. Much of ICIC18s 
foreign currency resources have come from the World Bank. Of the 
total foreign exchange raised by ICICI up to December 31. 1983. the 
fourteen Rank loans accounted for US $733 million. net of 
cancellations, or 71%. Twenty two lines of credit from 
Kreditanstalt fur Wiederaufbau ( K f W ) ,  totalling US $82 million 
equivalent, accounted for 8% and eight United Kingdom tied lines of 
credit accounted for 2% of total foseign exchange resources. The 
remaining 19% was primarily made up of four Euro-currency loans, one 
floating rate note issue. one USAID loan and one Swiss Franc bond 

1. 
issue and two Eurocurrency syndicated loans. 

ICICI is well managed and operates effectively under a 
ComDetent and ex~erienced Board. Mr. S.S. Nadkarni is Chairman of 
the-~oard and ~ a n a g i n ~  Director with overall responsibility for all - --- . - - - --- 

I a ~ T Y € 7 C K T T - T t i e  t~tZeen members of t h e m - - -  
represent the GO1 (2 members), public financial institutions (2 
members), foreign shareholders (2 members), the professions and 



business (7 members), and full-time executives n f  IClCl (2). The 
Board sets ZCZCI1s overall financial and opecaCional policies and 
decides on individual project proposals involving an exposure above 
Rs.20 million (approximately $1.68 million). ICICI1s organizational 
structure is sound and it continues to have a strong and capable 
middle management. On Decembe~ 31. 1984 ICICI1s total staff - 
number~d 700 of which the numbex of profcssio~ial staff was 201. The F 

overall quality of ICICI1s staff remains high and turnover remains 
relatively low. 

As of December 31. 1983, ZCICI had approved assistance 
totalling Rs.26.4 billion (US $2.49 billion) for some 3.900 
projects. The sectoral distribution of assistance reflects ICIClls 
concentration on non-traditional and technologically more advanced 
industries: more than half the total was to the engineering sector, 
including metal and metal products, mechanical and electrical 
machinery and transport equipment, and to the chemical and 
petrochemical industries. Other subsectors receiving a significant 
proportion of ICICI financing were textiles. pulp and paper, and 
cement. ICTClls clients are predominantly medium to large sized 
private sector companies, and ICICI1s average assistance per project 
amounts to Rs.9 million (approximately $750,000) corresponding to 
about 20% of total project costs. ICICI has a strong emphasis on 
encouraging the modernization and upgrading of clients' plant and 
equipment to improve overall industrial efficiency. These efforts 
extend a160 to advice to clients at the appraisal stage on 
technology choice and engineering design. 

Pursuant to Sections 216.2(c) (2) (ii) and 216.2(c) (2) ( x )  of 
Regulation 16, an environmental analysis was not required in 
conjunction with the PACT project design. The PACT will support 
controlled experimentation for the purpose of accelerating the pace 
and quality of commerci.al R&D and technology develop~nent in India. 
The R&D generated by the project will be subject to careful 
evaluation and monitoring by Indion--U.S. joint ventures interested 
in establishing commercial and technical feasibility fox new 
products and processes. AID support will assist in the 
capitalization of for the prupose of making sub-loans to promising 
commercial R&D ventures: such AID support does not involve 
reservation of the right to review and approve individual Loans made 
by - the - - - - . - ICICI. - - 



I n  t h e  c o u r s e  of PACT p r o j e c t  i m p l c m e n t a t i o n .  ATD w i l l  s e e k  t o  
e n s u r e  t h a t  a p p r o p r i a t e  e n v i r o n m e n t a l  r e v i e w  p r o c e d u r e s  a r c  
i n c o r p o r a t e d  i n  T C I C l l s  s y s t e m  of f u n d i n g  s p e c i f i c  R6D v e n t u r e s .  
A I D 1  s own env i ro r imon ta l  p o l i c y  and  s t r a t e g y ,  inc: l l id ing t!nvirotlmerltal 
d e s i g n  c r i t e r i a  and g u i d e l i n e s  f o r  p r ~ j e c t  d e v c l o p m c n t ,  w i l l  be 
p r o v i d e d  t o  PACT1s two C o u n c i l s ,  wh ich  w i l l  have  o v e r s i g h t  
r e s p o n s i b i 1 , i t y  f o r  p r o j e c t  o p e r a t i o n s .  P a r t  of t h c  A I D  g r a n t  o f  
$400,000 t o  I C I C I  f o r  R&D promot ion  and c o n s u l t a n t  s e r v i c c s  may b e  
t a r g e t e d  f o r  e n v i r o n m e n t a l  a n a l y s i s  and p r e - f e a s i b i l i t y  wock 
a s s o c i a t e d  w i t h  R&D i n i .  t i.a t i v s s  c a r r y i n g  somcl o r  a n  unknown clegrea 
of r i s k  t o  t h e  environment; .  To t h e  ex t en t :  p o s s i b l e ,  A111 wi.l..L work 
w i t h  T C I C I  t o  promote s p e c i f i c  t y p e s  of R&D and t e c h n o l o g i c a l  
i u n o v a t . i o n  t h a t  may p r o v i d e  s o l u t i o n s  t o  o n v i r o n m c t ~ t a l  p roblems 
c u r r e n t l y  impeding  I n d i a ' s  deve lopmen t .  

V I  I .  P r o j e c t  Aareement ,  C o n ~ ~ i o n s ,  C o v e n a n t s ,  'Cg-!-rnlq&ato!! 

A.  P r o j e c t  Agreement 

A s  p o i n t e d  o u t  by AZD/W i n  S t a t e  0 9 6 8 7 2 ,  t h e r e  is no 
p r e v i o u s  model f o r  t h i s  i n n o v a t i v e  p r o j e c t .  I t  i s  t h e  M i s s i o n l s  
i n t e n t i o n  t o  o b l i g a t e  t h e  U S  d o l l a r s  1 0 . 7  m i l l i o n  ( U . S . . d o l l a r s  4 . 0  
m i l l i o n  i n  1J.S. FY 8 5 )  t o  ICICI t h r o u g h  t h e  s t a n d a r d  B i l a t e r a l  G r a n t  
P r o j e c t  Agreement w i t h  o n l y  minor  r e v i s i o n s  t o  r e f l e c t  t h e  i i l e n t i L y  
of t h e  r e c i p i e n t  a n d ,  if a d v a n t a g e o u s ,  i r l c o r p o r a t i r l g  e a r l i e r  AID/W 
approved  " I n d i a  s p e c i f i c n  m o d z f i c a t l o n s  t o  t h e  s t a n d a r d  p r o v i s i o n s .  
S i n c e  t h i s  i s  t o  be f u l l y  g r a n t  f u n d c d ,  l o a n  c o n c e r n s  s u c h  a s  
n e g a t i v e  p l e d g e s ,  c o l ' l a t c r a l i z a t i o n .  payback ,  g u a r a n t e e s ,  and 
m a i n t e n a n c e  of v a l u e  need n o t  b e  a d d r e s s e d .  

C o n d i t i o n s  B - - - - - - - - . -  

I n  a d d i t i o n  t o  t h o  s t a n i l a ~ d  p r o v ~ s i o t i s ,  the Eo:llowi.~ig 
C o n d i t i o n s  P r e c e d e n t  w i l l  b e  i n c l u d e d  i n  t h c  P r o j e c t  A y r c e ~ n ~ u t :  

- -- - -  An o p i n i o n  of  Counse l  a c c e p t a b l e  t o  A I D  t h a t  t h i s  Agtuoment 
h a s  been-duly  au t h o t i z e d  a n d / o r  c a t  if lea- by ,  and exocu terl on bGFia1E 

. 

o f ,  t h e  G r a n t e e ,  and  t h a t  i t  c o n s t i t u t e s  a  v a l i d  and l e g a l l y  b i n d i n g  
o b l i g a t i o n  o f  t h e  G r a n t e e  i n  a c c o r d a n c e  w i t h  a l l  of iLs t e rms  and  i n  
a c c o r d a n c e  w i t h  t h e  l aws  of I n d i a ;  arid t h a t  t h e  G r a n t e e  i s  a  Company 
d u l y  i n c o r p o r a t e d  unde r  t h e  l aws  of I n d i a ,  h a v i n g  t h e  c o r p o r a t e  
power t o  c o n d u c t  i t s  b u s i n e s s  a s  p r e s e n t l y  c o n d u c t e d  and Lo e n t e r  
i n t o  t h i s  Agreement and commit i t s e l f  t o  t h e  t e rms  t h e r e i n .  



( a )  I n  f o r . ~ )  and  s ~ i b s t a n c e  s 8 t i ~ f a c t o c y  t o  AID, I C Z C I  
w i l l  have  t r a r i s m i t t e d  e v i d e n c e  t h a t  t h e  Co1:11r,ils have  been 
e s t a b l i s h e d ,  have  t h e i r  a u t - h o r i t i e s  d e f i n e d  and have  a d o p t e d  ( i )  t h e  
p o l i c i e s  and o p e r a t i o n a l  [ : roceduces  f o r  t h e  PACT, (ii) t h e  f i r s t  
PACT a n n u a l  ope ra t i rbq  p31an and b u d g e t ,  and ( i i i )  a p p o i n t m e n t s  of t h e  
Program A d v i s o r ,  I n d i d  Ind t h e  Program Adv ' sor ,  U . S .  

( b )  I n  f . 0 ~ 7  and s u b s t a n c e  s a t i s f a c t o r y  t o  AID, ICICI 
w i l l  have  t r a n s m i t t e d  c l  fnce t h a t  t h e  Techno logy  Development  
D i v i s i o n  h a s  been  o r g a n 1  i n c l u d i n g  t h e  d e f i n i t i o n  of d u t i e s  and  
a u t h o r i t i e s ,  i t s  r e l a t i o n s h i p  t o  t h e  two Program A d v i s o r s  and 
p roposed  s t a f f i n g .  

I n  a d d i t i o n  t o  t h e  s t a n d a c d  P r o j e c t  E v a l u a t i o n  c o v e n a n t ,  t h e  
f o l l o w i n i g  c o v e n a n t  t o  p r o t e c t  corrf i d e n t i a l i t y  of s u b p r o j e c t  
i n f o r m a t i o n  w i l l  b e  i n c l u d e d  i n  t h e  P r o j e c t  Agreement:  - 

1. _Cgfi€j~t?nt-ia_Li-ty: I C I C I  w i l l  m a i n t a i n  t h e  
c o n f i d e n t i a l i t y  of p r o d u c t  a n d / o r  p r o c e s s  i n f o r m a t i o u  p r o v i d e d  Lo i t  
and marked a s  " c o n f i d e n t  i a l n  by a p y l i c a n L s  f o r  s u h y r o  jecl:  f i n a n c  i.ng. 

2 .  TCICI s h a l l ,  i n  a d d i t i o n  t o  o t h e r  r c p o r t s ,  r e c o r d s ,  
i n s p e c t i o n s  and  a u d i t  p c o v i s i o n s  of t h i s  Agreainent,  p r o v i d e  o r  c a u s e  
t o  be p r o v i d e d  t o  USAID and  t h e  C o u n c i l s  i n  a  t i m e l y  manner ( a )  
q u a r t e r l y  r e p o r t s ,  a s  t o  fund  a c t i v i t i e s  i n c l u d i n g  b u t  nol; .limil:ed 
t o  f u n d   commitment.^, d i s b u r s e m e n t s ,  r e c e i p t s  and o r g a n i z a t i o n  and 
( b )  a n n u a l ,  e x t e r n a l  i n d e p e n d e n t  a u d i t s  of t h e  f u n d .  

I n  a d d i t i o n  t o  t h e  S t a n d a r d  G r a n t  P r o v i s i o n  r e q u i r i n g  
u t i l i z a t i o n  of  A I D  F i n a n c i a l  r e s o u r c e s  f o r  p r o j e c t  o b j e c t i v e s  a f t e r  
comDle t ion  o€_the-~ro~e_ct~Cfl4~~-~.-_A~.4A~Z,A6ti~k__P. S e c A m - 3  -- - - - - - 
and e s t a b l i ~ h i n g  A I D ' S  r i g h t s  upon t e r m i n a t i o n  (HB 3 ,  App. 6A-43, 
A r t i c l e  O ) ,  a n  a d d i t i o n a l  c l a u s e  w i l l  be i n c l u d e d  i n  t h e  P r o j e c t  
Agreement r e q u i r i n g  t h a t ,  upon p r o j e c t  t e r m i n a t i o n  o r  c o m p l e t i o n ,  
t h e  p a r t i e s  w i l l  a g r e e  t o  a u t i l i z a t i o n  o f , a l l  s p e c i a l  a c c o u n t  
a s s e t s  t h e n  h e l d  o r  t o  be a c q u i r e d ,  t a n g i b l e  o r  i n t a n g i b l e ,  



consistent with Project objectives. Recognizing that neither the 
quality. quantity. time of receipt of special account assets can be 
projected at this time nor the restructuring that may occur at the 
time of evaluation. to be more specizic is dysfunctional. The 
Project Agreement clause is as follows: 

After completion of the Project or upon thc Project being 
terminated by either of its parties. to thie Agreement. ICICI. AID 
and the Government of India shall confer and agree in writing to the 
utilization thereafter of al.1 assets than held by the special 
account or to be acquired by tho special account, tanyible and/or 
intangible. consi~~tent with Project objectives. The requirement 
herein set forth is in addition to and does not replace or modify 
any other provision of the Agreement. 

Thus in the event the PACT terxinates. future royalty payments 
or interest or other obligations oved by sub borrowers to the 
special account as well as any intellectual property or other assets 
held in the special account will ha c their utilization determined 
by ICICI, AID and the Government of India. It is not in the 
interest of any of the parties that rcciyiunts of grants or loans 
from the Program will obtain a witliltall gab ohould tho PACT 
terminate. 



illustrative financing options extensively discussed with ZCICI 
are described below as the Sales Agreement. Sales Agreement/L,oan, 
and Conditional Loan/Loan options. They reflect a continuum of 
alternatives ranging from a form of ventune capital financing on one 
end to more conventional bank financing on the other. Testing some 
of these alternatives as well as others in the initial phase of the 
project should generate enough information by year three to enable 
sound assessment of: 

which financing option(s) are most appropriate for the PACT 
objective and purpose?; and 

- 

which formulations have the greatest prospect for 4 

sustaining the PACT special account. 

Undex the Sales Agrcemcnt option the PACT assumes the 
risk of commercial technology developinent with the joint venture. 
The PACT'S exposure in the form o f  a conditional grant will be 50 
percent of total technology dcvelopmcnt project cost; the joint 
venture will bear the remaining SO percent. The PACTts exposure in 
any one project should not exceed $1 million. The PACT will recoup 
its contribution from the joint venture thro'dgh sharing in solos 
revenues generated by the co~,nerci.al.i.zation of the product or 
process, paid to the PACT within a specified time and up to a limit 
possibly of two or three times the conditional grant amount. For 
example, a conditiorlal grant agreement could include a repayment 
formula of 5% of sales annually. up to the amount drawn from the 
PACT and thereafter 2.58 annually of sales. up to two  time^ the 
amount invested by the Program in the five-year period from the 
first sale of the product or process. In addition, i f    ales 
revenues failed tc generate revenues as envisaged. then the 
compensation period could be extended another three years and the 
limit of compensation amount that could be recouped raised to three 
times the amount drawn from the PACT. 



T h i s  o p t i o n  p r o v i d e s  a n  immedia te  s t r e a m  of i n t e r e s t  
income back  t o  t h e  S p e c i a l  Account .  I t  may improve p r o s p e c t s  f o r  
r e f l o w s  t o  t h e  Accoun t ,  b u t  may push  t h e  PACT toward  less  r i s k y ,  
l ess  i n n o v a t i v e  s u b p r o j e c t s .  Under t h i s  o p t i o n  I C I C l  w i l l  a p p r o v e  a  
s a l e s  a g r e e m e n t  s u c h  a s  d e s c r i b e d  above  f o r  one  h a l f  o f  t h e  f u n d s  
made a v a i l a b l e  by t h e  PACT t o  a  j o i n t  v e n t u r e  f o r  a n  app roved  
s u b p r o j e c t .  The o t h e r  h a l f  o f  t h e  f u n d s  would be made a v a i l a b l e  a s  
a  s u i t a b l y  s e c u r e d  l o a n  t o  t h c  j o i n t  v e n t u r e  r e p a y a b l e  w i t h  i n t e r e s t  
f rom the  time of d i s b u r s e m e n t .  The PACT S p e c i a l  Account  w i l l  c o v e r  
u p  t o  70 p e r c e n t  o f  t o t a l  p r o j e c t  c o s t  w i t h  a  c e . i l i n y  of  $1,000,000 - .  

=- f o r  a n y  s i n g l e  s u b p r o j e c t .  The l o a n  component w i l X  have  a  r epaymen t  
t e r m  on  a v e r a g e  of e i g h t  y e a r s .  

b 
3. Condi  t i o n g i  Loan/Loa_n_-ojt i o n  

The C o n d i t i o n a l  Loan/Loan o p t i o n  w i l l  b e  t h c  l e a s t  
d i f f i c u l t  f o r  I C I C I  t o  a d m i n i s t e r .  A l s o ,  a t  s t a n d a r d  I C I C I  i n t e r e s t  
r a t e s  t h i s  w i l l  p r o b a b l y  b e  t h e  l e a s t  m a r k e t a b l e  of t h e  t h r e e  
o p t i o n s .  I C I C I  w i l l  l o a n  up t o  708 of  p r o j e c t s  c o s t s  a t  i t s  g o i n g  
r a t e  o f  i n t e r e s t  ( c u r r e n t l y  1 4  p e r c e n t ) ;  t h e  l o a n  w i l l  be s u i t a b l y  
s e c u r e d .  One h a l f  o f  t h e  l o a n  w i l l  be r e p a y a b l e  a f t e r  d i s b u r s e m e n t  
i r r e s p e c t i v e  of  t h e  s u c c e s s  of  t h e  v e n t u r e ;  t h e  o t h e r  h a l f  o f  t h e  
l o a n  w i l l  be r e p a y a b l e  i n  f u l l  i f  t h e  s u b p r o j e c t  r e s u l t s  i n  s a l e  of  
t h e  p r o d a c t  o r  p r o c e s s  d e v e l o p e d .  The term f o r  t h e  c o n d i t i a n a . 1  h a l f  
o f  t h e  l o a n  w i l l  be  t h r e e  y e a r s  g r a c e  p e r i o d  w i t h  on  a v e r a y e  f i v e  
y e a r s  t o  pay back  p r i n c i p a l  and  i n t e r e s t  i n c l u d i n g  t h a t  c h a r g e d  t o  
t h e  l o a n  d u r i n g  t h e  g r a c e  p e r i o d .  

4 .  A n a l y s i s  

T a b l e s  1 and  1.1 show c a s h  f l o w  f o r  t h e  
i l l u s t r a t i v e  S a l e s  Agrsement  r epaymen t  model .  The T a b l e s  d i f f e r  i n  
t h a t  T a b l e  1 is  based  o n  t h e  p r e m i s e  t h a t  50  p e r c e n t  of t h e  f i n a n c e  
t o  s u b p r o j e c t s  i s  p a i d  back  i n  f u l l  ( a p p r o x i m a t e l y  t w i c e  what  was 
drawn f r o m  t h e  S p e c i a l  Account  w i t h  t h r e e  y e a r s  g r a c e  and  f i w ?  y e a r s  
t h e r e a f t e r  t o  r e p a y )  and T a b l e  1.1, on t h e  p r e m i s e  t h a t  80 p e r c e n t  
i s  p a i d  back  i n  f u l l .  T a b l e  1 shows t h e  s p e c i a l  a c c o u n t  n o t  t o  be 

6 

s u s t a i n a b l e  w i t h  a  50 p e r c e n t  ~ i ~ c c e s s  r a t e .  I n  y e a r  6 t h e  a c c o u n t  
r u n s  a  n e g a t i v e  b a l a n c e  and  e v e n  w i t h  r e f l o w s  neve r  manages t o  r e a c h  
a  s u s t a i n a b l e  l eve l .  T a b l e  1.1 is more p r o m i s i n g .  However, t o  
a c h i e v e  t h i s  l e v e l  o f  s u s t a i n a b i l i t y  r e q u i r e s  a y o ~ t f o l i o  w i t h  a n  8 0  

- p e r c e n t  s u c c e s s  r a t e .  I f  t h i s  c o n s t x a i n t  i n  a c c e y t o d  t h e  p o r t f o l i o  
-- m i d  tzicirer have to bo noaviry weignrea witn eelativury eiEirt Eeee 



types of R6D in order to take on more venturesome subprojects or 
edge over, as a whole, toward what is already taking place in the 
market, namely financing minor adaptations of imported technology. 

An alternative to the above scenario is to tighten the financial 
terms to the joint ventures. Tables 2 and 2.2 offer a different, 
less attractive set of financial terms to the joint venture. Tables 
2. and 2.1 are indicative of the cash flow from the illustrative 
Sales Agreement/Loan and Conditional Loan/Loan repayment options 
respectively which were also described in Section 111.5. The Tables 
differ in that Table 2 assumes a 50 percent payback of the Sales 
Agreement and Conditional Loan portions of the finance and Table 
2.1, 80 percent. In both case the prospects are for the special 
account to be self sustain,ing, though in the case of Table 2, 
without infusions of new capiLaL, the account only reaches year 5 
Levels of disbursements in year 10 and Table 2.2, in year 8. The 
major question raised by Tables 2 and 2.2 is whether tho tighter 
terms will be attractive enough to draw Indo-lJ.S. joint venLuros 
into the market. Preliminary indications based on the surveys of 
U.S. and Indian business persons (See appendice IV & V) is probably 
not for the illustrative Conditional I,oan/Loan option, which Tables 
2 and 2.2 most accurately reflect. 
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PH SECSTATF VASBDC 
TO AMEMBASSY NEW DELRI PRIORITY 5571 
BT 
UNCLAS STATE 355495 

- 

AIDAC 

E.O. 12356: N / A  
TAGS: 
SUBJECT: FUND FOR TECHNOLOGY DEVELOPMENT (336-8495 ) 

1. PID APPROVED BY AA/AsIA 11/19/84. FOLLOdING 
COMMENTS A R E  PROVIDED AS GUIDANCE FOR PP  DESIGN. - 

A -  APAC DETERMINED P P  APPROVAL WILL EE IN AID/L' .  

3. LOAN TFRMS/FORGIVENESS OF DEBT: 11) A ? A C  EISCUSSEIs  
j IKPACT ON I C I C I  OF LIKELY TERMS OF A.1  .Dm LOAk TO l C I C I  

AND POTENTIAL FORGIVEr4ESS OF DEBT TO SUE-EOSFiOaE3S. 
PRCV ISIONS IN THE FY85 CONTINUING RESOLUTIOg FE3UI EE 
INTEREST RATES FOR LOANS TO PRIVATE FNTEFlFRISES AT COST 
OF EUNCS TO US TREASURY, YET P I C  AND KISSION EE? CL6XiiLY 
UNCERLINED NECESSITY OF LOW ItiTEilBST (2-3 PERCTN'I ,  LOAh' 
TC ICICI FOR P R G J Z T  SUCCESS. THIS .ISSUZ IS C U Z R E N T L Y  
UNDER REVIEW IN P P C ,  SO NO DEFINITIVE GUIGkVCZ C A N  AS 
YET BE PROVIDED. IK-DEPTK PP FINANCIAL ANALYSIS SSGULF 
DEMONSTRATE PROBA FLE EFFFCTS OK PRGJEC T'S F I d  ANCI AL 
VIA6ILITY OF DIFFERENT A -1.D. LOAN TERMS A N D  SATES FLCY 
MOST CONCESSIONAL TO COST OF PUEPS TO U-S  TFiChSiJSY AbIT - 
APPROPRIATE MARGINS EETJLEN TEE EY D bORRCl'r;E'i AXE I CI  CI . 
AMOUNT OF PCTENTIAL FORCIVEYESS GF DEET ANI! FACT635 nE!CI! 

- WILLTRiGGER FORGIVENFSS WILL ALSI) BE FACTORS IN TilE 
ANALYSIS AS VELL AS YEEVAILING MARKIT RATES Itu I";D!A. 
(2) YOU SHOULD REPORT RESULTS OF THAT ANALYSIS hNP i 3 U P  
RECGMMENDATICNS O N  LCAh: TERMS X K D  RATE STRUCTljEIS TO 
BUREAU BEFORE COREITKZYTS ARF MAGE TO I C I C I  FOR AID/.$ 
C O N S I D E R A T I O N .  E A S E D O N  T G U H  A K A L Y S I S  A N D  T a m r  
EISCUSSIONS,  BURfAU WILL ADVISE YOU OP MINIKJM - 
ACCEPTAELE A .I .D. LOAN TEil!IS FOR PROJECT. MISSICY ALD 
ICICI WILL THEN BE ABLE TO DLCIDE VHETEER TO PROCTE3 

' S I T 6  PROJECT O N  TBOSE TERMS. 1% VIE# OF T a I S  A3FRCAZl. 
YOU M A Y  WANT TO COMPLETE FINAECIAL ANALYSIS AhI! RFACF 
GO-NC GO r E C I S  ION EEFORE CARaYINS OUT OTEER P P  CESISA 

*ilORC - MISSION SIIO'JLD ALSO CONS ICER EFFECT D I F P E E E N  - 

- LOAX TERMS KAY HAVE OK TYPE OF SUB-YROJEC'I ( D E G R E E  OF 
- R I S K ,  WHICH I C I C I  MAY BE WILLING TO EliTEBT!.Ig. 

- t , -- ( 2 )  IN ACDITION, LA ST SPRI  NC Ts_E U .  S.  GOVVFRN%rhT STX-~L. ~ - 

IYS O m [ T m  TO I T m S E D  AL'5 LOAN TO I C I C I  0% f Xi: 
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GFiCUNDS OF I T S  "DEMON STRA'IED A B I L I T Y  TO GFTAIN 
C O M K S B C I A L  C R E D I T . "  TRE ?P  S H O U L D  ADDRESS T R I S  ISSJE, 
D I S T I N G U I S H I N S  A . I . D . ' s  DEVELOPME4T O B J E C T I V E  FibCM 
P U R E L Y  COMEERC I A L  A C T I V I T I E S  A N D  I N D I C A T I N G  JIZY 
DEVELOP??ZNT A S S  I S T A N C E  F U N D S  A R E  R X G U I R E D  I 1  T H E  P 2 O . J E C T  
I S  T O  BE V I A Z L E .  

C. F G R G I V E N E S S  OF D E E T :  T H E  L E V E L  OF R I S K  TG Tf iE  
ENTBEPRFNELJil S H O U L D  BE M A I N T P . I N E D  A T  A L E V E L  S I G H  E N O U G K  
FC LNCOUIIAGS THE C A E R Y I N C  T C  C O M P L E I I O N  O F  A S U C C E S S F U L  
V E N T U R E : .  MORE 1 - N A L Y S I S  I S  NEEDED T O  J U S T l F i  TEE 
X O R G I V E N E S S  O F  DEET Y i l 9 V I S I C . l  S U G G E S T F P  I N  T H E  ? IS .  
OTHER MORE A P P R O P A  I h T E  M F C ? k N I S M S  S X K  A S  I N S ' J R A h j C Z  
S R G l i L D  BE EIX?LGRE2. THZ ?? SZCULI! E X A M I S S  T 9 E  
A P P L I C A b 1 L . l  TY OF T E E  ZI BP r " i : U N C A T I C N  M O D E L  (IS3AET,I-US 
F E N ' I U R E S )  T C  I E i D I A .  

3.  INCENXSSS FOR U . S .  FIR": A B A S I C  F E A S I B I L I T Y  
ISSVE IS T26 PZGP.?Z TO U B I C 9  U . S .  P I R i ' I S  k 3 E  L I L E J Y  T G  
? A 3 l " I C I ? A ? i  It: A ? F R C I P F I I A T E  J O I N T  VFhTUEFS. P O T T N T I A L  
I N T E R Z S T  C ?  U.S. Fi,tlMS SH3U3D BE S T U P I E D  I N  SESIGIJ, ANT - - - - 

I F  ; O . S S I S I , E ,  AN ILLL'STRATIVE L I S T  C;F POTEN'LII.4L 
PA,STICIPXt i l : 'S  S H O U L C  22 C E ' J E L O P E D .  A S I A  3UZEAU I S  
EX?LGRING V A Y S  TO k G G ? F S S  TEIS  OUSSTION A r J 3  $ I L L  A 3 V I S E  
M I S S  I O N  OF ITS R E C 3 K I Y Z N D A T I O S S  A S A P .  

E. ' I ' A R G E T T I N G  CF XC3NOLf CIES: P I C  S C C ; P E  1 5  L P . R G E  A N D  
E X P P . F ; S I V E .  I N  O 9 S L 2  T O  r'6CUS ON P R I O A I Z ' Y  A C T I V i 7 I E S  Taii 

T E C E N O L O G Y  DIVELOPPZNT,  D E V Z L O P M E N T A L  C R I Z E 3 I A  F O A - S G 3  
L O A N S  SHOUIJ ? f S S T P . F L I S I I ? D  D U R I h G  C P S I G N  .?.S D I N C L i J D Z C  
I N  P? A N D  IN L0.4N A G 2 3 S M E N T .  THE Pf PNP.LY5IS S E O J L D  
GESGLT I N  A CLEAREX U N 9 S i l S T A N D I N G  OF TBE S F C P G F A L  
W F H A S E S  OF "IS3 FF,OJFCT,  P A R T I C ! l L A R L Y  I N  THI LIGET O F  - 

T H E  T H O U G B ;  FUL E , S I U S S O r J  2 E P O R T  R E C O M F 1 R N D A T I O N S  A N D  TiiE 

- F L A N N E I !  5 !.?:I) P P R C J X P .  S C A T T E F I N G  CF A C T T V I I ' I F S  
SHOULD EE G U X R I J E ~  A G A I Y  ST TEE i 'OLLC'J i ING F A C T O R S  SHCL JJC 
BE C O N S T L E . 5 :  

A ,  F O C U S  R AND D V E N C U X E S  O N  A D A P T A T I O N  A N 3  C O P M E R C I A L  
DEV ZLCPMEI'JT., Y O T  E k S I C  R E S E A R C H .  E X P E C T E D  C O M M E P C I A L  
VIABILITT Y ITSTN A C F i t T A I N  ?RE-DETERMINED TIME, PZaEh?S 

- 2-3 YEARS, SEOUL3 B E  A CLEAR C R I T E R I O N .  

E ,  DEFINE C R I T E E I P .  D?!?EC'P!YG P R C J E C T  R E S C U R C E S  TGIJXRi;LS 
A C T I V I T I E S  M E E T I t i C  SICK P R I O R I T Y  D E V E L O F M F N T  OBJFC I I V Z S  - 
T E A T  A C C O R D  WITH M I S S I O N ' S  P 3 O C i l A M  S T R A T S G Y  SUCiI AS 
I N C a E A S E D  R U R A L  ~ M P L o y M ~ ~ i T  AmLycQr?. mRT I;mas - - -- 

A N D  L A E O R  I N T E N S I V E  I N D U S F R I A L I Z A T I C N -  Foil L X k Y P L E .  I %  
O T H E R  C O U N T R I E S  **POSITI  UZ" L I S T S  O f  C R I T Z R I A  8 tPE 
DEVELOPED ANC S U B - P R O J E C T S  YERE R E Q U I R E D  T O  MEET A T  
LEASl O N E  OF THE C R I T L R I A . ,  T H E S E  C R I T E R I A ,  H G J S V E R ,  

U N C L A S S I F I E D  
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SBOULD NOT BE DEPINEC SO BROADLY A S  TO ' J U S T I F Y  VIRTUALLY 
ANY ACTIVITY WITH GENERALLY LAUDABLE OBJECTIVES (E.C ., 
EHPLOYMENT GENERATION). 

C ,  I N  A D D I T I O N  TO TEE "POSITIVE" C R I T E R I A ,  A.I.D. 
L E G I S L A T I V E  ANR POLICT ?ANDATES SBOULD BE RZVIEWEC E N C  
A N Y  NECESSARY NEGATIVE C R I T E R I A  DEVELOPED TO ASSJRE 
TBAT SUP-LOANS CO NOT FINANCE INAPPROPRIATE ACTIUITL? S .  
S U C H  AS PALM O I L ,  COTTON, ETC. 

. U. S. PROMOTION MECHANISM: PRE AGREED IN P R I N C I P L E  
TC I INANCE THE U.S. P R O M O T I O N A L  MECGANISH COSTS WITH 
G R A X T  P ~ W Z ,  S V E J E C T  ro A V A I L A B I L I T T  OF F U N D S .  FKE I S  
NOT AELZ T C  ,:.:.hA", TTFF GRANT, BOYEVER,  BLYOND 
FAR T I C  IPATION 1 N COHTRP.CTOR SELBCTIOY PROCESS AND 
PSFi IOCIC REVIEW: AN2 L I A I S O N  AS A P F R O P R i . 4 7 ' E .  ASIA 
P C R O A U  WILL ?liOSlCI: SUPPOEtT IN TEE COh'TRACTIhG A N D  
H C ) N I ? L , ? I F ; ~ / L ~ ~ I S O  PRCCESSES IN CC*L3ABCRAT30N WITH PR'E. 
F = L  tlLi PROVIDE G V I C X ' 2 C E  ON SELECTiOi OF h P P E C F R I b T i  
HLCBANISK A N 3  FiXSO! r321r4G TEiE SXLECTIOI; PROCESS. 
J i L I C ,  Pr? SBCSLD FULLY SP2LL GJT RILATIONSHIP C'F TEE U.5 .  
PE.ONOTER VIS  k \ I S  iCICi .  AFAC FPLT STBOGCLY TEE? I C T C I  
SBOULC E.SSljMi: RZS?ONSI B I L I T I  YOFi PRFGRMAKCE OF TBZ U .S . 
PTtOMCTIONAL I",ZCIj!.Y I S K  . PRE RECOMMENDED AND AFI. C ACXEED 
TSAT R E Y B Z S E t ; T A T i V L  OF U .S. P2OKJTISNAL MECEANI SY SHOULD 
P;.FTP C I P A T L  IN EEYTT'o' O? PRGPOSE13 SCB-LURKS TCR J O I N f  
YEr:I'iJRF ACT? ' J IT  I F S  50 T H A T  PiiOMQl !ONkL PFFOHTS AF.E 
FCCtjSEC GI4 ACT1YITIE:S f H i C E i  A2E LIKELY TO RLET RLVIEd 
B C A ~ C ' S  C 2 I T E 3 i A .  

G .  INTRODCCTTCS CT Ah EXPEDITIOUS PRPCEDPRE FCh 
OETk I N I Y S  R G U T I N E  GO1 INVESTMENT RELATED APPaOVALS I S  
1SSEtdTIJ .L  FOR P E O J E C T  SUCCESS. PID PSNl'IONS TEAT A G O 1  
**ONE STCP*' CPKTIR E X 3  BEEN ESTATLISHED- TEE P P  ANALYSIS 
SHOULD DEZEFMINE WELTSER THZ N E i  CLEARANCE PRCCESS VILL 
PEET PROjt 'CT R F Q V I P W F ! i T S  OR I F  FURTHE3 S T E F S  NlLD TO ti1 
TAELN TC 2kSL'i.E THAT SYZ-PECJECT APPROVAL: 'YILL h O F  31 
D E L A Y E F  ESTOliS A HEP.S3NlsELE AMOL'NT CF T I # Z -  

H .  I C I C I  STP.FF1YG Ah'D OPERATIONS: I C I C I  SHOULI' ISSi i f :  
S i E C  I A L  GPE36T ING GUiDELIldES TEAT FEET A. I .a. L.FPF0VL.L. 
I S  RLCITIV"N, THE P ?  SE;CI;LL! DISCUSS TEE ISSC' i  CF I C I C I  
S T A F F  IZLCCTICOh' A K i l  T R X I H I N C ,  OFTLINING A VAZIETY OF 
Pi3C?GSEE T i i h I N I N S  A C T I V I T I E S  rOB TEE PROJECT S'iA7F. 

I -  POTENTIAL OPIC ROLF:  MISSION REP ALVISED TEAT 31s 
CGNFACTS Ih'2IC.4TE PClTErJTIAL C P I C  INTEREST P.hD ASSISThNCT: 
IN IDZNTiFY i N G  Fl ill'lS CAPhYLE MANAGING T E E  G3AI iT  Oh 
U P E E S S  I N &  INTEEEST IN P h R T I C I P h T i N G  I N  A J i , Ih"P \lTNTL'i?L'. 

--- J .- PCLICY C0F;STRAINTS : PP SHOIILE I D U T L F Y  POL! Llr 
C O N S T R A I W S  THAT FINDER P R U T E - R b D  ANC TEf LIPiFAGZ OF' 
Tii 12 PRCJECT TO REMOVAL Or'--TEESE CONSTRAINTS. i'F' SBCULE 
CUTCINE A N Y  POTEYTIAL PRCELEMS TBAT MIGRT P L I P  TnF 
p ~ c ~ a c r  ~ C I I  R O V I K G  ( S P Z C I F I C A L L Y ,  ~ ~ O Y A L T Z '  A ~ D  X I  CEIJSIN? 
P O L I C Y ) ,  AS 'U'ELL AS 'UIH4T M I G E T  BI CO::E TG AZIX~ESS TcS'L 
FROELEXS.  

'IN i / 2  



I N  2/2 U N C L A S S I F I E D  STATE 355455/02 

T -  R E V O L V I N G  F U N D :  TEE PP S E O g L D  CONFI i lH THE A ? A C ' S  
U N D E R S T A N C I N G  T H A T  THE LOAN F U N D  TO BE E S T b B L I S H B D  W I T 0  
I C I C I  W I L L  BE A R E V O L V I N G  F U N D .  

L. H O S T  COUNTRY C O N T R I B U F I O N :  25 PERCENT O F  T 3 T A L  
H 3 0 J E C T  C O S T S  ( G R A N T  AS W E L L  A S  LGAN, V I L L  Fii3EJ; TO BE 
S U P P L X E C  BY SOURCSS O T R E R  THAN A - I . C e  PIC BUEGET 1 3 0 ~ s  
NC'F R E F L E C T  T H I S .  F I R V S '  O'u'N C C N T R I B U x I I I O N S  TO TEF RLD 
S U E - P R O J E C T S  CAK BE C O U N T E D - .  

Y -  GRAY A F F N C M E N T :  M I S S I O N  S Z O U L D  REVIEW i ' O S S I 2 I L I t Y  
CF USING A M I N O R I T Y  OR VOMEN-OWNED r ' IRM O R  O R G A E i I Z A T I O N  
C R  A S S I S T P . K C E  i N  P E O J E C T  D Z S I C N  AND/OR IK?LEP'LNrXTION. 
CISCLSSION CF T95 G H A Y  AMENDMENT M U S T  BE IF4CLUDED X K  'i'9E 
PP AS WELL AS I N  FUTURF F I D S .  

N .  C A R G O  P R E F Z R E K C E :  S E R J C G M  A D V I S E S  T A A T  A 
" P E P E R M I N A T ~ O N  OF I M P R A C T I C A B I L I T Y  O P  C A R G O  PREF'E2EhiCE 
A C T  3 E Q U  ~:.;.~?'T'JT** X I L L  EAVE T O  BE S O U G H T  F83K AAISEX A N D  
k / b I D  I F  5;/53 S S I P F i N G  RECJIREMENTS C A N N O T  2E MET. A V  
E X A P P L E  O T  A J U S T I F I C A T I O N  F O R  S U C H  A D E I S R M I & A T I O N  JAS 
39CVIDED TC T i l Z  M I S S i O N  REP. 

0. ? a O C L E I E M E N T  AND C O N T R A C T I N G  P R O C E D U R E S :  AFAC 
A S S U M E S  M I S S I O N ,  IN S T 4 T I S G  P R O C E D U R E S  FROM 83. 1. 
C H A P T E R  19,  VILL ENSURE A -1 . D m  P R O C U R E M Z N ' I  AN5 
C C f i T R A C T I N G  REGITLATI C N S  PCLLOYEE. F i F 3 U E S T  Y O U  XORX 
C L O S E L Y  WITH RLP, IKl GR3rf i  T3 AVOID P O T E N T I A L  
D I F F I C U L T I E S  IN TKIS A ? E N A .  SHULTZ 
E T 
# 5 G 5  

U N C L A S S I F I E D  



APPENDIX I11 
d 

AID/W Determination on Project Finance 

and 

Guidance on Other Project A2lated Issues 

(State 096872, March 1985) 



S.0. 15356~ l/A 
SACS 8 
SUPJECT: f UHL FOB TECENOLGGT DEVELOPKENT (PTD) PROJf C? 
DESIGN (sas-eros) 
BEP: ( A )  SPATE 878635 (5)  NEW DIIBI 06192 

1. ASIA PUREAU, 1% COILAPOPATION bITB PPCo PRI;;, GC ANI; 
BARBELL, BAS RPVILYEE TEE IKTF3EST RATF QUESTIOh EASED 
ON RISSlON'S PIKLICI EL ANALYSIS A N D  CONS1 MR3C A NUNERR 
CF OTBER PROJSCT QUESSlOkS. rCE EAVE ARRIYD AT A SERIES 
01 RECOHP3NDATIQNS P E R T A I ~ I ~ ~ C  TO PROJECT DESIGN, EASEI! 
IN PART UPGN fEEPbAC$ IBROF IMDUSTPT PARTICIPANTS AT A 
SlP1t;AB HCSTED ET TEL IKDIC U.S. PCSItIESS COUNCIL AT 
bEICB DLVELCBKENT ASSCCIATE2 PPESPKTED FIKDI t{CS CF A 
U.S. LPFAND SURVLI AR'L TBORYAhN PRESENTEE TEE FTC 
PECJECT i A N C  UPON PR2SENTATIOY OF B I R D  POUNDATION 'S 
PROGRAB EX ITS EZSCUTIIE PIRECTOR. 

A WKBLB OF TEB RiiCQ~tTNDATIOt!S RELATE TO SPECIFIC 
PROJECT DESIGN SFEJECTS ~ ~ O R Y A L L Y  LEFT TC nIssms TO 
SPSOLVC. E O l E V P R ,  Y f  OPffR GUIDANCE ON TBEtl BFCIUSE 
tlLNI ABCSE TiROUCR TEE q9OCFSS DESCBIBEP ABOVE AND WE 
EEEL TaET ARP IKPCB? LNT TO SUCCCSS OF TRI S 1Nt:OVATIVL 
PROJ3CT SOB VEICE AIF bBS NO PREVIOUS HODTL. 

LID/t  URGES YOU '33 CONS1 E2 TEE ISSUES A t  C RECOWEhbA- i TIONS DfbCAIEfD EELOW, I CLJLI TJ1P IN CISCYSSICNS YITE 
r e w  AND cox COUKTLRPCRTS I Y  YEICE P ~ I F S F L C  AND 
HCF.hPLL WXLL PARTICIPblI Ahr ItJCQRPORATf 191P It r ESIGh 
AS APPROPRIATE. bE EO Y A M  FXCEACK FaOE T 0 3 \  BCXiVLS?,  
LS TC OUTCOKE OF INITIAL NIGGTIATICNS Oh LOAE V S *  C R E t  T, 
EOARC COPPOSITICN !!?:I! C6AIfiPASS51P. QUAI I F I C A ~ I C K S /  
SELLCTICE Cr t A N A G 1 t X  L1F.L TOR ANL i'?C Ef UG'JLC RIPCRT 
TO, SUE-XCJECT fUhIItiZ FO k XULA, AKD 3,s. PECWOTICR41 
PTCEAHISP ISSUES FLIC3 TO 3AEEELL bPL YL3hII  I Elf VIS1T. 
LOOE PCRUABD 4 0  SE17EX: EhIEFIEd O f  ASiA EJE'LAU Ct; TGSZ:  
ISSUES OFOK COHPLETICK CF BIS ItT. 

3. .PIKA#CEz CN TEE 111 ISSUE CP 'LCAN VFISUS ChAET 
FUNQIEG I O R  TE3 PTD, USAID I S  AUTbCIRIZEr T3 EEGOTIkTS I 



I N  1 / 2  U N C L A S S I P I O C  S T A T E  396872 

CRP.hT FOR A T O T A L  O F  E O L S  11 P l I L L I O N  OVZFi 5 TEAKS.. I N  
U C I T I O N ,  TEE M P S S I C h  SEGULL R I Q U E S T  T3t ) .FEbSSELCR TO 
~LLOCAT!! TEE E Q U I V A L E N T  O F  E 3 L S  1 K I L L I O K  PER !NhUH OF 
F L  4ee R U P Z P S  OVER t: YEASS T O  EFLF i t i S U H F  TEE T I K A K C I A L  
V I A E I L I T ?  CT T H E  I U N T o  U . 5 .  C C P F A I U I i Z  hriE t'ClRf 
F S C P P I I V E  TO C O Y S I P I C N A L  C a A h T  CO!:CP?T TEEN TC LCAN 
T I E K S  ( 1 4  FEa C I K T ]  I N  C C L L h B C F . A T I Y 5  T E C 3 t i O L b C T  

F 2 Y E L C P H E N T .  ON OTH5R BAKD T O N D ' S  V I 4 Z I I I ' T Y  AFTER 4-5 
E A R S  r I L L  P E  8 CCEJTICH U N L E S S  F U t i D S  F R O P  AvfASSADCK 

LEI I K S E R T E D  TO E U S L D  U P  CASR R E S i Z Y E m  T S E  DOLS 5 
P I L E I C E ;  YCULD (1"ZF;ERATE L;AaNIPICS T O  S U S T A I F '  TEE FONg 
Z U a I E G  T E E  NEAR TIRY EIFORb R I P L C Y S  E P A C E  S I C K I F I C A N T  
L S V E L S .  IN a E T U R d  102 T E E S 3  U o S  C O N S Z I E U T I O N S  A I T / V  
E E C C Y Y E N L S  T E A T  I C I C I  S E G U L C  C C N T R I P U T E  
AI!'IKISTRATIVZ/CPERA'IIhC C C I ' I S  C P  E T L  OK 
K C N - R E I P l E J a S A E L E  b A S I S ,  AT L E A S T  r C E I N C  NL93 T E E P  bEEN 
kT1 C A S E  F L C V  KAY E& A P R O E L f r .  I h  TEE h E S I h ' C E  OF 
AMLASSADOR'S FUtiT), A I C  C 3 h T R I I U T I O h '  MAY E A 7 E  'IC 13 1/2 
L C L N  1 / 2  GRAKT T O  6 1  P A S S E L  CN T O  J O I N T  V E N T U E S S  112 
C C K G I T I O N A L  GRANT ANC 112 HARKET R A T S  LOAN S O  THAT T H E R E  
'ACULD PE SCPE I N T E R i S T  I N C O P E  TC FUND. GUR S T B C P G  
FREFZEZKCZ IS Foa FIBST O P T I O N .  (508 ISFIBITION OP 
C C N D I T I G N A L  GRANT S E E  PARA 4 E E L O k )  

3 MANAGEMINT 07 TEE P'UND.  A S P Z C I A L  ACCOUNT F O B  THE 
GRAtiT  SUKDS SKOULC BE I S T A E L I S H E D  L I T H I N  I C I C I .  TEE 
' I C I C I  WOULI! MANAGE T h E  I U N C  ON A MP.kACE??EKT F3E I A S I S  OR 
C T E E R  A F P R C P A I A T E  ARRAMGEYENT 0 A E O A 9 D  O F  D I R E C l O R S  
'XOt'LD EE L S T A E L I S S E C  T O  D I R E C T  I C I C I  ON P A N A G E P E h T  O F  
TEE F U N C .  A W A G I N G  DI.SECTOR $OUIJ P E  SELECTEE BY TYE 
ECARC. SEE PARA 6 P E L O V  0 THF MArlACZhG L I 3 F C T O R  YOULC 
A L S O  R E P O R T  T O  T H E  EOARD. Ilu TEE CZVELCPIYEKT O F  T E E  P P ,  
T H L  I C I C I  A N C  U S A I D  SHCULI:  AGREE cN A YLAK r E I C E  SHOWS 

TO WfiOM T E E  A S S E T S  OF TBP I'i'h'I! d O U I - D  El' T R A N S F E R R E r  AKD 
THL HECEANISI! TO BE US91;  \!2i'N TYE F A C E  I S  RTACFEI? A N D  
' I E E E E A P T E R ,  I F  T h E  E U K E  C O N T I N U E S  AtiD IS S U I S S C U i N T L T  
T F R M I N A T E D .  T H I S  PLAN S H C U I C  I N C L U D E  A F R C V I S I C K  F O E  
C O K F Z T I T I V E  SELLING TFE : ~ U T U R E  K O I A L T I E O  I ~ ~ C G P E  STREAR 
r ~ c r  THE JOINT V E N T U R E S  TO TSE m r .  ISSUES OF 
F R G F R I E T d R T  G I G E T S  TC I N N O V A T I G N S  S E C U L D  ALSO EE 

I A I ) I R E S S E D .  

4 TERMS TO ENS U S E K S .  T H E  GRANT SHOULD kZ P A S S E D  CN 
ITC U L T I Y A T C  R E C I P I E N T S  A5 C C H C I T I C K A L  G R L K T S ,  THAT IS, 
TEE FCKC SHOULD A S I C K E  T V E  R I S K  Y I l F  191 R E C I F I L N T  ON A 
S E A R X  E A S I S  E U T  2 O U L D  2 Z C 0 3 P  I T S  I W V E S T 3 E N I  OY 
R E C E I V I N G  A S P A L L  ( A F P R O X I P P . T 2 L Y  F I V P  F5.R C E N T )  SRhRE CF 
THE R E V E S U E S  GEN E R A T E C  bY S U C C E S S E U L  FROJ&CI 'S  UP TO S O M S  
L I M I T .  FOR L X A P P L E ,  I C I C I  AWC T H 9  J C I K T  VENTUKE CCULD - -. --- -- - - -- ggr& gnr " ' "" ""' - *-- ' 

- 6 - r r a t  m W t  r c 3- fi Pff Ern=- 3327 SKIXS-T -- -- - 

F R C F U C T S  OR P R C C E S S L S  DL'VELCPEP TG E E  RETURNLID TO T H E  

U N C L A S S I P I E D  S T A T E  QS5E72 
- 



FUND ICR A S P E C l l I i L  tm nhIv UP TO A WUT SU& AS T W O  
TC TERFE T I E I S  TEI C G N D I T I O K A L  GRAVT (OR YCEE). 
C O N D I T I O h A f  CSCHT P A E I S  # C U L L  RSSCLVf I S S U f  R E I S L C  I N  
P A R A S  2(T,) AWL' ( t )  LEE A *  

5. TEE ZOARD O F  S I R I C T O I S .  TEE P l D l t E R S H I ?  S R O U L C  PE Ah' 
E Q U A L  NUPEER C F  C I S T I K G U I S l ? S C  R E P P F S E N T A T I V F S  CF TBE 
F R I V A T E  S E C T C R  16 F L C E  C O U k T R T  S f L f C T I D  7 R H O U C F  
P R O C E S S 2 S  YOU D E V E I C F  IN I P .  T E E  F U N C T I C K S  01 TiF TGhPL 
S H O U L C  I KCLUDZ; T O  S E T  P O L 1  C I S ,  A P P i l O V Z  O P E f i  A T I b C  k L A t i S  
F O R  T E E  JUKI., A P P R O V S  S I i k P ! ? O J F C T S  UVER A CER";It; L I P I T ,  
L F P R O V E  S E L L C T I O t :  O f  THt t'AF:AGIE;C 1 1 I . S F C t C R  !NI R L V I E i '  
F I N A N C I A L  A N D  S U P  P H C J E C T  P P O C R 3 S S .  TUX C a l f  RYLt. OF T E Z  
E O A ~ D - S E C U L D - P R E I ~ F I E L Y  NCT PE F R O P  I C I C I  IF! @ I ? f ~ h  TC 
P R E S E R V E  O E J E C T I V I T Y  ANC O V E R S I C B T  R B L A I I O l i S 3 I E  E 3 T V Z E N  
K A N A G E U K T  AND BCABC AS IS CCYI'.CN L I T 0  C T k E H  S I P I L A E  
E O A R D S  . TECRPANK TRESENTIb E E A b C N S  'iFY C E A I  LYAP S S O U L D  
fE I C I C I  R S P R P S E K T A T I V E .  M I S S I O N  IS A S K B D  TO C O N S I Z F R  
T B I S  I S S U E  CAREFULLY A 'l: S U P P C h T  J P F A N C E P I F N T  T O  BE 
P R E S E K T E D  I h  PP WITH T k OROUCH A h A L Y S I S .  

6. NANAGING 
S U C C E S S  B I L L  
F R I N C I P A L  O P  
DY N A H ~ C  AED- 
E U S I N L S S  IXE 
S E C T O R  E X P E R  

C I R I C T G E .  YE P E E L  S T G O K C L Y  T H A T  P R O J E C T  
D E P E N D  H E & V I L Y  ON P E R I O R P A W C E  GF T H E  F T D  

E B A T I N G  C F  1 C P 9 .  TEE L I R I C f C I i  V U S T  EP VIRY 
COH?lANC h l  ! ? E C T  APONC I k D I A h  ANE U . S .  
' C U T I F L S .  HI / S H k  W J L C  l A V I  F R E V I  G U S  P R I  U L T E  
I E N C E  AND U S  T R A I N U U - E X P O S U R E .  k E C A U S E  

T H A T  F U N C T I O K  W I L L  L C  S O  C B I T I C A L ,  YL B E L I E V E  IT 
I I I IPORTANT T E A T  U I A I I :  P A P T I C I P A ' I P  I N  TRE S E L E C T I C E  
PRCCEQS , DIRECTLY OR IKDIRECTLY TSRCUGE ESAHP ~3 
E I R E C T O R S  CR A P P R C V A L  U N C E B  E C P .  

i 

7. R ~ L E  A N D  A U T E O G I T Y  OF u .s. PRCIJOTIOKAL KECEAKISP .  
T E I S  P E R S O l i ( S )  SEOUIC CARRY OUT UtiDER C C K T B A C T  TEE 
F U N C T l C N S  A S  D E S C B I E E D  ,ON P 7 OF TEE P I D .  

TEE CONTRACTOR Y O U L f  R E P a R T  TO THI, Y b N A G I N G  D I R E C T O R  ON 
THE FUNC I# BOPEAT. P A T P L N T  'I@ TFF CCt iT i iACTCF.  b C U L C  EE 
P R O M  I C I C I ,  U S h I C  OE I T S  DZSIGKZE. AIt/S W I L L  P R O V I D E  
U P  T O  D O L S  258,023 PER T E A R  FCR 5 YEARS !K GRANT F C R  T S E  
U.S. P R O P C T I O E A L  COPPON$NT Or T H I S  P R C J I C T  C U T S I I E  CF Ell 
PUDGET. 

E .  U S A I D ' S  R O L L  I N  AD I T I O K  T O  K O R I T C R I H G  AKI !  
P V A L U A T I C N  D E S C P I E E D  I N  P . 13 CF T E E  P I D ,  THE t!At!ACLR CF 
THE I U K D  S S G D L D  S ' J I M T  REGUL.AR C U A R T E ~ L ~  B Z P C R T S  TO 
U S A I C  ANP P R O ' J I C I  TCh AFsWUAL I N D E P E K E E N T  A U r i T S  CF T'EE 
PUKD M I T E  C O P I E S  S U E K I T T E E  70 THP E C A R L ;  ' J S A I L  A N D  I C I C I  

9. T E C E R I C A L  E V A L U A T I O C  O F  F R O P O S I L S  . PF S E C U L D  
A D D R E S S  S L L E C T I O F ;  C R I T E E I A  D_C_ctJIl B b C T I V U ! & l S  - - -  
EAVL T O  R E L A T E  TO C r E T A I b i  ~ E V  ELC?Y EST ~ E J E C T ~  Y FS? 
E U R E A U  I S  C G E C E E N E F  l 3 4 T  TE! T E C E h I C A L  E V h L F h T I O h  CF - - 

F R C P C S A L S  ?OR N E i K E S S  O F  I P E A S  AKC C O ~ P E T I T I V P  ~ I C E Y  ES 
C A R B I P D  C U T  BY P E ~ S C ~ J S / I ~ S T I T ~ T I O N t  h E C C G t i I  2 E r  TClR 

I N r E P E h ' C E N C E ,  I E S P E C 1  POP. C C N I I D Z h l I A L I T Y  AhI\ S ~ : ~ Y I ~ E G E  
CF S T A T E  C F  THE ART It' C C r J V I S C I A L  'R AND I. T E I S  h I L L  

- R E Q U I R E  ARRANGING FCR U.S .  E A S E D  LXPI2T A S S E S S Y E N T  07 

S T A T E  @G6E?2 



FriOPOSAlS AS hEEtED.  T B I S  CCKCERI. SECUIC IE I A L %  I h T O  
J.CCCUF;T. USAID AtiC ) ' ID SBC'JLf: C C f ; S I t I a  ).~n!t:Cf?fN? Y I T B  
1 E E  U.S. NATlOKAI EUSIAU 0: STLkD!ELS TC PROVILE T H I S  
S E k F I C E .  TO THE E 7 T t t : T  THI'if 15 l fCCURIPESl ,  Y I S S I C E ;  
b I L L  VAST TC C C E S I C f 2  f T E 1 C S  CF VLEICUI F P O C U l I F E N t  
RULES OK OLJECTIVES Cl PUNCIhC J C I h T  V E h I C a f S ,  

l e a  T A X  T R E A T M E W T ,  PER F A K A  z ( c )  BEE L u s m  S E C ~  
6XFLChE TAX STATUS CaF T E E  ZUSL AkI. ARfAhG', 'It l? IF; IPI  2E 
TEE TAX IURDEE C A R E I f r  BY T9I l U t 3  ? C  Y L X I M I I E  X I S  
CRC1'1E.  AID/ \  PI.4NS AtiC kR03ECTIOXS FCB PTlt CECKT)! OVER 
T I  PE SHOULC E L  CLLALLY FXFLAItlEC ih' P P ,  PER FAEA 2 (P) 
REF A .  USAID NSGOTIAlOBS COCIl; PCiILT CirT Ti) COX THAT I F  
SUCCLSSFUL PRCJECT l I L L  RkSULT IN S I G t i I F I C A N T  T A X  
CCKTE IFUTION FROP NEW J O I K T  VEhTUFiS  C S E i T Z I  YSICB WILL 
PCRE TBAN OFFSET TAX LOSS bY CIVIKG S P E C I A L  ACVANTA33 10 
fCND.  

11. U .S .  EUSINLSS INTERFST.  FER PARA 3 OX REF E PL'REAU 
FEELS TEBT DEYANC SUT'VEY COKLUCTEE 109 K I S S I O N  61 
f IVELCFMENT ASSCCIATES P R C 7 I E E S  ACEQUATE EASI  S FOR 
PRCCZEEINC WITB PRCJECT DESIGK 

12. PROJFCT PAPFR,  AUTHOR1 ZATICN AKD AGREEPENT 
SCEEDULE. VE PISCUSS3D FROSPECTS FOR CCKPLCTIF'G DESIGN 
IN T I P E  TC INCLUCE PROJECT bCRSEt",ENT S I C P I t i G  Ch AT LEAST 
AUTBCRIZATION, IN T.IP:E FCf: P I r - J U K E  V I S I T  QE' P R I P E  
K I K I S T E R .  BUREAU AGREED THP.T PROJECT DESIGF; PECULD 
FROCEED 9 T  PACE FiEQUIRLC F C R  FKUDZhf EESIGN LRC FULL 
RESOLUTICI\I OF ISSUES.  PLEASE L D V I S S  SODkEST YOUR 
AbiTICIFL!I'EC SCHEGULE SC \E C A N  DECIDE WHITBER TC LEAVP 
PROJECT ph: AGL'NEL FDR T E E  PEIEE M I I I S T E i r  O R  IELIIE. 
ALSG, P EASE PRCVIDE A S S E S S Y E ~ P  OF A N Y  AEDITICNAL TDY 

ET 
fi A S S I S T A  CE REQUIRED. SHULTZ 

#6872 

UNCLASSIFI  EE 



APPENDIX IV 

Project Checklist  



PROJECT CHECKLIST 

Listed below are otatutory criteria applicable senerally to projects 
with FAA funds and project criteria applicable to individual fund sources: 
Development Assistance (with a nub-category for criteria applicable only to 
loans); and Economic Support Fund. 

CROSS REFERENCES: IS COUNTRY CHECKLIST UP-TO-DATE? 

HAS STANDARD ITEM CHECKLIST BEEN 
REVIEWED FOR THIS PROJECT? 

v 

A. General Criteria for Project 

Yes. 

Yes. 

1. Continuing Resolution Unnumber&: * 
FAA Sec. 653(b); Sec. 634A. (a) De- (a) A Congressional Notifi- 
scribe how Committees on Appropriations cation will be forwarded 
of Ssnate and House have been or will prior to the initial obliga- 
be notified concerning the project; tion of funds. 
(b) is assistance within (Operational 
Year Budget) country or international (b) Yes. 
organization allocation reported to 
Congress (or not more that $1 million 
over that figure)? 

2. FAA Sec. 611(a)(l). Prior to obliga- 
tion in excess of $100,000 will there (a) Yes. 
be (a) engineering, financial and other 
plans necessary to carry out the assis- 
tance and (b) a reasonably firm estimate (b) Yes. 
of the cost to the U.S. of the assistance? 

3. FAA Sec. 611(a)(2). If further legis- 
lative action is required within re- 
cipient country, what is basis for 
reasonable expectation that such action Not applicable. 
will be completed in time to penit 
orderly accomplishment of purpose of 
the assistance? 

4. FAA Sec. 611(b); Continuing Resolu- 
tion Sec. 501. If for water or water- 
related land resource construction, 
has project met the standards and 
criteria as per the Principles and Not applicable. 
Standards for Planning Water and 
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5. FAA Sec. 611(e). Xf project is capital 
aooistance ( 0 . 8 . .  construction), and 
all U.S. assistance for it will exceed 
$1 million, hoe Mission Director 
certified and Regional Assintent 
Administrator taken into conaidaretion 
the country's capability to effectively 
maintain and utilize the project? 

6. FAA Sec. 209. Is project susceptible 
to execution as part of regional or 
multilateral project? If so, why is 
project not executed? Information and 
conclusion whether assistance will en- 
courage regional development programs. 

7. F M  Sec. 601(a). Information and can- 
clusions whether project will encwrnge 
efforts of the country to: (a)  increase 
the flow of international trade; (b) 
foster private initiative and compeki- 
tion; (c) encourage development and use 
of cooperatives, credit unions, and 
savings and loan associations; (d) dis- 
courage monopolistic practices; (el im- 
prove technical efficiency of industry, 
agriculture and commerce and (f) 
strengthen free labor unions. 

8. FAA Sec. 601(b). Information and 
conclusions whether project will en- 
courage U.S. private trade and in- 
vestment abroad and encourage private 
U.S. participation in foreign assis- 
tance programs (including use of 
private trade channels and the 
services of U.S. private enterprise). 

9. F M  Sec. 612(b): Sec. 636(h). De- 
scribe steps taken to assure that, to 
the maximum extent possible, the 
country is contributing local cur- 
rencies to meet the cost of contrac- 
tual and other services, and foreign 
currencies owned by the U.S. are 
utilized to meet the cost of contrac- 
tual and other services. 

lot Applicable. - 

The projec':. is not suscep- 
tible to execution as part 
of regional or multilateral 
project. . 

- - 
(a) This project will en- - .  

hance India's competi- 
tiveness on the world 
market. - 

(b) Yes, it will foster 
private initiative in 
technology development. - 

( c )  Not Applicable. - 
- 

( d )  Not Applicable. - 
(e) Yes. 
(f) Not Applicable El E*- 

This project will directly . 
encourage U.S. private in- 
vestment and private U.S. 
participation in foreign 
assistance programs by pro- 
moting and financing Indo- 
U . S. joint ventures. 

- - 
Indian partners in the 
Indo-U.S. joint ventures . 
will finance a reasonable 
share of project costs. 



10. FAA Sec.  612(d). Does t h e  U.S. own 
mxcess fore ign currency of the  
country and i f  no, vhat arrangements 
have been made f o r  i ts  re lease?  

U .  S. .  owned mpees  a r e  being 
used f o r  var ious  U.S. govern- 
ment agencies programs and 
admin i s t r a t ive  suppor t .  
India w i l l  s h o r t l y  be de- 
clgared a "Near-Excess" 
country.  

11. FAA Sec.  6 0 1 w .  W i l l  t h e  p ro jec t  
u t i l i z e  corrpet i t ive s e l e c t i o n  pro- 
cedures f o r  t h e  awarding of con- Yes. 
t r a c t s ,  except where appl icable  pro- 
curement mles a l low otherwise? 

1 2 . C o n t i n u i n g ~ e s o l u t i o n S e c .  522. I f  as- Developmentofexportconuno- 
s i s t a x e  is f o r  t h e  production of any d i t i e s  i s  a  p o s s i b i l i t y  under 
commodity f o r  expor t ,  is  the  commodity p r o j e c t ,  however, s p e c i f i c  
l i k e l y  t o  be i n  su rp lus  on world markets c o m o d i t i e s  t o  be developed 
markets a t  t h e  t i m e  t h e  r e s u l t i n g  pro- are not  known a t  t h i s  time. 
duc t ive  capaci ty  becomes opera t ive ,  and 
i s  such a s s i s t a n c e  l i k e l y  t o  cause sub- 
s t a n t i a l  i n j u r y  t o  U . S .  producers of 
t h e  same, s i m i l a r  o r  competing commodity. 



B. Fundim Criterie for Project 

I. Development Assiotance Project Criteria 

a. FM Sec. 102(b); 113; 281a. Extent 
to which activity will (a) effectively 
involve the poor in development, by ex- 
tending access to economy at local 
level, increasing labor-intensive pro- 
duction and the use of appropriate tech- 
nology, spreading investment out from 
cities to small towns and rural areas, 
and insuring wide participation of the 
poor in the benefits of development on a 
sustained basis, using the appropriate 
U.S. institutions; (b) help develop co- 
operatives, especially by technical as- 
sistance, to assist ~ r a l  and urban poor 
to help themselves toward better life, 
and otherwise encourage democratic 
private and local governmental insti tu- 
tions; (c) support the self-help efforts 
of developing countries; (dl promote the 
participation of women in the national 
economies of developing countries and 
the improvement of women's status; and 
(e) utilize and encourage regional co- 
operation by developing countries? 

b. FAA Sec. 103. 103A. 104. 105. 106, d 
107. Is assistance being made available: - 
(include only applicable paragraph which 
corresponds to source of funds used. If 
more than one fund source is used for 
project, include relevant paragraph for 
each fund source) . 

(1) [I031 for agriculture, rural devel- 
opment or nutrition; if so, extent to 
which activity is designed to increase 
productivity and income of rural poor. 

c. 11071 is appropriate effort placed 
on use of appropriate technology? 

(9) Indirect benefits will 
be realized by the poor. 

(b) Not Applicable. 

( c )  This project supports 
Indian self-help in tech- 
nology development. 

(d) Women owned firms will be T 

encouraged to participate 
in the program. 

L 

(el Not Applicable. 

It is likely that many of the 
technologies developed will 
have an impact on the in- - 
comes and productivity of the 

poor. 

Yes. 



d. FAA Sec. 110Ca). Will the recipient 
country provide at least 25% of the 
coots of the program, project, or acti- 
vity with respect to which the assis- 
tance is to be furnished (or has the 
latter cost-sharing requirement been 
waived for a "relatively least-devel- 
oped country)? 

e. FAA Sec. 110(b). Will grant capital 
assistance be disbursed for project 
over more than 3 years? If so, has 
justification satisfactory to the Con- 
gress been made and efforts for other 
financing, or is the recipient country 
"relatively least developed"? 

f. FAA Sec. 281(b). Describe extent to 
which program recognizes the particular 
needs, desires and capacities of the 
people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development,; 
and supports civil education and train- 
ing in skills required for effective 
participation in governmental and 
political processes essential to 
self -government. 

g. FAA Sec. 122(b). Does the activity 
give reasonable promise of contributing 
to the development of economic re- 
sources, or to the increase or produc- 
tive capacities and self-sustaining 
economic growth? 

Development Assistance Project Criteria 
(Loans Only) 

This section not applicable. 

Project Criteria Solely for Economic 
Support Fund Support Fund 

This section not applicable. 

Participants will provide 
at least 25% of the coots 
of the program. 

Not Applicable. 

India has a large and 
talented science and 
technology conununi ty . This 
project will draw upon that 
community to build a research 
technology development capa- 
city in the Indian private 
sector. 

Yes. By promoting technology 
development and innovation. 





Cash Flow Analysis of Illustrative linancinu Optionr 

Illumtrative financin8 options extensively dircussed with ICICI 
are described below as the Sales Agreement, Sales Agraement/Loan, 
urd Conditional Loan/Loan options. They refla$ a continuum of 
alternatives ranging from a form of venture capital financing on one 
end to more conventional bank financing on the other. Tertinc aome 
of these alternatives an well as othero in the initial phaae of the 
project should generate enough inr'orarotion by year three to enable 
sound aasersment of: 

which financing option(s1 are most appropriate for the PACT 
objective and purpose; and 

which formulations have the greatest prospect for 
sustwinhg the PACT special account. 

1. Sales kreement Option 

Under the Sales Agreement option the PACT assumes the 
risk of commercial technology development with the joint venture. 
The PACT'S exposure in the form of a conditional grant will be 50 
percent of total technology development project cost; the joint 
venture will bear the remaining 50 percent. The PACT'S exposure in 
any one project should not exceed $1 million. The PACT will recoup 
its contribution from the joint venture through sharing in sales 
revenues generated by the comnercialization of the product or 
process, paid to the PACT within a specified time end up to a limit 
possibly of two or throe times the conditional grant amount. For 
sxample, a conditional 6rmt agreement could include a repayment 
formula of 5% of sales annually, up to the amount drum from the 
PACT and thereafter 2.5% annually of sales, up to two times the 
mount invested by the Program in the five-year period from the 
first sale of the product or process. In addition, if sales 
revenues failed to generate revenues as envisaged, then the 
compensation period could be extended another three years and the 
limit of compensation amount that could be recouped raised to three 
times the amount drawn from the PACT. 



Thin option provider an imnediata atram of interart 
income back to tha 1pacial Account. It m y  irPprova prompectr for 
raflawr to the Account, but m y  purh the PACT toward larr rirky, 
lers innovative rubprojectm. Under thia option ICICP will approve a 
males agreement much as dascribed above for one half of the funds 
made available by the PACT to 8 joint venture f k  an approved 
subproject. The other half of the funds would be made available as 
a suitably secured loan to the joint venture repayable with interest 
from the time of disbureement. The PACT Special Account will cover 
up $0 70 percent of total project cost with a ceiling of $1,000,000 
for any mingle subproject. The loan component will have a repayment 
term on average of eight years. 

3. Conditional Loan/Loan option 

The Conditional Loan/Loan option will be the least 
difficult for ICICI to administer. Also, at standard ICICI interest 
rates this will probably be the least marketable of the three 
options. ICICI will loan up to 70% of projects costs at its going 
rate of interest (currently 14 percent); the loan will be suitably 
secured. One half of the loan will be repayable after disbursement 
irrespective of the success of the venture; tho other half of the 
loan will be repayable in full if the subproject results in sale of 
the product or process developed. The term for the conditional half 
of the loan will be three years grace period with on average five 
years to pay back principal and interest including that charged to 
the loan during the grace period. 

4. Analysis 

Tables 1 and 1.1 show cash flow for the illustrative 
Sales Agreement repayment model. The Tables differ in that Table 1 
is based on the premise that 50 percent of the finance to 
subprojects is paid back in full (approximately twice what was drsm 

4 from the Special Account with three years grace and five years 
thereafter to repay) and Table 1.1, on the premise that 80 percent 
is paid back in full. Table 1 shows the special account not to be 
sustainable with a SO percent success rate. In year 6 the account 

- runs a negative balance and even with reflows never manages to reach 
a sustainable level. Table 1.1 is more promising. However, to 
achieve this level of sustainability requires a portfolio with an 80 
percent success rate. If this constraint is accepted the portfolio 

- . - _ uoulbeither-haye-t~ be _ heayl&-mbhta& with-r~lakbely d a k  free 
types of R&D in order to take on more venturesome subprojects or 
edge over, as a whole, toward what is already taking place in the 
market, namely financing minor adaptations of imported technology. 



An altomative to the abova mcanario in to tightan the financial 
t a m  to the joint venturmn. Trblam 2 and 2.2 offar a differant, 
Pamr attrmctive mot of financial k e r n  to thai joint vontura. Tablao 
2. and 2.1 are indicrtiva of the cnmh flow from the illumtrativa 
Salor &roement/Loan and Conditional Loan/Man repayment options 
raopectivoly which were a h 0  descritmd in Section 111.5. The Tabloo 
diffar in that Table 2 assumes a 50 porcant payback of the Saleo 
Agreement and Conditional Loan portions of tho finance and Table 
2.1, 80 percent. In both case the prospects or6 for the special 
account to be #elf mustainin&, though in the case of Table 2, 
without infusions of new~capital, tho account only reaches year 5 
levels of disburoemento in year 10 and Table 2.2, in year 8. The 
major qusstion raised by Tables 2 and 2.2 is whether the tiuhter 
terms will be attractive enough to draw Indo-U.S. joint ventures 
into the market. The preliminary indication based on the @urveys 
of U.S. and Indian business persons (see Appandices VII and VIII) 
is that they probably are not for the illustrative Conditional 
Loan/Loan option. 
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Cond i t iona l  Sub-Loans 
USAID 6 ran t  USAID h i n t  ..................................................................................... . l o r  fo r  D i r b u r s i r e n t  Forp ivenrss Receipts from Sub-Loaners 

tear SUB-LOINS Proro t iona l  Exp. t o  of Debt -------------*-------------------------------------- 

Sub-Loanees Ru l t  i p l i e r  1 = I n s t a l r e n t  I n t e r e s t  Pr i n t i p a l  
0.2 (To ta l )  

TOTAL 10,000,000 400,000 120,082,647 65, 278,243 178,678,198 157,256,356 321,421,812 

Net Present Value o f  Funds a t  the  end o f  Year 40 = D o l l a r s  1,539,217 



Table 1.1: ICICl Dirbursertnts rnd R R C P I P ~ S  (Continued-Pap~ 2) 
(Unit: U.S. Dollar) 
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1,262,036 

15,772,549 



Net Presenl Value of  Funds a t  t h e  end of Year 40 = Dollars  





Salary Prorotional Taxes Funds 
and and and hailable 

Overheads: Other Expenses: Levies with 
nultipli~r lor Hultiplier lor lClCI 
Inllatlon Rate = Inllation Rate = Hultiplrer 4 = ( a t  the end 

1.05 1.05 0 ol the year) 

1 15) Ilb) (17) 118) ........................................................................ 
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16,810,295 
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20,564,315 
22,751,441 
25,181,787 
27,871,102 
30,819,375 
34,118,029 
37,744,624 
41,759,446 
46,205,327 
45,483,560 

513,496,505 

= Dol la rs  



C o n d ~ t  ~ o n a l  Sub-Loan Corponenl 1 H u l t i p l i e r  2 g 0,5 ........................................................................................................ 





APPENDIX VI 

Financial  Analysie Prepared f o r  AID/W 

BY 

USAIWINDIA 

February 1985 



Fund fo r  Technology Development ( 3 8 6 4 4 9 6 )  

PlNANCIAL ANALYSIS 

S u m r y  

Following approval  of t h e  P r o j e c t  I d e n t i f i c a t i o n  Document 

(PID) and a s  i n s t r u c t e d  by t h e  Bureau f o r  Asia P r o j e c t  M v i s o r y  

Committee (APAC) t h e  t l iscior .  has  under taken  a d e t a i l e d  f i n a n c i a l  

a n a l y s i e  of t h e  Fund f a r  Technology Irevelop!nent (PTD) p r o j e c t  wi th  a  

view t o  recornending an  AID i n t e r e s t  r a t e  cha rge  t o  t h e  I n d u s t r i a l  

C r e d i t  and Invee tment Corpora t ion  of  I n d i a  (ICICZ 1,  t h e  in te rmediary  

t h a t  w i l l  implement t h e  p r o j e c t .  

The a n a l y s i s  provided i n e i g h t s  i n t o  t h e  impact of AID 

f i n a n c i a l  terms on t h e  o p e r a t i o n a l  e f f e c t i v e n e s s  o f  t h e  proposed FTD 

p r o j e c t .  The impact of AID i n t e r e s t  r a t e  cha rges  on t h e  ave rage  

l e v e l  o f  r i s k  of FTD funded R6D p r o j e c t s  and on t h e  r e l a t i v e  s i z e  of 

t h e  f i n a n c i a l  i n c e n t i v e  t o  be  o f f e r e d  by I C I C I  t o  sub  borrowers were 

e s t ima ted .  A s  AID'S f i n a n c i a l  terms r ise  towards market rates, t h e  

l e v e l  of r i s k  X C I C I  can  accep;  w i thou t  s u s t a i n i n g  l o s s e s  i n  
I 

approving loans f o r  RCD p r o j e c t s  and t h e  s i z e  of t h e  f i n a n c i a l  

a i n c e n t i v e  I C I C I  can o f f e r  d e c l i n e s ,  i . e .  a p p l i c a t i o n  of s c r e e n i n g  

c r i t e r i a  w i l l  be t i gh tened  and t h e  magnitude o f  t h e  " forg iveness  of 

debt" reduced. 
-- 



In undertaking t h e  f inanc ia l  a n a l y r i r  rhe Mirr ion conridered l 

range of i n t e r e r t  r a r e r  from AID'. rtsndarc! term8 of  2 percent ,  3 

percent  up t o  6 percent, .  9 percant.L1 I h e  l l i r ~ i o n  concluded from 

the  analyoia t h a t  i f  the  p ro jec t  muet be loan funded the  i n t e r e r t  

r a t e  rhould be a t   AID'^ r tandard term8 (2 percen t ,  3 percent)  o r  

c l o s e  t o  i t  i n  o rder  t o  maintain enough room f o r  experimentat ion and 

a s  a rafeguard aga ins t  the r i s k  of changes i n  v a r i a b l e s  beyond 

ICICI'S c o n t r o l  such a s  the  exchange value  of  t h e  rupee a g a i n s t  the  

d o l l a r  and the  i n t e r e s t  r a t e  I C I C I  can charge 8ub borrowere. With 

an AID i n t e r e s t  r a t e  charge much above 2 p e r c e n t ,  3 percent  I C I C I  

w i l l  be dr iven towards a  p o r t f o l i o  t h a t  on ba lance  w i l l  be only  

marginally d i i f e r e n t  from t h e  types of R6D p r o j e c t s  t h a t  a r e  being 

done now by t h e  p r i v a t e  s e c t o r ,  i.e. mainly minor adapta t ion of 

21 imported technology.- 

1/ When A I D  i n t e r e s t  r a t e s  a r e  c i t e d  a s  2 pe rcen t ,  3 percent  o r  6 - 
percent ,  9 percent ,  the  f i r s t  r a t e  is f o r  t h e  10 years  grace 
period;  the  second, f o r  the  t h i r t y  yea rs  t h e r e a f t e r .  

21 I C I C I  has a dual  mandate t o  promote i n d u s t r i a l  development and - 
t o  provide i t s  more than 4,000 shareholders  an adequate r e t u r n  
on investment. Accordingly, I C I C I  i e  committed t o  maximizing 
the developmental impact of t h e  PTD p r o j e c t  s u b j e c t  t o  t h e  
c o n s t r a i n t  t h a t  i t  not  s u s t a i n  a  long term f i n a n c i a l  loss .  I £  
I C I C I  borrows f o r  t h e  Fund, t h e  room f o r  adjustment t o  p r o j e c t  
implementation experience and the  l e v e l  o f  r i s k  i n  R6D 
p r o j e c t s  approved f o r  f inancing w i l l  n e c e s s a r i l y  be less than 
f o r  a  g r a n t  funded p ro jec t .  



- 3 - 
The Mirrion'r f irrt preference and recmendrtion ir that the 

PTD project be entirely grant funded. With grant funding ICICI 

could be more experimental in developing a RBD project portfolio and 

in the terms extended to borrowere. The potential benefit6 from 

grant funding extend much beyond the room for experimentation as 

defined in the financial snalyeis. The change in status from 

borrowerlmanager of the fund to eimply manager of the fund would 

allow LCICI to substitute more of the approach and attitude8 of the 

venture capitalist in place of those of the traditional banker. 



Introduction 

The APAC cable on ,the PTD required an in depth financial 

analyrir for the Project Paper (PP). The principal irrue war the 

ineerert rate at which AID vill loan fund8 to ICICI; alro, at irrue 

war the appropriate margin between ICICI and rub borrowerr. 

The AID interest rate charge to ICICI is critical to the 

deeign of the FTD. Accordingly 2he Hirsion has decided, as 

suggested by the APAC (see State 355495) to undertake the financial 

analysis nov and based on that analysis to reek AID/W guidance on 

the appropriate interest rate charge prior to fielding the PP design 

team. 

Tine type of financial analysis most relevant to the main issue 

at hand is a cash flow analysis. Given the assumptions eet out 

below, tracking the cash flow will indicate the impact of AID 

interest rate charges on key financial variables. The effectiveness 

of the PTD project, including eustainability of the loan fund, vill 

largely rest on the room for adjusting these variables in response 

to project implementation experience. 

The analyeis of the terms of AID finance to ICICI should not 

- - 
be viewed in isolation from the purpose and character of the PTD 

project.ll The purpose of the PTD is to create capacity in the 

1/ Annex I1 is the Project Identification Document (PID) approved - 
by the APAC. Readerb may find it useful to understand the 
purpooe and character of the FTD project. 
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pr iva te  r e c t o r  f o r  dynamic and hiah  q u a l i t y  U D  programs, i . e ,  

institution bui ld ing.  The mort important c h a r a c t e r i r t i c  of  t h e  

projec t  from the  pe r rpec t ive  of the  f i n a n c i a l  a n a l y r i r  t h a t  f o l l w s  

i r  i t r  experimental charac te r .  Achievement of  t h e  ?TD purpi-de w i l l  

require  room t o  experiment with the  mean8 of engaging both U.S. and 

lndian e n t e r p r i r e r  i n  j o i n t  ventures  i n  BbD i n  India .  

Assumptions 

The caeh flow a n a l y s i s  of impact of a l t e r n a t i v e  loan terms on 

c r i t i c a l  p ro jec t  v a r i a b l e s  was c a r r i e d  out  under t h e  fol lowing 

assumptions: 

a )  Pund amount $10 m i l l i o n ;  

b) Tax r a t e  on n e t  annual income of  Pund 57.75 pe rcen t ;  

c )  Annual i n f l a t i o n  r a t e  7.5 percent ;  

d )  Discount r a t e  f o r  computing n e t  present  va lue  1 2  pe rcen t ;  

e)  Base year management c o s t s  $75,000; 

f )  Base year promotiiinal c o s t s  $100,000; 

g) ICICI i n t e r e s t  r a t e  charge t o  r u t  borrowers 14 percent .  

Addit ional  assumptions a r c  a s  follows: 

a )  Disbursement of  A I D  loan w i l l  be spread over f i v e  yea rs  

i n  the  fo l lov ing  amounts: 

Year Dirburrement 

1 $0 -5 

2 1.5 

3 2 -0  

4 3 -0  

5  3  -0 

Percentage 

5  % 

15 

2 0  

30 

3 0 
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b) 8ub l o a m  fo r  IUD oub project8  v i l l  cover up  to  70 

percent of p ro jec t  c o r t r  with 8 ce i l i ng  of 81.0 m i l l i o n  

per 1 0 8 ~ ;  

c )  mom 31) t o  70  percent of rub loan8 (or up t o  one h a l f  o f  

t o t a l  it b D pro jec t  c o r t )  v i l l  be paid back i n  accordance 

v i t h  I c I C X ' ~  rtandard terms; the balance v i l l  be payable 

i f  the R6D project  financed v i t h  the rub loan r o u l t r  i n  

l conunercial t ranrac t ion  of the product or  procerr 

developed; 

d)  A l l  p r iuc ipa l  repayment8 t o  the Pund and i n t e r e s t  income 

from the Pund minus expenses w i l l  be returned t o  the  

Pund f o r  re lending 

Key Variables 

The analysis i s  keyed t o  two var iab les  -- the commercialization r a t e  

(CR) and the rub borrower's r i s k  a s  a percentage of t o t a l  R6D 

project  costs  (SBR). 

a )  The CR is  the percentage of R6D pro jec t s  i n  monetary 

terns  t h a t  w i l l  r e s u l t  i n  a colrmercial r a l e  and hence - 

- - - - - - . -  . -- - . -- - -- - - - - - - 
will requi re  payment of the condit ional loan component o f  

the ICICI sub loan. 



b) The SBY i r  the  percentage of  t o t a l  B 6 D  pro jec t  coat  t h e  

ruo borrower w i l l  have a t  r i r k  i f  t h e  p r o j e c t  i r  not  r 

ruccer r ,  i.e., .it doer n o t  r c r u l t  i n  l c o m e r c i a 1  r a l e  of  

the  product or procerr  being developed. 

The CR and SBP a r e  important becaure they e r e  the  main l e v e r s  

. 
- - 

a v a i l a b l e  t o  I C I C I  t o  a d j u s t  n o t  only t o  ensure  achievement o f  - 
p r o j e c t  purpor ts ,  but a180 t o  cover a g a i n s t  changer i n  exogenourly 

- 
,determined parameterr ruch a s  rub borrower i n t e r e s t  r e t e c ,  fore ign 

exchange r i r k ,  t ax  r a t e s ,  e t c ,  

- 
Commercialitation laate (CR) 

The GO1 i n t e r e s t  i n  the  Fund f o r  Technology Development (PTD) 

d e r i v e r  i n  par t  from the  low r e t u r n  t o  investments i n  the  publ ic  

r e c t o r  i n d u s t r i a l  research l a b o r a t o r i e s  and the  b e l i e f  t h a t  

investments i n  p r iva te  rec to r  R&D w i l l  y i e l d  a h igher  r a t e  o f  r e t u r n  

on investment. Tbe publ ic  r e c t o r  i n d u s t r i a l  R I D  f a c i l i t i e o  consiot  

of 38 na t iona l  l abora to r ies  and over one hundred extens ion c e n t e r s  

and regional  s t a t i o n s  managed by the  Council f o r  S c i e n t i f i c  and 
r 

I n d u s t r i a l  Pesearh (csIR). One mtudy of CSIR BbD p r o j e c t s  found 

4 t h a t  through 1978 out  of a t o t a l  of 2015 CSIK developed processes 

r e f e r r e d  fo r  l icens ing,  856 were taken up by  f irms;  out  of  these  

-- .. -- 
- - - v - S 6 P  were- f € p W € F i i  t o  h8ve gone i n f o  production. Be -CF-for 

only those CSIR RhD pro jec t s  considered promising enough t o  be 

Y reffirred f o r  l i cens ing  was l e s r  than 20 percent .  
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Data on the CY for private rector U D  ir not readily 

svailable. Whatever rbe actual rate for the privata lector, the CR 

for ?TL) financed Mil will be dependent on the tpper of proporalr 

that come forward, 1~1C1'r application of rcreening criteria and the 

mearure of coumercial ruccerr. 

a) The type of U D  proporalr that come forward vill depend 

on factorr within ICICI'a control ruch ar the financial 

incentive offered by IClCI and the rcope and 

effectivenees of the promotional as well no factors 

beyond its control ruch ar changer in tax lava, 

induetrial licensing regulation8 and very broadly the 

businees climate. 

b) The application of rcreening criteria to approval of 

loans vill be governed in part by the cost of AID funds 

to ICICI. The higher the rate the more likely ICICI vill 

be pushed towards less rieky types of R6D until at the 

extreme, i.e. when the coat of the AID loan approaches 

the market rate, the FTD portfolio and ICICI'o exirting 

portfolio vill in all probability be only marginally 

different . 

product or process developed ie the beet criterion to 
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t r i g g e r  repayment of the  cond i t iona l  loan component of 

t h e  t o t a l  loan. A t  the  8 m t  t ime,  fCfCf recognicer  

drawbackr t o  t h e  c r i t e r i o n  and i r  q u i t e  prepared t o  

a d j u r t  i t  bared on experience. 

Sub Borrower's Rirk (SBR) 

The SBE agreed upon i n  d i r c u r r i o n s  w i t h  ICICI was 

approximately 65 percen t ,  i.e. the  one h a l f  of  t h e  loan borrowed 

from ICICL a t  r tandard  terms, which may cover as much a 1  70 percent 

of projec t  co r tn ,  and t h e  j o i n t  ventures 30 percent  investment. 

Conceptually the  SBR might be a s  low a8 27 percent  i f  t h e  j o i n t  

veueure has taxable  income againet  h i c h  t o  write a f f  R6D pro jec t  

looses. The balance o f  B6D project  c o s t a ,  35 percen t ,  i r  the 

cobiditional loan component (one h a l f  of  t h e  loan t h a t  may cover a s  

much a s  70 percent  o f  t o t a l  p ro jec t  c o s t )  which w i l l  be w r i t t e n  o f f  

by ICICl if the  RLD p r o j e c t  doe8 not  r e s u l t  i n  a  s a l e  of t h e  product 

or  procese developed. 

r /  The f i n a n c i a l  incen t ive  offered by the  cond i t iona l  loan 

component i s  c r i t i c a l  t o  t h e  ruccess of t h e  p r o j e c t .  There is a  
- 

- 
dear th  of high r i s k  ven tu re  c a p i t a l  fo r  E&D i n  I n d i a  d e s p i t e  widely 

ava i l ab le  low c o s t  s c i e n t i f i c  and technological  t a l e n t ,  a a i z e a b l e  

wide demand. It rhould be noted i n  t h i r  r egard  t h a t  i n  t h e  U.S. 

f i n a n c i a l  incen t ives  have played a  major r o l e  i n  r t i m u l a t i n g  U D .  



TAe tT1, f i n a n c i a l  incen t ive ,  i n  the  form o f  p a r t i a l  

"forgivenerr  of debt" i f  t h e  R5D pro jec t  Poer no t  r e r u l t  i n  a 

couanerical r a l e ,  i r  r e q u i t e d  t o  met i n  motion t h e  growth of p r i v a t e  

r e c t o r  I U D .  I n  prerent  c i rcumrtanccr ,  the  l e v e l  of  p r i v a t e  r e c t o r  

U D  i r  low and Indo-U.S. j o i n t  venturer  i n  R6D v i r t u a l l y  non 

e x i r t e n e  except f o r  in-houre c o n t r a c t  arrangenentr  by a few o f  t h e  

mul t ina t iona l r .  . 

Uhat i r  the  appropr ia te  l e v e l  f o r  the f i n a n c i a l  incen t ive?  - 

Neither 1CIC;I  nor USAID would claim c e r t a i n t y  about t h e  a p p r o p r i a t e  - 
l eve l .  In derigning the  ITD i t  wee agreed t h a t  i n i t i a l l y  a 50 

- 
percent  condit ional  rub loan component, uhich would put rub 

borrowers a t  r ink  '..r becween one t h i r d  and two t h i r d s  o f  t o t a l  rn 

p r o j e c t  c o r t r  depending on t h e i r  t a x  s i t u a t i o n ,  was a reaeonable  

r t a r t i n g  point .  I f  anything,  t h e  BIRD Foundation model sugges t s  t h e  

SBF. rhould be lower. The BIRD Foundation's SBR, which was r e t  a t  

one h a l f  of t o t a l  p ro jec t  c o s t a ,  has been very success fu l  i n  

a t t r a c t i n g  U.S. and I a r a e l i  e n t e r p r i s e  t o  r e t  up R&n j o i n t  ven tu res  

i n  I s r a e l .  

IC1CI'e Role 

I C I C I ' E  ob jec t ive  i n  p a r t i c i p a t i n g  i n  the  FTD i s  t o  maximize L 

ICICI not  r u s t a i n  a long term f i n a n c i a l  loss.  The o b j e c t i v e  and 

con8 t ra in t  have been b u i l t  i n t o  t h e  cash flow ana ly r ie .  
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IClCl i r  p a r t i c i p r t i n u  i n  the  PTD becrure  i t  h r r  r mandate rr  

a development bank t o  explore new way, of promoting induotrirl 

developmeat. 

The c o n s t r a i n t  t h a t  I C I C I  not  r u s t a i n  a long term l o s s  from 

tak ing  on the PTD combined with s tandard  p o l i c i e s  t h a t  apply t o  

funds it  borrows from c a p i t a l  markets v i l l  a f f e c t  t h e  l eve l  of risk 

I C I C I  w i l l  be v i l l i n g  t o  absorb i n  managing t h e  FTD.  Tbe higher  . 
AID'S i n t e r e s t  rate charges on t h e  PTD loan ,  t h e  less experimental 

p room is ava i l ab le  f o r  I C I C I  t o  manage the  loan.  In  o ther  words, 

loans c lose  t o  the  market r a t e  w i l l  d r i v e  I C I C I  towards i t s  

-- - t r a d i t i o n a l  p o r t  f o l i o  and away from t h e  ven tu re  c a p i t a l  concept and 

h igher  r i s k ,  p o t e n t i a l l y  high r e t u r n  R6D. 



Carh tlw Analys i r  

The carh  f low a n a l y s i r  t r a c k r  on a n  annual  b a s i r  over  t h e  40 

yea r  l i f e  of t h e  loan t h e  fol lowing:  A I D  loan  dirburrementa t o  

I C I C I ,  loan d isburrment r  by I C I C I  t o  rub borrower,, i n t e r e r t  anci 

p r i n c i p a l  payment8 by I C I C I  t o  A I D ,  i n t e r e s t  and p r i n c i p a l  payments 

by rub borrower8 t o  I C I C I ,  management c o s t s ,  promotional c o s t r ,  loan  

11 w r i t e  o f f  coses  and t a x  paymento.- 

Table 1 shows t h e  combinat ions of r i s k  t a k i n g  and f i n a n c i a l  

i n c e n t i v e  open t o  I C I C I  f o r  a  given A I D  i n t e r e s t  r a t e  charge and r 

n e t  p re sen t  va lue  (NPv) of 0 f o r  t h e  fund a t  t h e  end of 40 

y e a r s . g  m e  e e t  o f  i n t e r e s t  r a t e s  cons ide red  ranged from 6 

p e r c e n t ,  9 percent  do- t o   AID'^ e t anda rd  terms o f  2 p e r c e n t ,  3 

pe rcen t .  As  t h e  A I D  i n t e r e s t  r a t e  drops  from 6 p e r c e n t ,  9 pe rcen t  

toward 2 pe rcen t ,  3  pe rcen t ,  t h e  room f o r  exper imenta t ion  wi th  

d i f f e r e n t  combinations of CR and SBR i n c r e a s e s .  A I D ' S  s t anda rd  

terms e s t a b l i e h  t h e  o u t e r  boundary o r  l i m i t  f o r  f l e x i b i l i t y  and 

innova t ion  i n  implementing t h e  FTD p r o j e c t  u s i n g  loan  funds. 

11 The d e t a i l s  o f  t h e  spreadsheet a n a l y s i s ,  which was executed  on - 
t h e  Wang PC u s i n g  t h e  Lotus 1 ,2 ,3  s p r e a d s h e e t  a r e  found i n  
Annex I. A copy of che f loppy d i e c  t h a t  wcis used f o r  the 
a n a l y s i s  has  been s e n t  a long  wi th  t h i s  paper  i n  t h e  even t  
AID/W would l i k e  t o  under take  a d d i t i o n a l  a n a l y s i s .  
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The expecta t ion i r  t h a t  I C I C I ,  given i t r  col~lnitment t o  maximiring 

the developmental impact of the mD r u b j e c t  t o  t h e  c o n r t r a i n t  t h a t  

i t  not r u r t a i n  a f inancia)  l o r r ,  w i l l  be working a long t h e  boundrry 

o r  l i m i t  r e t  by t h e  A I D  i n t e r e r t  r a t e  charge. 

The c e l l r  marked with a darh ( 0 )  and t o  t h e  l e f t  of AID'r 

r tandrrd  terms a r e  combinationr of CR and SBR a t  vhich I C I C I  vould 

require  an i n t e r e s t  r a t e  lover  than 2 percent ,  t h r e e  percent  i n  

order not t o  r u r t a i n  a f i n a n c i a l  lo r r .  The c e l l r  marked wi th  an 

a s t e r i r k  (*) a r e  combinations of CR and SER vhich leave  l i t t l e  room 

f o r  experimentation, i f  AID charges an i n t e r e s t  r a t e  h igher  than 6 

percent,  9 percent .  The room f o r  experimentat ion a t  these  h igher  

i n t e r e s t  r a t e s ,  i.e. above 6 percent ,  9 percent  was considered t o o  

narrow, taking i n t o  account uncer ta in ty  about t h e  impact of  h igher  

SBRs and the  type of RbD l i k e l y  t o  be assoc ia ted  with h igher  CRs.  

In o ther  words, as SBR and CR move above 65 percen t ,  t h e  f i n a n c i a l  

incentive may be too  rmal l  t o  a t t r a c t  rub borrowerr and t h e  type  of  

R 6 D funded by I C l C l  may begin t o  rhade too  f ~ r  towards what i s  

already being done by p r i v a t e  en te rp r i se .  

Table 2 shovs t h e  impact of al lowing a modified break even 

concept which inc ludes  a contingency fund f o r  changes i n  f a c t o r s  

beyond I C I C I ' s  z o n t r o l  ruch a s  a dec l ine  i n  t h e  exchange va lue  of  

the  rupee a g a i n s t  t h e  d o l l a r  o r  a fa11 in-_ t_h - -htere~r_  + a _ T P T C T  - - __ __ -- - 

can charge its sub borrowers. Instead of  s e t t i n g  NPV of  t h e  loan 

fund a t  break even o f  0 a t  the  end o f  f o r t y  y e a r r ,  t h e  break even is  

r e t  a t  an NPV of 1 percent  o f  the  value  of t h e  AID loan. 



USLiD I n l e r r s t  Charge t o  ICICI w i th  Varyinq C o r a t r c l a l i r a t i m  Rate and 
Sub-Borrow's  Risk a t  Break - Even for ICICI at  the cnd of Year 40 --------------------------------------------------------------------- 

(Unit  a Percent) 

I. Figures i n  oll are USAID in te res t  charge t o  ICICI w i th  varyinp c o r r e r c i a l i z a t i o n  ra te  and sub-borrower's r i s k  
a t  Break-Even for I C I C I  a t  the m d  of Year 40. 

2. Break-Evrn concept assures that  incidence of taxes over the l i f e  of loan on income of lCIC1 f r o r  the Fund i s  non- 
negative and that  net present value of funds wi th  ICICI a t  the ~d of 40-year period i s  11 o l  the Fund amount . 

3. Dash I-) indicat rs  tha t  I C I C I  does not  break even a t  USAID'S r i n i r u r  annual i n te res t  ra te  of 31 l o r  n o r r a l  
p r r iod  and 21 for grace period. 

4. Siar 111 indicates tha t  ICICI rakes p r o f i t  a t  near market rates o f  92 for  n o r r a l  period and 61 for  grace period. 

Sub- Cor re rc ia l i za t ion  Rate i.~,, Percentage of Successful RLD Sub-projects 
Borrower ' 5  ......................................................................... 
Risk 

ISBR) 251 301 352 401 451 5Ci 552 601 651 701 751 801 

M A I D  In te res t  Rates - Percent Per lnnur I f i r s t  f l q u r e  i s  
fo r  grace per iod and second for  nor ra l  period.) 

Assurp t ions : ------------ 
I, Fund amount of $10.0 r i l l i o n  loan i s  disbursed t o  I C l C I  i n  l i r s t  f i v e  years. (51 i n  year 1, 151 i n  year 2, 

202 i n  year 3, and 301 each i n  year 4 and 5) 
2. Loan period i s  40 years inc lud ing grace period o l  10 years. 
3. USA10 ln terest  rates for  the n o r r a l  per iod o f  30 years are about 1-112 t i r e s  the grace period i n t e r s t  rates. 
4. In terest  rates ( f i r s t  f i gu re  i s  for  grace per iod and second f i g u r e  i s  fo r  n o r r a l  period) 

varying between 22, 31 I l I D ' r  s ta tu to ry  r i n i r u r l  and 6 1 , R  (Mar  market ra tes l o r  ICICI) were considered, 
5. ??anagerent costs (N) are assured t o  be $75,000 i n  year 1. 
6. Promotional costs (PC) are assured t o  be $100,000 i n  year 1. 

-.- - 
7. An i n f l a t i o n  ra te  of 7.51 per annur i s  appl ied t o  ranaqeront and p ro ro t iona l  costs  up t o  year 14 i.e., roughly 

- - - - - - - 
on,tZitbN-mi-f o ; i t iT - I i i i i i jm io iL  -7TiTiRTfTf lornrr+nsiniiq T g m  pntva; w m m p m  mr 'p iPrr -  
t o  t o t a l  operations (sub-loans' disburserents and repayrents and the promotional costs'  propor t ion t o  t o t a l  
sub-loans are raintained at  the l e v e l  of year 14. 

8. Tax ra te  on income o l  IClCI equals 57.751 
9. Discount ra te  for computing net present value i s  121. 
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The impact of  raking i n t o  account con t ingenc i r r  ruch r r  fore ign 

exchange r i r k  i r  t o  d ramat ica l ly  narrow the  room f o r  

experimentation. t o r  ex.mple, a t  6 pe rcen t ,  9 percent  the  lowert 

combination8 of CR and SBR t h a t  can be experimented with i r  CR75, 

SBH 70 and CR 80, SBR 60. A t  2 pe rcen t ,  3 percent  the  range of 

combinatioa run8 between CR 6 5 ,  SBR 80 and CR 65 ,  SBB 50. 

Conc l u s  ion 

The FTD p r o j e c t  w i l l  be breaking new  round and v i l l  r e q u i r e  

f l e x i b i l i t y  i n  implementation. The degree of  f l e x i b i l i t y  w i l l  be 

d i r e c t l y  determined by AID'. i n t e r e s t  r a t e  charge t o  I C I C I .  In  

terms of the  a n a l y r i s  the  ibsue is whether f o r  a given A I D  i n t e r e r t  

r a t e  charge,  the  room f o r  experimentat ion with CR and SBR w i l l  be 

enough t o  enable I C I C I  t o  implement t h e  FTD pro jec t  i n  order  t h a t  

p r o j e c t  purpose v i l l  be achieved. 

Taking i n t o  account the  uncer ta in ty  about the  appropr ia te  

l e v e l  of t h e  CR and SBR and v a r i a b l e s  beyond I C I C I ' S  c o n t r o l  much a s  

the  fore ign exchange r a t e  and i n t e r e s t  r d t e  f o r  eub borrowerr, t h e  

conclusion based on Table 2 i s  t h a t  an  AID i n t e r e s t  r a t e  charge t o  

ICICI should be a t  o r  c l o s e  t o  2 pe rcen t ,  3 percent .  An i n t e r e s t  

r a t e  much above A I D ' s  s tandard terms may u c f e a t  the  purpose o f  t h e  
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The above r a i d ,  t h e  Mirrion'r  f i r r t  p re fe rence  i t h a t  the  

p r o j e c t  be e n t i r e l y  l r a n t  funded a r  i r  t h e  h i g h l y  r u c c e r r f u l  BIRD 

loundation.  I h e  change i n  r t a t u s  f r m  borrower/maaager t o  rimply 

ornagcr of the  fund would allow ICICI t o  r u b r t i t u t e  more of the  

approach and a t t i t u d e 8  of the  venture c a p i t a l i r t  i n  p lace  of  thore  

of the  t r a d i t i o n a l  banker. ICICI could be more innovat ive  and 

experimental i n  r c reen ing  of p r o j e c t r  and i n  t h e  termr extended t o  

rub borrower a. 
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1.1 BACKCROUND 

Private Commerclrl Rereatch and hvelopmcrnt (R6D) effort8 fn Indirn 

induetry are of o very low order, being leas than 1 per eent of turnwer 

re compared to 2 - 4% for prfvrte indurtry in most of the developed 
countrieo. Even thi6 low order of R b D effort ie almost entirely in the area 

of improvtmento to exieting productr/proceeses and assimilation and adaption 

of foreign technology rather than frontline research and development. 

This rituation exists despSte India having the fifth largest pool of 

technical manpower in the world. To accelerate the pace and improve the quality 

of private commercial R 6 D in India, the U.S. Agency for International 

Development (USAID) intende to finance a project that will promote joint 

ventures in R 6 D between lndian and U.S. firms. 

In September-November 1983 Price Waterhouse b Co. (PW) conducted a study for 

USAID to analyze the feasibility of a binational research and development 

foundation. This study was conducted when USAID wa6 yet at a very 

preliminary stage in its planning of this project and only a very basic 

outline had been drawn up of the role, scope and functions of the proposed 

foundation. PU's report assessed the status of private sector R 6 D cfgorts 

and reviewed the Indian regulatory environment; it analyzed the 1imitSng 

factors on private sector R 6 D efforts and collaborative R 6 D projects 

and discussed the role that the foundation could play in promoting such 

activity. 

Since this study there have been various developments - considerable progress 
in the planning of the project and some significant changes in the ~ndian 

poiicy and regulatory envikonment iztfluencing R L D efforts. 

In 'this background, PW have been &gaged by USAID to undertake a study "to 
-- . - 

understand better the inpact of the various constraints. especially in the 

policy and regulatory environment, and to test the efficacy of the package 

of incentives to be offered by the ITD to overcome some of the constraints. *,I 

-- lBackgrouml to Scope of Work Contract Document - February 26, 1985 
- .  - 



1 .2  OBJECTIVE AND SCfIPI. OF W O W  

thc objtctjve of the mludy undcrtnkcn by PW har been "to rescow 11kcIy 
.L 

l m p x  t of the proposcd Fund for Technology Dcvel opnent (FTD)"' (Scc 

EXHIBIT 1.1).  70 thir end the contract agreement proposed the following as 

the mcope of work: 

a. The contractor vill provide an overvicw of GO1 policies, rules 

and regulations that affect a firm'@ decieion to undertake R b D. 

The overview will identify, explain, and areess impact of policies, 

rules and regulations eetablished to )remote technology development 

and tho~e that have hindered growth ot private rector R b D. 

The contractor will slso examine and analyze recent trends in GO1 , 
b 

policies, rules and regulations to determine whether the 

environment is becoming m w e  or less conducive to private sector 

b. Theeontractor will examine the policies that relste to collabor- 

ations in R 31 D between Indian and foreign firms. Particular 

attention will be devoted to the GO1 approval process. Specific 

questions to be answered include: a) What steps are necessary 

to obtain COX approval for collaborations in R 6 D with foreign 

firms? b) What C O X  ministries are involved and what are their 

roles in the process? c) How long does the average approval take? 

d) What are the identifiable trends in the approval process? 

c. The contractor will Identify six to eight private firms currently 

engaged In R & D of a type that is more than minor modifications 
b 

of Imported technology and where R b D expenditures are on the order 

of R6.200.000 or more. The contractor will explore the motivation 

of those fi- for undertaking R 6 D: The contractor will match 
- 

the r i x  to eight firms doing R 6 D with firms either not active 
\ 

-. . the matched firms are not more active and under what conditions 

they would become so. In probing conditions under which the firms 

would become more active, specific questions relating to incentives 
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t o  br of fcrcd by thc FTl) vlll 0c thircd by thc contrartsr with - 

s view to aswesslnc thc llkcly rc~ponalvcncse to  thobe incentlveti. 

d. Based on an asreummcnt of the exirtin~ businero environment 

and trends and the interviews vlth fims, the contractor will 

assess the likely responsiveness of Indian f i m s  to the proposed 

FTD package of incentives and recomend modificationsL if any, 

that might elicit a better rerponse. 3 

1.31 PROJECT TEAH 9 

The assignment was discharged by a professional consulting team of 

the appropriate mix, working under the overall eupervision of the 

Partner and Director of PW's Management Consulting Practice 

(EXHIBIT 1.2). Valuable assistance for the field study was also 

provided by PW's Bombay and Calcutta offices. 

EXHIBIT 1.2 PROJECT TEAM 

r,, ----------- . L 

PROJECT MANAGER -4 PROJECT ADVISORS ( 2 )  I 
Lo-- - ----------A - 

- & . .  

3 Statement of Work, Contract Documents - February 26, 1984. 



I .32 DATA SOUWCES 

Thc Finding6 of thc rtudy are bared on 

* Dircurslonr with top executlver of 30 prjvare rector firms; 
* Dircueslone vith ~ovcrnment offlcirla in the Department of 

Science rnd Technology, Department of Economic Affair6 and 

Department of Industrial Development; 
* Desk Research 6 Analysis; 

* Discussions with informed people e.g. project staff at USAID 

office, concerned officers from The Industrial Credit b 

Investment Corporation of India Ltd. (ICICl),patent law attorneys, 

meuibers of the Indo-American Chambers of Commerce, etc. (See 

EXHIBIT 1.3). 

The private sector response has been assessed in the course of 

personal interviews during a two-week field survey conducted in 

Bombay, Calcutta and Delhi. As discussed at the Work Plan Meeting on 

11th March 1985, the coverage was extended beyond the 12 - 16 r i m s  
required by the contract to 30 firms spread over different industries 

and varying widely in size, ownership pattern and current R 6 D efforts 

(See EXHIBIT 1.4). It is emphasised that even with this enlarged 

coverage the sample selection and sizr do not permit the findings of 

the survey to be simply extrapolated for drawing conc1us:lons holding 

~ o o d  for the industry at large. 

The basis and data sources used for selection of f i r m  is contained in 

EXHIBIT 1.5. 

The sources of data are listed in detail in Appendix 1 to this report. 
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tXHXBlT 1.5 r BASIS ?OR SELECTION OF FIRMS - 

OBJECTIVE : * Selection of fims active in R6D 
* Xatching with rimilarly placed Inactive firms 

Pactorr coneidered in Selection 

6 Hatching : 

Data Sources : 

Existence of Recognieed 

in-houee R&D Unit 

Expenditure on RLD 

(absolute and in relation 

to turnover) 

Nature and quality of 

RLD effort 

Industry and product lines 

Locat ion 

* 

* 

Directory of recognised in-house 

RID Units (DST) 

Annual Reports of companies 

Working Papers of PW's Pre- 

feaeibility otudy (1983) 

Stock Exchange Directory 

7 

L 

Key Financial Data   on Larger 

business units (CHIN) 

Economic Times Article on RLD 

Expenditure of private firms 

Discuasions with DST Officials 

DST : Department of Science 6 Technology 

m E :  Centre for Monitoring Indian Economy 

J 
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- I a 4  OVERVIEW OF THE RwOUT - .  
Thir report la 8et out 

Chapter8 1 and 2 prerant an introduction and mulmmry of PV'r 

mrlymio and conclumionr; 

Ghrpter 3 examiner the policy and regulatory environment Anfluencing 

R 6 D effort, the perceived trendr in thir and their likely effect on 
R 6 D offortr of the private ~tctor; 

Chapter b contrinr a motivation analyrir reviewing chailgee in the limiting 

factorr on R & D effortr and examining the rearona why r m e  companies 

rpcnd mare on R 6 D than othero in the rame industry; - -- 

Chapter 5 presents an an~lyois of the potential for lndo - U.S. collabo- = 

ratlve R 6 D projtcto for comercia1 ends based on private rector 

reeponse to the concept and reaction@ PO the measures of assistance 

prcrposed to be extended; 

Chapter 6 dravs conclusionc on the mcope for the Fund's activities and 

assesses the impact that the project can be expected to make on the - 
Indian R 6 D rcene; 

Chapter 7 deals with the GO1 approvals process and examines the 

approvals that m y  be required for collaborations in R 6 D between 

Indian and foreign firms, the procedure for granting such approvals - 
- 

and the tlme periods typically required. 



Thir chapter contrinr r runrmrry of PW'r f lndingr , rnalyrir and cmclur1one. 

2.1 OBJECTIVES UQD SCOPE OF WORK 

* The OBJECTIVE of thir rtudy her been to errers the likely impact of 

the propored Fund for Technology Development im) and ruggert 
modificationr which my be required in the propored package of 

a~siatance. 

* The SCOPE OF WORK involved vau - 
. To analyse rtatua end trends of Government policies and regulations 

Influencing A 

- R b D effort 

- R 6 D collaborations 
. To assess and analyse private rector perception of 

- Government policies influencing R b D effort 

- Constraints to B 6 D effort 
- Efficacy of assistanca proposed through PI1) 

. To examine the approval process for R 6 D collaborations between 

hdian and foreign fird 

2.2 DATA SOURCES 

The findings of the etudp are based on 

* Discussions vith top executives of 20 private firms having R L D 

facilities and 10 firms not having recognised R 6 D facilities spread 

w e r  a vide range of industries; 
* Discussions vith Government bfficials in the Departments of Science and 

Technology, Economic Affairs and Industrial Development; 

* Desk Research and Analysis; 
* Discussions with Informed people in relation to the project. 

__ __ -- ----- 

TtFs policy and regulatory environment has an important influenc'e on R 6 D 

efforts of the private sector. h e  major policies/+egulations haviirp 



lndurr r i r l  l i c r n r i n ~  pollcy 

Policy rogrrding r e r c r v r t ~ o n r  for  public rector  

Policy regmdinn rerervrtaonr and preferencar for  rmrll-rcrle md 

cottage indurtrfer  

Policy regarding PERA comprnier 

MTP Regulrtionr 

Foreign Collrborrtions PoLicy 

lmport Control Policy 

Price rnd Dirtribution Ccntrolr 

Incentivec for  RbD e f f o r t s  

Taxation Laws 

Proprietory r i g h t s  protectSon 

Technology Policy 

While the Government continues t o  regulate  the environment, i n  recent 

times the re  is 8 trend towards l i b e r a l i s a t i o n  of controls and simplification 

ofrocedures .  Emphasis i s  being l a i d  on ra i s ing  technology levels  i n  the 

country. 

A new policy has been announced fo r  e lec t ronics  which is being given a hi)gh 

priori ty.  The m b e r  of companies f a l l i n g  under the  XRTP Act has been 

reduced subs tant ia l ly  with the  ra i s ing  of the  asset  l imi t  from Rs. 200 million 

t o  Bs.1,000 million. While the  annual Import policy (1985-86) has r t i l l  

t o  be announced, a l ibe ra l i sa t ion  in projec t  imports and imports of advanced 

computers has already been made, while Import duty has been raised on mini 

and r i c r o  c q u t e r s .  There is a l s o  a l ibe ra l i sa t ion  i n  permitting foreign 

collaborations. Corporate t a x  and personal income tax ra tes  have been 

lowerid and further reductiodwould'be uiad6in the next two years i n  the 

corporate tax rates .  WealtS tiax rates have been reduced and es ta te  duty 

abolished. The taxincentiveof awigh ted  deduction (125%) fo r  approved 

inhouse R&D projects has been removed. 
- 

_ __.___-_____________ -__. _ _ _ _ _ _ . _ _  - 

A s  a aonsequence of the  combined e f f e c t  of a l l  these changes, the policy 

and regulatory environment is expected t o  become generally more favourable 

for  U D  e f f o r t s  i n  the  long term than it has been till now. In  the short 



tam, *fie mar~rilrtive, admptivc rnd produrt impravcmcnt RLIJ aflortr 

would bc oncwrraed, RID for dtvclopmcnt of new productr and procermea 

m y  not be influenced ri8nSficrntly and may even be tetwded in certain 

Ir88B 

2.41 FACTORS LIMITING PRIVATE RhD 

Awide range of factor~ tend to limit private RhD ~pending in India. 

The -st general reason oeem to have beer: a 'genaral absence alf 

technology baaed competition'. There are indications that this may A 

change fairly significantly particularly in certah Industries but 

with liberallration in technology and product imparts, the 'Preference 

for technology purchase' may replace it in these rndustries as the 

more ~ignifdcant limiting factor on RLD efforts, particulsrly when the 

factor of 'underdeveloped production base' also operates and there is 

a wide technology gapbetween Indianand foreign industry. 

The other factors, which receive varying emphasis in different 

companies are: 

Restrictions on price and *scale of output 

. Scarcity of funds 

. Lack of equipment 

. Lack of IUD management elsills 

C 
4 6 s  to parent BhD facilities for multinationals 

General abrcnce of remearch culture. 

A fundamental llmlting factor appears to be one of attitudes or 
-. m a t Y  or 

"easier, quicker and -surer ways of making monef'. 

2.42 DI-CES IN COHPANY SPENDING ON RID 

Companies I n  the esme or eimilar industries have wide variations in 



rhc IwrS and qurlity of M b  rffortm. The ujor rcrron for thlr 

ID thrt thr llnlting frctorr indicated rbwe do not necerrrrily operate 

to the e r w  extent i n  all firm i n  the mame indurtry. More rpecificrlly 

different componier in the armc indurtty differ in their RID effortm 

for the followin8 rrrrono: 

. Diffrrencer in rttituder, policy and perceptionr 

. Differencer in rccerr to foreign technology 

. Difference in company rituationr 

. Kind of RID head. 

PRIVATE SECTOR RESPONSE 

* A large nmber of firm in the private rector are willing 

to consider collaborations with US companies in cammercial 

RID.  
* 17 out of the 30 firms interviewed raw high-moderate ecope 

for collaborative projects of an adaptive R6D nature(inc1uding 

rmajor adaptions requiring innovative work) while only 7 saw 

rimilar scope for BID effortr for development of new products 

or processes in the lines of business in which they vere 

interested . 
A nuder of firms expressed interest in doing RLD on behalf of 

e L t  
their principals or other US firms and felt that they could provide 

an incentive to the US firms In the way of cost-effective research v h i b  

benefiting from the exposure and experience gained. 
* Reservations which have been comonly expressed relate to 

- Linired scope for rmtually advantageous arrangements due 
to technology gap, market differences, etc. 

- Guvermnent approvals 
- Confidentiality of information. 

* The response to the package of Incentives proposed has been 
- - - -- -- - - - - -. . -- 

generally favourabTe . The financm assistance and risk 
sharing measure is considered to be the most significant in 

terms of the requirement. Bwever, many firms felt that, the 

terms were rather stiff particularly as firms are averse to 

using loan funds for innovative or other high risk RLD 

and the risk coverage in the proposed measure is only for 



RCa r l rkr  vhich i r  only  a -11 portion of thc to ta l  rlmk - 
- 

rttrchod to  U D  e f f o r t .  Sore rddi t ionr l  mearurer of 

ar r i r t rnce  vorc r l r o  muagurted. 
- 

FTD SCOPE MD IMPACT 

* The policy md regulatory environment i r  becmin8 - more - 
favourable for  RQD e f fo r t r .  Technology bared competition 

L 

i r  expected t o  increrre and v i t h  thin chanae R major 

precondition for  the 'uccerr of the FRI project i r  being 

ra t i r f ied .  
* In the short term the l imlt ing factor  of existing technology 

gap, abrence of production base and preference fo r  purchaee A 

of technology -- combined with eaeier  access t o  import of 

product8 and foreign technology due t o  policy changes - 
are expected t o  emphaoise technology imports, build up of 

prduct ion f a c i l i t i e e  and bridging of the technology gap. 
- 

&st IUD ef fo r t  during this period would be f o r  rssimilr t ion 

and adaption of foreign technology and-hqmvements i n  products 

or procerses rather than fo r  development of new producto and 

processes. 
* The interest  and rcope f o r  collaborationo fo r  coanercial R6D 

of an arrinrilative and adaptive nature and for  taklng up of 

research projects on behalf of US f irars i r  f a i r l y  high and the 

PTD could rubstant ial ly promote these e f fo r t s  through the 

leosurat of arsis tance proposed. 
* There ir lesser in te res t  and ecope - a t l eas t  i n  the short term - 

f o r  takAng up of collaborative R&D projects of m innovative .nd 

high risk nature; a strong need is assessed f o r  modifying the  - 
- 

f inanci.l/riok sharing reasure t o  l ibera l ize  the t e r n  , change 

i t s l o a n  character wlthout creat ing resentatians regarding 

effective r ights  t o  teclmology, and extending r i s k  coverage t o  

* With rui table modification i n  the  f inancial / r i rk reduction - 

measure, PU envisage adequate .cope fo r  a Fund of the s i z e  

euvisaged directed towards encouraging: 

- U D  for  development of new products or  processes 

14 



- Sub-contract RbD, particularly of Inawatiuc mnturc - RbD for major adaptiona of exirtin~ productr requjrlng 

innovative uork. 

* The $8 expected to have r larger impact than purely in 
tarma of the directly arrirted U D  projectr vhich are taken up 

only or ulnty due to aarimtmce provided. T h o e  projectr 

are rxpected to have good demonatration value and help in 

urherlng in an RbD cdture. 

* To enhapce the demonrtration effect and the conrequer.t 

impact pf the arrirted projectr on innovative RbD efforts of 

induotq in general it may be necersary ro take mpecific 

measures to promote RLD attitude changec in top management. 

Thicr aseumes particular rignificance in view of the limited 

site of the funds available. 



The policy rnd repdatoty environment, amongrt other flctorr, influencer aignifi- 

cmtly the nature, extent md direction of R6D effortr. Thir chapter identifier 

the variour policier m n d  regulrtionr influencing RID effort, reviewr trendr by vay 

of recent changer wade and rnalyrrs their practical impact in terms of there changes 

on RLD rpending by coprpmier. 

3.1 POL1 CI ES AND REGULATIONS INFLUENCI NC RID EFFORT : 

The policies and regulations influencing RID effort are: -. 
Induetrial Licensing Policy 

Policy on reremations for public sector, cottage and smnll scale 4 

induetrlee 

Foreign Exchange Regulations Act 

Honopolies and Restrictive Trnde Practiaes Act 

Foreign Collaboratione Policy 

Import Control Policy 

Price and Mstribution Controls 

Incent2ves for R&D 

Taxation Lrws 

Proprietary Rights Protection 

Technology Policy 

3.2 INDUSTRIAL - LICENSING POLICY 

3.21 Industrial licensing determines the specific products which may be 

manufactured, the capacity of the mnufacturing unit and regulates 

the location of industries. This limits capacity in the industry, (I 

praviding protection to licensed units mnd reducing the need for 

R&D. Uncertainty regarding issue of a Licence and its terms (capacity 

and location), vhich may make commercid application uneconomic, 

also deter BbD efforts. 

3.22 RECENT CEIANCES 

Broadly, the changes recently brougtit about in Industrial 

licensing are: 



- Pllicmmln~ of 25 l n d ~ 8 t t i r r  ( h e  Appmdix 2) rncept for  

for comprnier coverad by ttMl)(RIP k ~ u l o t i o n r .  

- B r a d  banding of l icrncrr  i n  chrricrl8,  prprr6puIp 

psoductm, machine toolr ,  r u t a o b i l e r  and crrtrin r ra r r  

of elrcttonlcr . 
- Worr liberal  a t t i tude toward allowing incrrrrer  5n 

production crprclty . 
- Simplificrtiorr of proceduror. 

3.23 PERCEIVED =ACT ON R6D EFFORT 

. With the delicmring of 25 indurtr ier ,  coupled by the fact tha t  

the U H ~  lMt for compmiea cwered under the MRTP regulations 

bcreased from Rs. 200 mlllion t o  Rs. 1 bi l l ion a larger number 

of cmpanier vould enter Into the manufacture of it- covered 

by tbtrc industries. This rhould lead t o  increased availabil i ty 

of items, lower cost6 due t o  economloe of scale and Increased 

competition i n  the market. A l l  t h i s  is l ikely  t o  have a favourable 

-act on innovative IUD in terms of newer =thuds of manufacture 

for obt-ng lower costs and bet ter  quality t o  get an edge over 

. The broad banding of licences in certain indwtr ier  givee 

Increased f lexlbl l i ty  t o  ranufacturers fo r  optlmal ut i l iuation 

of h s t w n t  through changes In product mix t o  cater  t o  market 

darnd. This elrrinrtes the need for  obtainlng fresh licences 

for  related productr .ad to that extent reducu the uncertainty 

as w e l l  M the time hvolved in getting the licence. The *act 

of this measure I s  expected t o  be favourable for Innovative 

IUD effortr  due t o  Inproved prof i tabi l i ty  of a d e t l n g  units and 

Increased competition. 

. Vith a trend towards sS.nplification of procedures in industr ial  

Uccating, time lags are  Intended t o  be reduced. Thie again, 

should h e  r favourable *act on WiD activi ty In general. 



I O L . 1 ~  ON RLS&RVATlONS ?OR PUBLIC SECTOR, C M T A C t  IWD W L  SCALE 'IICWSTRIES 

3.31 The ~ w r r m n t  bar through itr Indurtrirl Policy llrrolution and 

throuah ibbu8trirl llcmring rrgulrtionr rrrerved certain rectorr 

of the lndurtry to the public rector md the cottage and mull 

scale mectorr. Approximately 800 itern are currently rsrerved for 
manufrcturr by the mu31 rcale rector. 

3.32 TREND INDICATORS 

. The private rector has been allwed to met up units in certain 
a 

areas of conmnrnication and power earlier restricted for the 

public rector. Digital Electronic watch moduler may alro be - 
* - 

allwed to be manufactured by a private rector unit if deuumnd 

exceedr rupply In this area. 

. Some of the electronic componentr earlier reserved for the 

small-scale rector are to be de-reserved. 

3.33 PERCEIVED =ACT ON R&D EFFORT 

The effect of these changer! rhortld be to Increase R6D effort in 

the areas nw open to general pltlvate eector companies due to 

increased competition. 

mu L WRTB REU~LATIONS 

3.41 . Restrictions have been Imposed by the Industrial Policy 

Resolution on the @reas of manufacture allwed for MRTP/FERA 

conpanles (met Appendix 3). Consequently, the U D  efforts of . 
such cap.niem are restricttd to these areas. 

Apart from the restrictions on areas of suraufacture, WRTP 

clearance Is required for atpaneionldiversif lcatlon pro3 ects 

Phich inevitably Is long drawn and increases the uncertainty 
-- - - -- 3.n obtaining %ndustrial licences for the purpose. Naturally, 

thie ha8 h d  .a adverse Impact on BbD effort. 



. Xn the r rcy t t ly  announced rlectronicr policy, (pleame refer  t o  

Appendix 4) the ~ o v e m n t  hr r  welcomed the participatichr of 

?EM coapanimr "to ret up vnufrc tur ing f r c i l i t i a r  for  el~ecrranlc 

corponrntr, u ter i r l r  and other clorrly held high tachnolo~ier 

where the country h r r  no2 been able t o  fnvrrt  rufficiently i n  

tarearch ad development. " 

. The aasctr l l lmit  applicable t o  HRTP Companler h a m  been railred 

from b. 280 million t o  Rs. 1 bi l l ion.  With th i s ,  a large 

number of Lompanles ea r l i e r  coming within the purview of the 

WRTP Act ate now out of the net. "Finance Mnimtry off ic ia ls  

estimate that  of 186,corporate groups which vere i n  thp WRTP 

net,  more than 110 w i l l  f a l l  out of It. And the actual. number 

of lndividhal companies d l  come down t o  just  about 800 from 

the more than 1,300 registered i d  1983'". 

. Exe~ptions from obtaining HRTP clearances under mectlon 21 5 

22 of the  kt, with regard t o  expansloua/retting up o# new 

undertakings has been extended t o  cover mome more items in  

electronics under the new electronics policy. 

3.43 PERCEIVED =ACT ON R6D EFFORT 

With the Increase i n  the assets  1-t for  MRTP companies, a 

large number of col~prrnics tha t  vere vi r tual ly  stagnating will 

n w  be allowed t o  g r w  freely till such tire as the i r  ursets 

reach t h e , h .  1 b i l l ion  ceiling. Such companies wil.1 no longer 

be eubJect t o  the res t r ic t ions  on areas of ranufactuie appli- 

cable t o  WRTP c ~ a n i e s  and can now go in for  expanding their  

activ3ty i n  "low priority" industries. The dellcensing of 25 

Industries a t  the stme tirme further increases the growth 

-- n--nr+-m4 + i -a  f n+ t h m ~ m  cnmnnni en. m e  measures should pls_o- _ _  - - -- 

increase compe\tition and consequently the need for  R6D i n  

these companies a s  well as i n  Industry i n  general. 

1 Source: INDIA TODAY, April 15, 1985 



3.51 While there ir no chanle tn the ~uideliner fog approval of forei~n 

collaboration@, rrcmt mtrtemantr made by the Union Hinimter of 
Finmco and the ncnr rlmctrondcr policy indicate r more liberal 
attitude on the prrt of the Covarnment towrrdb foreign collrbor- 

atisnr in term of pcrritting importm of technology and mimplifi- 
cation in procedurem. The new electronicm po1kcy ~pecifically 

mtater that Laport of technology would be permitted freely to 

develop an appropriate electronicr bare In t& country and that 

induotrice would be encouraged to ertabllrh an In-house technology 

bare. The policy on foreign collaborations a h o  provides that 

adequate rrrangrmcntr for rerearch and develdpment , engineering 
design a d  training of technological perroanel be m d e  for the 

abrorption, adaptation and development of the imported technology. 

It may be noted that the Indian Government pennits repatriation of 

foreign apital inverted, the earnings thereon by way of dividends 

and Interat, and paymcnte by way of royalty lumpsum payment or 

fee for technical rervices which may accrue under the term of an 

rppravsd collaboration, rubject only to payment of taxes and compliance 

with procedural formalities; there are no known cases of ouch 

repatriations being subsequently denied once the collaboration 

has been approved in principle. 

3.52 PERCEIVED IMPACT ON R&D EFFORT 

tiberallratim in technology Imports for the purpose of upgradation 

of cxirtirrg technology, I s  likely to give ccmsiderable impetus to 

urbilative md adaptive R&D effort. However it lay retard inno- 

vative R&D in the sbdrt tcnn though i n  the 3png rterm,with increased 

.v.ilrbill.ty of Kgb quality products and a better compooe~ts base, 

this vlll h e  e favourable impact. 

3.6 MPORT CORTBOL HILICY _ _ __ _ ___ ____ _ /--- 

3.61 Xhe Psport Control Policy for 1985-86 hqs yet to be announced. 

Boutves rope indication of the policy hes been given in the 

recent budget : 



- Duty on proJact hportr hllr besn rrduced from 632 to 45%. 
in aaerrl,  md to 25% for povmr proJectr 6 r total rxocrption 
8rmtod i n  the care of foxtiliorr oquipnent; 

- Concarrhl duty of 45% hrr been oxtmded to warranty 

rprrer of fuel-rfficient com~~arcirl vehfcler and component8 

of fuel injection pumpa, 

- In the are8 of electroaicr, curtom duty on advanced 

computer8 har been abolirhed; however, it has been increamed 

to 2OUX from 150% in the crre of mlni 6 mlcro computers. 

Concerriorul duty of 25% (earlier 75%) wiil be levied on 

Import8 of f w r  baric computer components and excire duty 

has been removed on 24 types of electronic components. 

3.62 PERCEIVED JHPACT ON U D  EFFORT 

With increasing 18beraliration in the import of high tech Items 

and project hportc,competition should increase stimulating R6D 

efforts, particularly for product irprwc~leilt in the rhort term. 

Pears have besn expre~aed that ltnnovatlve indigenous research effort 

may 8uf fer in the mhort run due to earler 8ccc86 and a preference 

for irported items. BLnwer,frccr availability of basic components 

d l 1  enable R&D effort to be carried on to meet the need created by 

increased competition from imported 2tems. 

PRICE AND DISTIUBUTION CONTROLS 

Mudnlrtered prices of cement, mtcel, rl\ninitbm and paper have b e w  

lncrwed during the last year. Prices of sonre isportant drugs i 
were reduced W e  at the m r r  tire price8 of t&taih othersawere iu 

I 
increased. A reconmendation has l l ~ o  been made to decontrol 40% _ _  ____I --------- - --- -- 

of the drugs that were earlier cavered under the Drugs (Price 

Control) Order 1979. 



Price and Q b t r i b u t i o n  controlr  oea t r i c t  prof i t r ,  reBucin8 the ma 

vation for RID r f f o r t r ,  p r r t l c u l r r l y  when the rdr in i r te red  pricer 

are perceived r r  allowing inrdsqurte return for  the degree of rimk 

tha t  U D  lnvolvem. 

While price rdjurtmentr have only r limlted impact, deconerol or 
l ibera l i ra t ion  i n  controlr  - I f  and when affected - 18 l ike ly  t o  

have a favourable impact on R6D e f f o r t r  i n  the affected industries.  

INCENTIVES FOR RLD 

3.81 To promote and rupport reeearch and development e f f o r t s  the 

Government of fers  a wide range of fincentives. These have been l im ted  

out i n  Appendix 5 t o  thin report.  It i r  pertinent go note here that  

the weighted deduction of 125% earlier available on the  amount 

rpent on in-house reeearch and development uni t r  on approved 

progr-e was reduced by t h e  Finance B i l l  1984 t o  a f u l l  deduction of 

expenditure incurred. The new Finance B i l l  (1985) docs nDt give 

any additional d i rec t  incentives h r  private sec$or RhD efforts .  

The vithdrawal of the  weighted deduction b.s moppe adverse -8Ct 

on R6D rpcndings but not to  r r ign i f i c ln t  extent as genuine RbD 

e f f o r t  ie probably mre dependent on need than on any t ax  

incentives . 

TAXATION LWS 

3.91. TREND INDICATORS 

The 1985 budget makes a mignificant departure from the  &or 

m o d i f h t i o n s  and adjustments vhfch have cluracterised earlier 
= --- _------ L &L- %..S--& L..- --a ..-- S &---+a,-. 

-. ~ o W " D E r r S t r t r r ~ * '  ' 
rates; personal taxation rates have been reduced at  a l l  income 

l e v e l s  and the maximum u r g i p b l  r a t e  brought d m  from 62 p r  cent 

t o  SO per cent, wealth tax exemptions have been increased md the 

vximtn ra te  slashed from 5 per  cent t o  2 per cent, 



8 r m t c  duty hrr been fibolSrhrd, corporrte tax rrtor raduced by S 
por cant point (with indicrtitmr of further toduction next year) 
and corrrin corporate trx dim4llowmcrr hrvo boon rraoved. Tax 

holldry bmzfitr av~ilablo to new undortrkingr in rpocific rrorr 

hrr barn rxtmded for r furthar period of 5 yerrr and B ~ P K  

rimplificrtionr have been aftoctrd in the tax lrwr. Other slgnifi- 

cant devrlopmontr are the docision to have o rtrble long term 

fiscal policy, -king it co-tonninur with five year plans, and 

the  initirtion of a public debate on the merits of certain 

concorrionr that vere earllcrbuilt into the rtatute books. These 

and other major changes in takation lrwr are contained in 

Appendix 6 which highlights certain aegects of the Budset Speech 

and Finance Bill 1985. 

3.92 PERCEIVED IkPbST ON RLD EFFOm 

The reduction in tax rates, removal of certal..b dieallowances and 

extension of tax holiday is intended to increase resource availability 

I n  the corporate sector. An ECONOMIC TIMES study estates that the 

country'r top 141 large companies will rave some Bs. 330 ncLU.ion in 

tax. Wore important  till, the amendments in taration laws provide a 

miguifbcantly Ancreased incentive for creation of wealth. The 

intention, as etated by the Finance Minister, is to encourage every 

8ector to grow,to have competition in the econonry and at the same 

tipr to regulate the path of cconomlc development.The taxation laws 

e t s  are expected to be favourable forUD effort not only 

because of increased competition and a higher incentive for taking 

rieb/creating wealth but also due to increased resources with 

Induntry. 

3.10 PWIPRIET6itT RIGETS PROTECTION 

Patent protection may be analysed In term of statutory and 
- 

-- 

the terms regarding: 

- Term of patent 

- .Nature of patent - 

- Qualifying for parentability 



, i 

. Cerpulrory Licencor . Licmcfjr of r i @ t  . b u d  rabormmont with licrncrm of r i ~ h t .  

Right t o  ure by Government 

k t e n t  of information t o  be f i l e d  

Conf ident ial i ty  of infornution 

h f o r c e n t  and  remedy f o r  infringementr. 

The.degree of protection afforded by the Indian Patent Act, 1970 

i n  rerptct of there fac tors  is rrrmmerired i n  Appendix 7. 

M e w i o m w i t h  patent law at torneys,  the foxmer Controller 

General of Patentsand a croes-rection of busineermen have indi- 

cated that the Indian lndus t r i a l  environment provides an addit ional  

high degree of pract ical  protection, over and above the s t a tu to ry  

protection, due t o  the f a c t  t h a t  t h e  general o t a t e  of technology 

is much tha t  firm cannot usually s e t  up production f a c i l i t i e s  

for manufacture of any ~ediuarhl - tech  product without having f u l l  

detai ls  of dravings, d c e i g n ~ ~  and technical  assis tance i n  put t ing  

up the project. 

The adequacy of co~bined statutory m d  pract ica l  protection is 

bcet examlned in terps of the  category of product/process t o  

vhicb the patent r e l a tu r  (see =DIT 3.1). 

- Collaborative R&D w u l d  not be relevant f o r  eas i ly  imitable/  

duplicable products requir ing low imturtment. 

- 'Ih overall protection ie perceived us weak i n  case of food, 

medicines o r  drug substances and this reduces the 

Incentive f o r  undertaking R6D v l t h  view t o  the Indian 
-- - __ _- ---- -- 

- msrket . 

- In case of &um-hi-tech i t a m ,  the  w e r a l l  protect ion Is 

good md the adequacy of propriatory law protection ohould 



PHIBIT 3.1: ADEQUAEI OF RLTENT LAW PROTECTKWJ IN INOIA 

STATUTORY PROTECTION 

h'rrNR€ (Y M S Y T  

FOOD,MEDICINEOR ONlY PROCESS 
DRUG SUBSTANCE F)9TBJl PERMllltD 
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- 

IL1# O? mmur 
5 YRS FROM DATE 

- 
EwcE 
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m R b D  
FOR 
INDIAN 
MARKET 

- 

- 
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NORMAC~ LICENCES WEAK 

WIiICHEVER IS 
SHORTER 

- 
OTHER S W A N E S  

- * PREPARtD OR 
PRODUCED EY 
CHEMICAL PROCESS- 
ES 

ILYEARS FROM 
WJE OF PATENT6 

-- EASW IMITABLE / 
DllPUCABLE 

- 
P R O W  REDUlR- 
ING LOW 
INVESTMENT 

=RODUcT 
WENT CAN 
#E OBWED 

NORMAL 

MEMUM- HI- 
TECHNOLOGY EMS 

.I 1 NORMAL LICENSING PRWlSlOM IJNDER INDIAN P M  LAW GM WlDE POWERS TO THE C(M. 
FOR CRANING COMPULSORY IJCENCB OR ENDORSING TI€ PATENT WlTH LICENCES OF RIGHT, 

* 
THOUGH THESE HAVE RARELY BEEN EXERCISED. 



mt lrtrr MD 0ffort8 i n  t h l r  area. 

. t h o u ~ h  t b r r  ham born no f o r d 1  trchnology policy announcement 

mince January 1983, The recently rrnaouncod elrctronica policy 

Sn6icrteo la lncre8ring ampharia on upgradation of technology. 

Varioua other announcementa almo ind ic r t r  t h e  mphrair  on 

tochnologicrl d e r n i r r t i o n ,  through import of technology where- 

aver conriderod axpedient . 
. PERCEIVED MPACT ON RLD EFFORTS 

There would be 8 favourablt impact onwmilai lat ive and adaptive 

R6D ef fo r t  M o resu l t  of thcee changee. Wever innovative RLD 

e f f o r t r  would gain increased impetus only a f t e r  the stage when 

the  existing technology is upgraded. 

While the  Government continues t o  regulate the environment, i n  recent 

times the re  i e  a trend towards l ibe ra l i sa t ion  of controls  .and eimplification 

of procedures. h p h a s i s  is being l a id  on ra is ing  technology levels  i n  the  

country . 
A new policy has been announced fo r  electronics which is being given a high 

pr ior i ty .  The number of companies f a l l i n g  under the  HRTP Act has been 

reduced substant ial ly with the' ra is ing  of the  asse t  limit from Rs. 200 million 

to  Rs. 1,000 million. While the  annual import policy (1985-86) has still 

to  be announced, c Libera lbat ion  I n  project  imports and imports of advanced 

computers has already been made, while import duty has been raised on mini 

and macro computers. There i s  a l so  a l ibe ra l i sa t ion  in permitting foreign 
- collaborations. Corporate tax and personal income tax  r a t e s  have been - 

lowered and further reduction would be made i n  the  next two years i n  the 

c ~ ~ P - ~ ~  r r r t e ~  ,-W~nl th t a r  r a t m c  have hoer, r a r t r ~ e m d  rnd a c t  s t e  fl-. __--- 

abolf-shed. The tax incentive of a weighted deduction (125%) fo r  approved 

Inhouse R6D projects has been removed. 



k 8 eamwquama d tho cobhad rffut of a l l  thrma chrn~er, the p l l c y  
and r8phtOq mvitonmt 18 8xpact.d to brcar $mmrrlly more frvourrblr 
for M D  affortr i n  thr 1- tar8 than it h a m  barn till mu. In tho rhort 
term, Jhilr uri . i lrt iv8,  adrptlvr m d  product imprwownt 1bD rffortr 
would be oncourrged, U D  for drvalopnnt of nrw productr and procorrer 
m y  not br influrnced mignific8ntPy and u y  rvm be rrtardrd i n  certain 
8 1 0 8 B .  



W'm kport on An kulpim of the trrmibility of tkr Ptopomod li-btionrl 1UD 
loundation ( U w d r r  1963) ldrntlfird the frctorr that trnd to llmlt the l w r l  

of RLD In the Zndirn privrta rrctor and rlmo daretrine ltm brrlc nature, 8lncr 

than certain lmportmt chm#rm have t r b n  plrcr, parciculrrly in the policy and 

rogulrtory environment ra dircummrd %n the previoum chpter, which have t h i r  

influence on there limiting factorr. 

The firrt part of thim chapter taker another look at there limiting frctorr to 

ree the extent to which they continue to operate. In the background of these 

factors as currently operating, the recond part of this chapter ana1yre.o why 

different firme in the rame indurtry, or otherwire rtmilarly placed, rhcw wide 

variations in the level and nature of their RLD effort. The chapter concludes 

by identifying the rearons for inadequate/low R&D effort which could be tackled 

by the FTD. 

4.1 FACTORS LIMITING PRIVATE AU, ACTIVITY 

(1) LACK OF HOTIVATION 

The most general reason limiting R&D activity and determining its 

basic nature has been a lack of motivation for this effort due to 

. relative absence of technology based competition 

. restrictions on price and scale of outputs 

. hightaxationrates. 

Our discussions with private sector executives support the conclusion 

of our analysis of the trends in the policy and regulatory environment 

(Chapter 3) that technology based competition is likely to increase rn 

fairly rapidly in the near future. With the reduction in the 

personal and corporate income tax rates, wealth tax rates and abolition . 
of estate duty there is also likely to be an increase in the motivation 

for creation of wealth. The effect of these trends should be 

favourable for RLD efforts and lack of motivation is expected to 

operate as a limiting factor on RLD to o significantly lesser extent. 

(2) PREFERENCE FOR TECENOLOGY PURCHASE/ LICENSING RATHER TWN DEVELOPMENT 

This limiting factor continues and has, in fact, assumed even greater 

significance due to a more liberal Government policy relating to 



rerrrgr ro m, dhichbu U.-1 u,-lm t o  !- 
t ~ h 0 1 - @  coupld vQth r rl#alficmt Wnur i n  tbr .a- 
md W l r a  of foraiga f L m  to colkbatrto +ith rodim flrn for 
a ahara i n  t)u rrpidly #rovia4 bdka u r k a t o .  Thir factor alao 

tad# to focur 1ndi.n U&D affortr, at 1-t i t \  the mhort tom, 

on u q p h t i v e  md adaptive U D  ar dimtlnpimhd from U D  ofform 
for davolopmant of nrw productm and procermer4, 

(3) fRJDER-DEWLQPED PRODUCTION BASE 

Thir factor vill continue to limit R6D efforts in the abort tern 

in certain indurtries, particulrrlp olectronicr and computero. 

Variour Government mearuras are expected to bridge the technology gap 

between Indian and foreign indurtfies and remult in the retting up 

of production frcilities I n  India for the manufacture of baric 

component8 on a large rcale at internationally competitive prices 

and wing rtate-of-the-art technology. With the ertabliahwnt 

of thir production base thla factor will c u r e  to operate - 
but this may t ~ k e  three to f ive yearr. In the intermediate period a 

few firms may dirregard this limiting f.ttar fn anticipation of 

the development of the production base. 

(4) Ile$OoRCE CONSTRAINTS 

Resource coostralnts of 

- Scarcity of Fynds 
- Lack of Equipment 
- U p a v e r  for PIID, particularly top-level epecialized R6D 
management 

continue to operate and limit R6D effort. A marginal improvement 

is arpected in the funds position due to reduction in taxation 

rates coupled vith a higher capacity to mobilise funds. However, 

due to an increase in business opportunities, there will be much 

greater demrnA on the funds available. 

(5) ACCESS TO PbREhT R6D FACILITIES 

This factor regarding limited research effort in India due to 
_ _  ____ ___-_-- 

access to larger research done by parent companies continues 
- 

to operate unchanged. 



( 6  - o? 01 UUQCltmg 

S U  t w m  of r lack of r u r r ~ ~  mf tb+ wd for, md 

i8dqmtr r p p r a e i r t h  of tb@ k l Y f i t r  from rumarch a f f o r t r ,  

i m  parbapm the mat i.gottmt furdsllrntrl ruran for the low 
-1 and mature of rarurcb rffortm Sn India. %ha tauon for 
tblr u y  l i e  i n  & d i m  rttitrder which t r a d i t i o n r l l p  mcouraBe 

cowervrtive "rrf a" rctloa rather  t h n  rial-t.Iriw. 

(7) LAOP OF ITABILITY IN FISCAL UID OTHEIL POLICItS 

Buerrch 8 c t I v i t y ~  par t icular ly  of m i n n w r t i v e  nature,  reguirer  

r t rb le  policy environment. The recent announcement of the  

intention t o  lay down f i r c a l  pol icier  fo r  a period which 10 

c o t e d n u r v i t h  the  planning period i r  therefore favourable f o r  * 

U D  effort .  Bowever, a t  the m n t  - vhlle r i g n i f i c w t  policy 

changer a re  being mnounced - there i r  a tendency t o  hold back 

on major and long duration rerearch projects  till rpec i f i c  de ta f lo  

are publirhed and reen t o  have been put Into pract ice.  
- 

VuuTIONS U D  EFFORTS OF Pf f10 THE sm INDUSTRY 4.2 
- 

While stme of the limiting f a c t o r s  discussed above (e.8. lack of motivation, 

underdeveloped production base) operate almost to  the rame extent  on a l l  

firms i n  the satme industry, some! of the other fac tors  (e.8. resource 

constraints ,  accem t o  parent RBD f a c i l i t i e e ~ f f e c i  t o  varying extents  i n  

d i f fe ren t  firms. These differences a re  generally responsible f o r  the 

variat ions in R&D e f f o r t s  n P  firms I n  the rame Industry. Based on our 

discussions with the top exzcutSves of a cross-section of firms - some 

active and others Inactive or o r i n b l l y  act ive i n  R6D - the  following 

have been identified as the  fac to r s  which a r e  generally responsible f o r  . 
variat ions between firms i n  the  same industry. 

(1) ATTITUDES/POLICP/PERCEPTION h 

Th most fundamental and widely pervasive reasons f o r  dlfferences i n  

R&D cf for ts  are 
- - . Dif f e r e c e s ~ e t  t i tudes and wil l ingness t o  - - 

take risks 

. DLfferences i n  the a t t i t u d e  or  policy of the parent o r  

associated company 

. Offferences i n  perceptions as t o  



- tutrm d lBbtm - ud lot - wllut t t d r  - Corrrrwat p l i c y  t t d r  

umtl ro mRE10ll TBcmmoa 
Difbormt tima are i n  varying poritionr vith terpect to 

8cc.r~ to foroign technology and thir m y  be the reuon why 

ma firs (wlth limited or no rccerr to foreign trehnology), 

aoer in for W D  effortr while mother (uith ready accarr to 
foreign technology of collaborator) doer not ree any need to 

do ro. 

COHPANY SITUATIOlQ DI FFEELMCES 

Different companies in the mame indurtry may have differences 

in their h d i a t e  rituations reoponsible for differencee In 

U D  effortr. There differences could be in 

. resource mvailability 
problems/conetraints faced (e. g. labour problems, power 

rhoage) vhich tend to drev managements attention 

. other needs (e.g. some companies lnay feel a need for 

conoddation at a particular stage and may therefore limit 

innwative U D  efforts) . 
IUD BEAD 

A very important factor is the ability of the IUD head 

and the confidence he inspires in the 

top management. It has been found that this has a tremendous 

influence on the attitude and ability of a company in respect 

of its IUD effort. A good R6D head can increase the level and 

nature of R6D efforts in his company significantly. On the 

other hand, in sonre companies the absence of a suitable RID head 

has been the primary factor Jimiting UD. 

An outside agency can tackle only some of the reasons for lcn&inadequate 

IUD effort. It can be particularly and directly useful in helping firms 



ovarean t h r  &purer conrtralllfl on IUD, $,a. C u d @ ,  Oqmipmt rcd 
t r r in lng  for IUD unpowr,  )lururer f s t  rldt toductlarr rrd eoncarobma1 

finmco cm only L p r w o  motivrtion - p r w l d d  r mod l a  othrnirs f r l t .  - 

'Ihe ?TD can puhrpr  r l r o  h r l p  i n  y r h r r i n r  l n  r roaorrch cul tur r ,  p r r t l c u l r t l )  

i n  c h m g i n ~  tho r t t i tudor  of the top u n a ~ a r r n t  toward8 r r r r r r c h  md - 

t i r k  taking d 8acouragin~ much p ro j rc t r  t h t o u ~ h  ri8k reduction, 
'& 

to r  oncourrf ln~ Indo-US col laborr t ionr  i n  coorrrcirl r r r r r r c h  m outr ide  

agency can b l p :  
- * by identifying and brineing together Indian and US prr tnerr ;  

* increrring US i n t e r r r t  i n  enter ing i n t o  much collaborrtionr byway of - prwiding f i n m c i a l  and r f r k  reduction incentiver - InfotmPing US burincrrer  on the  opportunities and bonefi t r  of 

much collaborationr md the conditionr f o r  doing buriners 

in fnd;'... 



Thir chrpter prarontr ul mrlyrir of the potent181 for Indo-US collrborrtive 
RbD projectm for corwrciol mdr bared on private rector rerponre to the 
concept and the mururor of rr~drtrnce propored to br oxtmded. 

The malyrir conrirtr of the following rectionr: 

L Interest and &opt 
* I Rerervrtionm exprerred 

I Potential 
- I Analysia of Potential 

L Responre to package of arsimtance 
L Other measures ruggerted 

Note that sample oelection and ~rize do not permit simple extrapolation of 

the findinge of the eurvey of private firms. 



5 1 INTEREST AWD SCOPE 

The u j o r i t y  of firar intoniavrd mhowed 8 villingnorr to  conrider 
colrborrtlonr with US f irm for coaerc ir l  RLD (Soe LXHIBIT 5.1).  

tXHIBIT Sm 1 INTEREST IN R6D COLLABORATIONS 

WOULD YOUR COHPANY BE'WIUINC TO CONSIDER 

COLLABORATIONS WITH U.6. FIRnS FOR 

YES 

HAY BE 

NO 

The advantages of such collaborations for the Indian firms were 

perceived as accees to US ecientific expertise and technology enabling 

quicker and better eolutions to research problems and t k  bringing in - 

of a "business approach" to R6D. - 

EXHIBIT 5.2 SCOPE BY NATURE OF R6D 

I - Innovative I I 

- Adaptive w h  

- "Sub-contract" Moderate 



Dircur~ionr on ecopo for RhD collrborrtionr (kfer sDIHIbIT 5.2) r w c d c d  that 

ulr1.m rcope for much tollrborrtionr lay in tho f deld of ado ntivc rerrrrch 

rffortr . lhSr covrrr rffortr crntrrd mound rn rxirting product/procerr (rvril- 
able rbrord or manufreoured with foreign collrborrtion) for rdrpt ion to 

Indian requirrnwntr (or for other foreign arrketr). The rdrption could be by wry 

of rubrtitution of uterirlr or change in product derign or frrturer due to 

differencer in rpecificrtionr of materirlr rvrilrble, differences in product 

urage and urer rcquirrp~ntr,differencer in the coat-economico of production, 

market diffcrcncer etc. It m y  vary from minor rdaptions rerulting in little or - 
no change in product featurea to major adaptions bordering on new product develop- - 

- - menf and requiring innovative work in materirle. procem or design. 

A number of firms also expreseed interest in doing research on behalf of their US 

principals or other US firms which may be interested (loosely termed as 'sub- 

contract RLD'). The nature of this research may be adaptive or innovative. 
t 

The mope for collaborations for innovative RLD was perceived as limited. For this 

purpose innovative RbD is taken as restricted to RLD for development of new 

products or proceeses. Wost firms felt that due to differences in state of 
- 

commercial technology in their particular industry between India and elsewhere 

the need for innovative R&D either did not exist or was not strong. Considering 

the higher risk attached to this effort with thc low perceived need, most firms 

were not inclined to direct research efforts in this area. 



Certain rorewrtionr wore r~prerrd burin8 the courrr of our dimcummionm 
vith the firm. The .oar videly rxprerrsrd of theme remervrclonm are 
mmarirod klw: 

(1) U.S. &mponier not meriourly interemtrd in doing buriners in India, 

mirinfomed on the Indian riturtion and potential; 

(2) Lou US intereat in promoting armimilrtive and adaptive U D  (which 

im the "real need") am dimtinguimhed from R&3 for new products and . 
proceorer; 

(3) U.S. mdfndian (;orernmentr will not permit much collaborations or 4. 

create too Purny hinderancerr/Red tape; 

(4) keexwtions regarding confidentirlity of information and rights 

to technology due to involvement of aeeirting body; 

(5) State of art technology ~ensitive information and mutually advantageous 

arrangement difficult to arrive at; - 
(6) Areas of conmronelity are very limited in certain industries having 

little ecope for mutually advantageous arrangements due to 

- technology gap 

- market differences 

(7) Posrrihility of conflict of interest vith "principals"; 

(8) Uncertainty regarding 

- Availability of funds for commercializing the results of R6D 

efforts 

- Governnent approvals (licensing, URTP clearances) 

- Future Government policies 



5.3 IbTrnIAL 

The remponma of the f i r u  contocted i n  t a m  of interrmt rxpramrrd and 

EXHIBIT 5.3: RESPCHSE TO CONCEPT 

HIGH 

HODEUTE 

LOW 

NONE 

ZiTEREST I SCOPE 

Based on a combined consideration of degree of interest, mope envisaged, 

and existing R&n fac i l i t i es ,  effort and attitude, PW have cPassified 

the firms contacted in  terms of OVERALL POTENTIAL ASSESSED FOR 

COLLABORATIVE R&D EFFORTS OF INNOVATIVE NATURE WITR US FIRMS into 

5 categories by degree of potential assessed. 

EKBIBIT 5.4: OVERALL ASSESSMENT OF POTENTIAL FOR RESPONDENTS 

RATING 



In caplimcr wlrh UMXD'e rqurmt for th ~ e r m  ef flm carrtectad 
which wy offer potential for much collrborrtionm, r limt of tharr firw 
and the ~ p r c l f i c  rrerr of intrremt indicrted by thn, i f  any, m e  

8ivrn in Appendix 8, 'Ihe final outcome would obvioumly depend on the 

tetrr on which both f irrrr find much collrborrtlonr uturlly rdvmtr~eoum 
and whethmr thrre tern are rcceptrble to both Wv8rrrrwntm. 

5.4 ANALYSIS OF POTENTIAL 

The potential for collaborative IUD cmn be unalyred by 

* Nature of RLD 8ffxtr 

* Ownership pattern 

* Turnover (mite) 

* Industry 

* Existing RbD facilities and effort 

(1) NATURE OF R6D EFFORTS 

This has been discussed in Section 5.1 

Nature of R.6D 

. Adaptive 

. Innovative 

. 'Subcontract' 

Potential 

u g h  
Low 

Uoderate 



UmS* EQUITY PARTICIPATION 

FOREIGN (ION US) EQUITY 

PARTICIPATION 

k l r t r ;  particularly high with 

technical collaborator for 

adaptive RLD 

- - - 

. Mgh with U.S. Principal8 

. Lou v i t h  otherr, except where 

there i r  clearly no confl ict  

of intercot with the principalr 

. Low-except vhere there Is 

clearly no confl ict  of in teres t  

with the principal; 

. Play be high wlth principal'r 

associated U.S. rubridlary 

Particularly high potential Is aeoessed for  R6D collaborations of 

Indian f i ru s  having US equity participation with the i r  'principals'. 

Progressive vholly Indian firars a l r o  offer  good potential 8s they are 

not constrained by possible objectlops of foreign 'principals'. Bote tha t  

the tern 'principal' 1s being wed looeely and includes a firm holding 

less than SOX equity I f  it enables effective practical  control wer 

policy or a right t o  veto teshnology proposals. 



Tho tarno contactd by ?W in thr courre of the rtudy ranged fn 
turnw8t ftor Ilr. 100 million to Ilr. 4 billion. OUfier potential 

in morn i n  firm vith turnovor of Ira 500 million or morr than 
in m l l o r  f i ~ .  Thir ir parhrpr due to  the mire of rerourcer 

(finracial, unr~rwat) and ability to take rirb. Another 

rignificrat factor may be the lrowth rate8 w e n  ro~ller fiwr 

with h i ~ h  growth rater m y  offer potrntirl due to dynamlrm of 

unrgoment md a need to maintain high growth rater, 

(4) INDUSTRY 

Little potential for collabor~tive rerearch reem to exirt in 

certain fndurtrier where wide market differencer rercrict the 

armr of ca~monality or in indurtrier where the technology or 

product line ir mature and leaven little rcope for development. 

Scope reem to udrt particularly in the area of electrenicr and 

Its appUcuiua -SU varicur industries , energy raving p~oducts and 
devices, indurtrial machinery and c h ~ c a l r .  

( 5  EX1 STING U D  FACILITIES AND EFFORT 

Ublle reaource constraintr may limit the mire of R6D efforts it 

was felt that complete absence of R&D in a firm was attributable 

to low perceived need or an otherwise unfavourable attitude to 

U D  (risk-aversion , availability of "easier, quicker and aurer 
way8 of making money", etc.) Project mpeclf ic assistance may 

Improve ability and rotivstion but cannot rubctitute for the 

basic precondition of a perceived nted forR&D. It Is therefore 

felt that more potential f o r  collaborative research d o t s  in 

firns vhich have existing U D  thun In others. 

-- -- - -- 
ano expressed ZnteresE€nii c o l l a b o r a t ~  

did not have any on-going R6D; further discuseions usually 

revealed that they were "risk-aversive" and were really interested 
L 

In technology transfers, often with minimal R&D for assimilation, 



propord CI m t d  I mot m i  icmt! , h a p  thri t  p t r f r rmco  

fo r  other lou-rirk optlona. It i# h w r r ,  r*pactod tha t  v i t h  md&nificmt 
- 
- 

chmgea i n  the policy and re&ulrtory m i t o n s m t ,  or due t o  other - 

orrket  changer, more f iru m y  foe1 the nard tor RLb and 

potent ial  for col lrborr t ion may e x i r t  i n  t h r i r  craea, 

5.5 - RESPONSE TO P A W E  OF ASSISTANCE 

It wra generally f e l t  tha t  t h r  u a r u r e a  of a a r i r t m c e  propored t o  be extended 

through the  PR) are appropriate I n  the renae of oddreaming themaelver t o  the  

aignificant conrtrr ints  t o  U D  collaborrtiona corroct ible  by an outride agency 

(See EXHIBIT 5.6). 

mIBIT 5.6: BESPONSE TO PACKAGE OF ASSISTANCE 

INANCUC ASSISTANCE/ 

ISK REDUCTION 

-- 

I n t e r a r t  Y8ts kob'hlgh and r i s k  
coverage doss nrrt a v e r  t o t a l  
busineos ti&+ m d U i c r t i o a  
required. 

- 

~ENTIFICATIOA OF 1 16/30 I Generally not ccmoidcred mignl- 

I f icont  by those t ~ v i n g  US 
pr inc ipals  

In terms of adequacy of assistance and modifications required I n  i ts nature, 

two Important upectr emerged: 

(1) WDDIFICCLTION IN FINANCIAL/RISK REDUCTION ASSISTANCE 

Emphasis on approach/management 
of R6D e f f o r t s  t o  make than 
more purposeful and productive. 

I 

It vas found tha t  companilee do not employ loan funds f o r  R6D ac t iv i ty  

a t t r a c t i n g  Ugh-rimk and are averre t o  doing so. 

TRAINING 

It wss pointed out that ruccess o r  f a i l u r e  of R6D e f f o r t  is only a 

12/30 

m a l l  pa r t  of the t o t a l  r i s k  rurrounding R6D e f fo r t .  I n  addition 

to this technological r i sk ,  there is  the market r i s k  (market accept ib i l i ty  
-. ---- - . ~- 

of product a t  ccononic price) and th+ addit ional  risks of bhether a l icence 



vould bo crbtafnrd tot  c-rciml production, uhethor the llcmred 

capacity vould be wmomic, whether Pinrnce for the project would 

be rvailmble, otc. A product or procrrr whlch ouccerdr in e rrrearch 

laboratory and ir w o n  trchnologicrlly amenable for comercia1 

production u y  mtill not ba produced due to Covrmwnt impored 
rrrtrictionr; won if it doer go Snto comercia1 production it 

may rtill fail at the market place or bring in only r amall 
contribution. The rirk reduction marure am propored would not 

cover there rirkr and would, therefore, be m inadequate incentive 

for innovative RLD. 

During discurrions with USAID one of the ruggestions mooted was to 

extend the arsirtance for BLD as a grant on the condition that a 

percentage of turnover of the product resulting from comr~ercialitation 

of muccesrful RLD effort be repaid to the FTD. This wry be a oatie- 

factory arrangement to encourage innovative U D  effort with high 

attendant rimk but only if the rights to technology clearly lie 

with the collaborators in R6D and a reasonable ceiling is laid down 

both in terms of absolute amount of royalty and its period of 

operation . The ceiling amount rhould not exceed the amount extended 
plus reasonable concessioned interest thereon and the period of 

royalty should not exceed say S years of commercial production. 

With regard to the rate of interest (or its substitute incorporated 

in the royalty ceiling) it vas felt that the proposed rate of inter- 

est, at around 14% p.a.,  while admittedly concessional in comparison 

to normal bank finance at around 18% p.a., was rather stiff. It was 

pointed out that concessional finance for other prior:ty activities 

(such as exports) is being made available at lower rates, even when 

they do not attract equal risk. A reduction in the iqterest rate to 

9-11% p.a. may, therefore, be considered. 

1 It was widely felt that Indian technologists have good technical 

knowledge and there is, therefore only a limited need for technical 



trainin#. barrret, 8 nubat of ~xrcutiver rxpreeaod W n  oplnlon that 

there war mod for prrctlcrl training focurrin~ on rpprorch to RiD 

work and training in unrgrrwnt ofRDef form to make them .or@ purporeful 

(goal-oriented) and productive. txprrience of workina in R6D frcilitier 

of US coll8borrtbrr or working with ehe collrborrtorb RiD unatorr on 

reraarch projectr taken up jointly and executed hare war perceived rr 

beins of gtmt value. 

Certain other lpururer of arrietance which have been ruggerted during dir- 

cussione with tbc.privatt rector are: 

Promotion of R6D culture targetting at top mna-nt attitudes 

. Educating US fims on business opportunities and conditions for doing 

buslneor in India 

. Technological Data bank 

RbD equipment bank 

(1) PROHOTION OF U D  CULTURE/TOP MANAGeMENT ATTITUDE CHANGES 

A need was expressed for rpecific promotion measures, targetting at 

top management, to create a greater awareness of the need and benefits 

of R6D and bring about the necessary attitude changes. 

. While the project specific~assistance measures proposed to be extended 

by the rhould help In promotion of an RLD culture in the assisted 

units, the Inpact on the Indian industry at large would be rather 

limited unless some attempt is also made to change top management 

attitudes to U D  in Industry in general and particularly An traditional 

Indian businesses. 

(2) EDUCATING US FIRMS ON BUSINESS OPPORTUNITIES IN INDIA 

Some firms suggested that US firms are not adequately Informed, and 
- 

sometimes wen misinfomed, about business opportunities $n India 

and often h v e  an exaggerated view of the dif ficulties of doing 
- 

- 
business in 1ndia.There is therefore a need for specific measures to 



educrtr US litu on there uttarm and to aroume.t)ulr htarert .  

(3) " C l i N ~ I C A L  DATA M # K  

Some lbD bnr~era muggerted the need for rnrblin~ recarrch unit, 

in India to have rccrrr to tachnolo~icrl date brnkr providin~ 

available inforpution on rtrte of art technotogiea and develop- 

wntr in India and abroad, md ,ourcer of rpacirlired raw material 

and technical rarvicer required in RLD effortc, 

A need was rlro expressed for retting up of equipment banks at 

mjor f6ca1 points of reeearch rctivitier containing equipment 

required for reeearch efforts but which la too expenrive for 

individual firms to purchase for the extent of uee to which it 

would be put.The bank could concentrate on precision equipment 

which ie required for a wide range of rerearch I5elds Xeg electron 

microscopes) and may provide testing and techaical rervlces or, 

to rafeguard confidentiality of research efforts, allow the client's 

staff to w e  this equipment. 

Keeping in view the limited resources available vith the FTD, it 

was felt that the project epecific assistance measures should take 

priority w e r  these macro measures. However, some attention to 

the need for promotion of attitude changes in top management may 

still be neceesary to create the pre-conditions for the FTD acting 

as a catalyst in upgrading the RID efforts of industry at  large 

and thereby increasing the effective Impact of the FTD. 

- * A large number of firms in the private sector are villing 

to consider collaborations with US companies la comercia1 
__ . .  _-._.-.--- - -- 

4 - * 17 out of the 30 firms interviewed saw high-moderate scooe 

for collaborative projects of an adaptfve R6D nature (including 

-- major adaptions requiring innovative work) while only 7 saw 



Thir chapter aiver the conclurionr of PW'r rtudy to rrremr the likely iaprct of 

the rund ~ Q Y  technolo~y Development. 

The irrue of likely impact rrquiter to be rddrerred rt two levelr: 

Whether adequate @cope exirtr for rxtenrion of rrrirtrnce by the 

m? 
What Impact lr expected to be made by the extension of thir 

arristance? 

SCOPE - 
The policy and regulatory environment ir becoming more favourable for 

RID efforts. Technology based competition ie expected to Increase 

c m d ~ L t b  this change a mafor precondition for the ruccess of the FTD 
prolecg-a-being ratirfied. 

In the short term the llmlting factors of existing technology gap, - 

absence of production base and preferance for purchase/licensing of 

technology-combined with easier access to imports of products andforeign tech- - 

nology due to policy changes-are expected to emphasise technology 

imports, buildup of production facilities and bridging of the 

technology gap vith most RID being of an assimilative and adaptive or 

product improvement nature. 

;r8 scope clearly varies vith nature of RID effort it is examined 

separately for 

- Assimile&ive and adaptive IUD 
- 'Sub-contract' R6D 

(1) FMILATIVE ti ADAPTIVE RID I 
I . sigh Interest I 
1 . Nigh Need I I . ~kximun Scope I . h o d  Potential 



. Rearonablo Potentirl 

I , Limited Interert I I . Lou - Moderate Scope I . Limited Potential I 
Taking into account the objectives of the FTD and keeping in mind the 

limited funds available, PU ruggest that the PTD ehould encourage: 

RID for development of new products or processes 

' Sub-contract ' RID, particularly of innovative nature 
. RID for major adaptations of exioting products reqdiring innovative 

work. 

To provide adequate incentive for encouraging this kind of RbD,all of 

which involves considerable risk,modification in the financial. assistance/ 

risk reduction measure is necessary to liberalise terms and extend risk 

coverage to the total business risk attached to such effort. 

( PU u~derstand that the airc of the proposed fund is US $ 10 million. I 
/ Assuming that the FTD would assist the range of projects mentioned I 

1 I above and that the financial/risk reduction assistance would be suitably I 
modified, Kenvisage adequate scope for a project of this size. 

" 
The project is reen as making an impact not only in terms of direct 

------ - - - -- - - --- - -- 
- assistance (See EXEIBIl-b. 2J, whi5li -3FIIii3 ted due t o t h e  6Tze--b-f- - 

the funds, but also as a catalyst for RID efforts in general. 

To assess the impact that the FTD can be expected to make in the size 



I @RLD for ckwkpmt  of new 
products/pratoscs 

I mSu b-contrcxt R 10, particularly 
of innovatit nature I 

.Rb D for major odaption 
requiring i n n m e  work 

PACKAGE OF ASSISTANCE 
- 

~Fimcial /Risk reduction 
meosure (libemlired & extending 
b -1 business risk attached to 
R b D efforts) 

l qssistance in identification of 
portnets 

Hmcln Resource DeWprnent 
Ibr mrff#k 



EXHIBIT 6.2: WPACT THROUGH DIRECT ASSISTANCE 

WTORS ELHITINC PVT. RLD 

1) TACK OF HOTIVATION 

. Relative absence of 
technology based 
competition 

. Rtrtr ict ions on 
price and sca le  
of output 

. Blgh taxation r a t e s  

,2) PREPERENCEIDR TECHNO- 
LOGY PURCHASE/LI CENSING 
RATER TUN DEVELOPHENT 

: 3) UNDER-DEVELOPED 
PRODUCTION BASE 

(4) RESOURCE CONSTRAINTS 

. Funds . Equipment . R&D Management 
L Wanpwer 

(5) AcGlesS m PARENT U D  
FACILITIES 

(6) ABSWCE OF RESECLRCI.4 ~ 

CULTURE 

PREFERENCE 
CONTIMiES ; 
ACCESS EASIER 

mENDS IKPACT-DIRECTLY 

SEOULD BE' BUILT 
UP IN NEXT 3-5 
YEARS 

LNCREASE IN 
QTI VATION 
Lncreare i n  tech- 
nology based 
 omp petition, 

NO SIGNIFICANT 
CRANGE 

ASSISTED PROJECTS 

IMPROVED MOTIVATION 

Through r i s k  reduc- 
t ion  and conceesional 
finance 

CONTINUES 

LlberaXsation In 
controls and 1 
lwer taxat ion I 
ra tes  . 

, 

CONTINUES 

NIL 

MIL 

SIGNIFICANT ASSISTANCE 

NIL 

CONCLUSION: FTD can make signif icant  impact-through d i rec t  r ss is tance-  
on RLD e f f o r t s  of some firms where l u t i n g  fac tors  can 
be relaxed/removed by assis tance -measures. 



rna quality 01 I U D  a ~ l o r r r  01 Indian indurtry. i t  Ir wcrraary Lo 

arrulnr a 
Whether i t  cm wtivate tho 1UD lnactivr firar to lncose rctive? 

Whether it vill lncrea80 RbD offortr of mrristed ti-? 

Vhethrr It vill  lncrea8e U6D rffortr of indurtry at larat? 

WACTIVE IIW 

The rnrjor factor. for f i t~ubeinginact ivt inR6Dhavtboenidrnt i f ied  'aelc9u 

perceivtdnetdoran otherwireunfavourableattitudetoR6D(risk-averrion, . = 
availability of 'laritr quicker and rurer ways of making wne)r:etc .) .While rome oT 
the firm which are inactive for these reasons aury be adequately motivated- -. 

by the riwk reduction mtarure of the proposed package, PW areess 

that in the absence of these basic pre-condition. for any RLD effort, 

particularly of an innwative nature, project rpecific mreirtance 

will generally not be adequate to motivate these firme to become 

active in R6D. 

In case of other inactive firma which may be inac~ivt due to resource 

constraints, R6D efforts m y  be increase6 due to direct assistance 

extended by the Fund. Bowever, most firms with resource constraints 

vould probably still not be motivated to go in for RLD for develop- 

ment of new products/processes because of difficulty/uncertainty of 

raising reaources required for retting up production facilities for 

commercial exploitation of the results of the research efforts. 

The Fund is therefore perceived as having a lar *act amongst these 

firas unless there is a change in this basic attitude to RLD. 
f 

(2) ASSISTED PIRHS 
0 

The Fund is expected to increase l U D  efforts of the aesisted finas- 

not only in respect of the projects directly aesiated but also, 

through exposure and experience gained, in respect of ather R6D 
- 

*-to- t' - ' 

- 
- 

of firms directly assisted is likely to be small. - 

(3) INDUSTRY AT LARGE 

The assisted project could have a significant demonstration effect 



on indurt ry  a t  l r r p  rnd thereby b r c m  r c r t r l y r r  f o r  r n c w r r ~ t n ~  

i n n w r t l v e  RLD of f  o r t s  i n  ~ e n e r a l  . To rnhanca th in  d n a n e t r r t  ion 

a f f a c t  and tha  conroquent i a p r c t  on innovrt ivr  lUD r f f p a t i  of o thar  

f i m  i t  may be necearrry t o  take s p e e i l i c  merrurer t o  promote RLD 

a t t i t u d e  chmger i n  top u n e l m e n t ,  i n  addi t ion t o  ~ i v i n g  pro jec t  
r p e s i f i s  ro r i r t rnce .  Thir  rrrumer p r r t i c u l r r  r i g n i f i c m r e i n  v i ~  

of t he  l lmitrd  mite of t he  Pundr av r i l rb l e .  



T h i ~  chapter rxeriner the rpprwrl procerr for foreip collrborrtionr in RLD. 

Currently, no reprrrtc procedure rxlrtr for apprwrl of much collrborrtionr md 

there hrve barn fw precedenb Dircurrlonr by PU atrfd 91th Covrmarnf of India 
officinlr indicated that the rpprwrl procerr for RbD collaborotlonr lr likely 

to be olmilrr to the axirting procero for approval of foreign collrborrtions. 

Conceivably though, the Departmcfit of Science and Technology will have e greater 

role In the apprwal procerr rr a rcxutiriiring agency. Accordingly, to prwide 

r perspective on pcrlfcie~ and procedures for foreign collaborations in RCD, the 

present chapter review8 the position in respect of policy and approval process 

for foreign collaboratiom. 

7.1 POLICY AND GUIDELINES BOR APPROVM, OF POMIGN COLLABORATIONS - 
Coverument attitude towards permitting foreign collaborations is 

selective. Appendix 9 to this report contains the policy a d  

guidelines in this respect. 

Foreign equity participation, if permitted is normally restricted 

to 402. Technical collaborations are nowally entered into on the 

basis of annual royalty payments bssed on actual production, 

normally not exceeding 5 percent, andlor lumpsum payments for 

impat of drawings, documentations and other fonns of how-how. 

However, the Government of fndie is quite pramtic in approving 

foreign eollaboration agreements and examines every proposal on 

its merits. 

The present Guidelines for Approval o f  Foreign Collaborations are 

framed for technology transfers rather than collaborative research r 

or technology development; same modification in these,ar a separate 

set of guidelines,may thezefore be necessary. Z 

7.2 APPROVAL PROCESS 

7.21 AN OVERVIEW - 
- - - 

--- 
1 

EXHIBIT 7.1 shows the major approval agencies for Mfferent 

categories of applications. 
- 



g(HIB14 7.1: WERVIEU 08 APPROVAL PROCESS 

CATEGORY OF 
A P P L I C A T I ~  

* Lo1 + PC 
LO1 + FC + CG 
PC + CG etc. 

W0R APPROVAL AGENCY 

HRTP COlMITTEE I (NON MITP HOUSE) 
(HRTP HOUSE) LICENCINC COHHITrEE 

(INDUSTRIES MINISTRY) 

FOREIGN INVESTMENT BOARD (FINANCE MINISTRY) 

PROJECT APPROVAL BOARD (INDUSTRIES MINISTRY) 

.- 

Legend: LO1 - Letter of Intent 
FC - foreigc kllaboration 
CG - Capita?. h 3 d s  Import Clearance 



- kcrttrtr of lntrnt &%one$ or - ?orri&n Collrborrtianr c h r  , ar - Conporite appl~crtionr,uhich could br for obtaining clrrrmco of 
lrttrrr of lntmt md forrip coflrberationr or lotterr of lntont, 
forrign collrbor8tionr and capital ~oodr licmcr or forrip co- 

llrberrtion and capital #oodr licrnce rtc. 

. The procedure rolrvant for foreign collaborrtionr In RbD will 

however be only the recond or third cr\tegorier m d  not for lettcrr 

of Intent alone. 

Cvmposition and functions of the various approval agencies involved, 

applicable to the aecond and third categories are given in Appendix 10. 

PROCEDWRE FOR A P P W d  (SINGLE) APPLICATIONS FOR FOREIGN COLLABOR- 

ATIONS 

. EXNIBIT 7.2 outliner the procedure for approval of applications 

for foreign collaborations. Details of the procedure are given 

in Appendix 11 to this report. 

. Typically, as indicated in the exhibit, It takes about 5 months 

for final approval of the application in the case of applicante 

having foreign equity participation. Waxirmnn time is taken 

for clearance of the Foreign Investment Board vhich m s t s  

at regular frequencies and on an average it takes about 60 days. 

Ln case clarifications are sought by the Winister for Industry, 

the clearance process may take even longer. 

. Mminietrative Ministries have be?n delegated povers to dispose 

of applications at their level under certain conditions. These 
m-rn 14-*..a -.-& a- A---- >k ipk  mFreporrck *am&= -- -- --+--rreror+rttttE-ztr npp?=mr 

Exhibit 7.2 in such cases the time requirement is much less 

(approximately one and a half months). 



APPLICANT 'r' 

APPLICANT t, 



. k indicated in QMIbIT 7.3, rbmt 4 month8 are raquired 
for the procrrrinl of cmporite rpplicrtionr. The Project 
Apprwrl board taker upto 60 dryr on m average for clear- 
ance after 45 drym at the Mtainirtrative Win%etriem and 

Scrutiniming Agmciem (as in the came sf rhgle applications for 

f oroign collabor&tion). 

. Once the approval letter has been irsued, the applicant has 

to get the apprwal registered with the Adminirtrative 

Winimtry before it im effective. Thir procedure for regie- 

tration, can take from as little ar 10 daye to as much as 

a b e t  a year after the approval letter hao been issued. 

A proposal to elimiaate this procedure i r  now under 

considenition. 



ADMlN ISTRATIVE MMlSlR lE 

(45  days) 

I 

f Total about 125 days) 

8 
7 days required lor minuting M decisions 





DETAILS OF DATA SOURCES 

( A  PRIVATE SECTOR DISCUSSIONS 

Company Indumtry 

1. Advrnl Ocrlikon Ltd. * Diverrifled 
(Ador Croup) (Welding conrumrbler 

and equipment, 
Indumtrial and power 
electronlcr, motorm, 
traneformerr, office and 
burineee machines, 
molar energy psoductm 
etc.) 

2. Asian Paints* Paints and Allied 
Producte 

3. Asiatic Oxygen Ltd. Diversified 
(Industrial and 
health care producte 
particularly gases md 
related equipmeats and 
plants, welding equipment 
and consumables, 
explosives, etc.) 

4. Chloride India Limited* Batteries 

5 .  Consolidated Pneumatic Compressors and 
Tool Co. (India) Ltd. pneumatic tools and 

equipment 

6. Dunlop India Limited* Tyres and other rubber 
producte 

7. Eicher Research Centre* Agricultural machinery 
(Eicher Tractors India 
T t A  \ - - -  

8. Escorts Scientific Diversified 
Research Centre* (tractors, motor 
(Escorts L i d  ted) cycles, industrial 

machinery, 
automotive 
components etc.] 

Perron Het 

Deputy Chief 
Executive 

Hansging Director 
General Manager 
(Finance 6 
Materials) 

Senior Vice 
President 

Director REsearch 

Vice President: 
Operations 
Vice President: 
Finance 

Director Research 
and Technical c 

Services 

General Uanager 
(Research and Development) 
- -- - - -- - . - .-.- 

General Uanager 
(Research and 
~evelo~mebt 



9. Crbriel Indir Ltd. Automotive 
soaponan t r 
(Shock rbrorbrrr , 
brrringr ) 

Vice Chritoun and 
Nanrging Director 

10. Crnelec Ltd.* tlectrical 
equipment and 
inrtrllrtionr 

Exrcutlve Director, 
Harlreting and 
Development Divirion 
Executive Director, 
Projecto Division. 

11. Cucot Keen Williraas Engineering Director (Technical) 
Ltd .* (induetrial 

machinery, engineering 
intermediates, 
faeternere, rpecial 
rteeh and alloys, 
forgings, electrical 
rtampfngs and 
laminations, automotive 
pressings etc.) 

12. Indian Aluminium 
Co. Ltd.* 

Aluminium and 
related fields 

m g  Director 
Manager 
(Research and 
Development ) 

13. Indian Explosives 
Ltd . (ICI Group)* Directbr (Technical) Diversified 

(chemicals and 
allied products, 
paints, fertilizers, 
expl~~ives, drugs and 
pharmaceuticals etc.) 

Diversified (Industrial 
and health care 
products particulars 
gases and related 
equipment end plants, 
welding electrodes, etc.) 

v 14. Indian Oxygen Ltd.* Director 
(Gases Divioion) 

Managing Director 

Tubes Chief Marketing 
Manager 

16. The Indian Tube Co. 
Ltd.* 

17. Jndrol Lubricants and 
Specialities Ltd.* 

Chief Executive and 
Managing Director 

Petroleum prdutts 



Company terron Wct 

Managing Director lntrrnationrl 
Computerr Indian 
knuf rc ture Ltd .& 

Kerorarn Indurtriea Diverrif ird (taxtiler , 
and Cotton Oiillr Ltd. rayon, cement, 

tranmparent paper etc.) 

Prerident 
(Accountr and 
Taxation) and 
Secretary 

20. ~ c n e i l l  and Hagor 
Ltd.* 

Diveroif led (electrical 
equipment, reprographico, 
material handling, 
industrial diamond 
product## chemical 
equipment, pumps, 
valves, drying 
eystems, exports, tea 
and fibre products) 

Controller, 
Engineering 
Divieion 
(Also Director, 
Dewrance Mecneill 
a Co. Ltd. 
Vice President, 
Worthington Pumps 
India Ltd . ) 

May & Baker Ltd. Drugs and 
pharmaceuticals 

Managing Director 

Metal Box India Ltd. * Packaging, 
printing machinery etc. 

Manager, Research 
and Development 

Honotype India Ltd.* Printing machinery 
and equApment 
(mechanical and 
electronic) 

Dy. Wanaging Director 

The National Diversified 
Insulated CAble Co. (vLres, cables, 
of India Ltd. conductors, 

automotive batteries 
etc.) 

Manager, Research 
and Development 

Poysha Industrial Metal containers 
Co. Ltd. 

General Manager, 
Technical - 

4 

General Hanager, - 

Industrial Division 
Manager, Research ti 
Development 

- -. =JqFi---ct- - - -- 
Development 

The Standard Batteries Batteries 
Limited* 

STP Ltd.* Waterproofing, 
dampproof ing , 
anti-corrosives 

President 
Chief 9chnical 
Executive 



29. Waldie~ India Ltd. 
(Cillmder 
Arbuthnot L Co. 

c Ltd.) 

- 30. Willard India Ltd. 
- - 

- - 

Divrrrlfied 
(rircondi t ioning , 
ref rigerrtion, 
induatrirl and 
r$riculturrl 
machinery, 
mininp , etc.) 
Baric indumtrial 
chtmlcrlm 

Bat teries 

Note: Astcrlsk indicates that the compmy has a recognised 
in-house U D  unit. 

Perman kt 

Prrridrnt 

(B) GOVERNMENT OFFICIALS 

1. Department of Science and Technology 

2. Department of Economic Affairs 

Chief Executive 

President 

3. Department of Industrial Development 

Mvioor and 
Director, Technical 
Utilisation Division 

. Director . Joint Secretary 
Joint Secretary 

M r y  6 Sons (Patent Law Attorneys) Partner 

Arthur Andersen 6 Co. Partner - 

Dr. William Correa (Consultant) 

Dan Schwartz (Design Engineer) 

DSAID Project Staff 

6 i 



Specirl rlloy, SC and ullerblc iron crrtin&r, mponEe iron rnd pelletirrtion; 

Steel mtructurrl~. 

ElectricrP equipment, namely, a) Equipment for rxplsitrtion of alternate rource 

of energy like rolrr, wind power, bi03~11a Including bio-get, geothermal energy 

tidal power and rer power; b) Stearn turbiner of and belw 20 MJ and mini and 

micro hydel ryrtcms, equipment, c) Power and distribution, transformers, h 

power capacitore, switch gears, electrical motors, and CLS Lamps, d) Diesel 
- 

Generating Sets. 

Electronic componente. 

Automotive ancilariea. 

Cycles. 

Induetrial machinery,including rubber machinery, pYRrt1ng machinery,~footwear 

machinery, meat and poultry machinery. 

Machine tools, 

Agricultural implements. 

Hiscellaneous mechanical and engineering industries, namely, a) Plastic , 

moulded goods; b) Band tools, small tools and cutting tools; c) Pressure 

cooker, cutlery and steel furniture; d) @ems of all types; e) Fuel efficient 

etwes; f) Water pumps beyond 10 cms. 

Industrial Sewing Xachines. 

Office equipment as listed below:- 

(1) Multiplication and reproduction equipment; 

(2) Word processors ; 

(3) Cash registers/it~voicing machines ; 
eta 

(4) Di,phone 

( 5  Uicro-f ilring/miero f ichereaders . 
- 

- - 

Industrial and medical gases. L 

Following dmgs/drug intermediates, Rif ampicin, Dgpsone, Olof azmine, Primaquin , 
YWE (Ethexy bthylene Mlconic Ester), Nevaldiamine, Insulin, Anti cancer 

drugs, Vitamin B6, Norgestrol, Piperazine, New bulls drugs developed through 

indigenous research. 



- 

6 .  Paper and pd p nrlclyt (8) writing, print lnfi and vrrpping prpet f tom 
- 

agriculturrl rrriduc, vrrtr and br~erre (b) cotton read linter pulp. 

= 1 Crnnrd fruit and vrgetrble productr , protein md procrrred faodr vegetable 

bared warring food, urine productr rnb cattle ford. 

18. Va~etrble onlr, nrr~rlyt  (r) rolvent rxtrrction of oll/oll crker from minor 
serdr rxcludlng cotton rerdr; &)rice bran oil. 

- 

19. Sorp rnd cormetlcn, namely (8) rorp, cormctics, perfumery and toilet - 
preparations. (b) detergentr of IS1 rtmdrrdr. 

I 
1 20. ^Leather goods. 

P 

2 1. Clar ewere. 

22. Ceramics , namely (a) refractories and f uruace lining bricks, (b) Chinaware, 
- pottev and sanituryware. (c) H.T. insulators (d) tiles (e) Graphite ceramics. -- 

23. Insulating boards, gypsum boards, wall boards and the like. - - 
24. Printing including litho printing. - - 

Note:-Delicensing of the above mentioned induetries is subject, to the following conditions; - - - The induetrial undertaking does not fall within the purview of HRTP/FERA 

Regulations. 
- The articles are not reserved for the mall scale sector. 

- The indu~trial undertaking is not located within urban limits. 



APPENDIX - 3 

AREAS OF M'JFACTURE ALLOWED TO 
)(RTP/PERA COI PAN1 ES 

1, HRTP and F E U  companies are alllwed to participate mainly in the core 
and hcrvy Anvemtment rectorr snd indurtrier having potential for export 

and import rubrtitution lirted under Appendix 1 to the Indumtrial 

Licenring Policy Statmutent of February, 1973. 

3. Such companiee can alro be allowed to ret up new undertakings or e.x?and 

production in non-Appendix I areas provided they undertake rpecific expert 4 

obligetion:, The minimum export obligation acceptable in much cases 

would be 60% of the new or additional production if the item is not 

reeewed for mall scale rector and 75% %f the item is reeerved for mmall 

scale Bector. 

3. Keeping in view sh2 need for developing backward areas, the MRTPIFERA 

companies are now permitted into non-Appendix I induetriee which are not 

reserved for small scale eector with an export obligation of 50% for setting up - 

industries in Category B and C backward districts and 30% in respect of 
Category A districts vide Press Note dated 27th April 1983. Appendix 1 

Industries are listed out below:- 

1. XETAUURGXAL INDUSTRIES 

1. Ferro alloys. 

2. Automotive castings, SG iron castings, steel castings and steel 

forgings . 
3. Non-ferrous metals and their alloys, including aluminium foils, 

4. Sponge iron and Pelletisation. 

2. BOILERS AND STEW GENERATING PLANTS 

3. PRIME HOVEksS (OTHER THAN ELECTRICAL GENERATORS) : 

1. Industrial turbines. 

2. Internal combustion engines. 



3 Alternate oner~y sgrmma like colrr, wind, atc, b equlpmnto 

tbrrfor . 
4. Carlhydrolrtera turbinoa from 20 MJ to 60 W. 

- - 
1. Equipment for transmiorion mnd dirtribution of alcctricity including 

power md dirtrlbution tranrfonacrr, power relays, HI-rwitchgear, r 
rynchronour condenserr. I 

I 
2 Electrical nrotorr 

3. Electrical furnace including induetrial lurnaces. 

4. X-ray equipment. 

5. Electronic components and equipment. 

6. Component Wires for manufacture of lead-in wiree. 

7. Bydro/ateanilgas generators from 20 MJ to 60 MJ. 

5. TRANSPORTATION 

1. Mectqnised calling vcseels upto 10,000 DWT including fishing 

trawlers. 

2. Ship ancillaries . 
3. (1) Cownercial Vehicles, public transport vehicles 

including automotive commercial three-wheeler jeep type 

vehicles, induserial locomotives. 

(2) Personal transport vehicles: 

(I) Passenger cars; 

(11) Automotive two-wheelers and three-wheelers . 
Regarding two-uheelers, only expansion of existing 

units, subject to an export obligation of 25% on 

additional capacity. 

(3) Specialised automotive components, such as pistons and 

piston rings, fuel injectton equipment; auto-electricals, 
_ _ _  __ _ _  - - --- - - - - -- 

such as starter motors, generators, spark plug, rear axle  

assembly, brake and clutch assembly, tyreltube valves, 

wheels for automobiles and bimetal bearings.1 

Cis 



INDUS7RlAL W l N t R Y  

Indur~rial uchinery includina rpecirlirrd aquipwnt: 

Nigh perfonunce and h i ~ h  fidelity indumtrial vrlver ar m y  

br rpecifird by the Mnirtry of Indurtry. 

Centralired 1ubricatSon ryrtem. 

Cearr, gear boxer m d  couplhgr. 

Rollr for paper mlllr, rolls for rolling ?pill@. 

Pollution control equipment. 

Procees equipment for utilirration of recycling of vastes. 

Xachinc toolr including controls and acceseories. 

Jigs, fixturet~, toolr and dies of rpecialised types and 

cross land tooling. 

Engineering production aids ouch re cutting and forming tools, 

patterns end dies and mining tools. 

AGRICULTURAL W I N E R Y  

Tractors. 

Earth Having Machinery and construction machinery and components 

thereof. 

INDUSTRIAL INSTRUMENTS 

* 

Indicating, recording urd regulating devices for pressure, temperature, 

rate of flw, wights, levels and the like. 

NITROGEtOOUS 6 PBOSPHATIC FERTILIZERS falling under - 
(1) Pnorganlic fertilizers under "'18-Fertilizers' in the First Schedule 

to the I(D6R) Act, 1951. - 



13. CHMlCALS (Other thrn fertilirerm) 

Hosvy or~rnic chmicrlm including petro-chemicrlr 

Horvy inor@rnic chmicalm 

Organic fine chrmicrlm 

lynthrtlc rrminr and plrmticm. 

hn-uadu fibrom. 

Synthetic tubber. 

Indurttial oxplomlvrm. 

Technic81 grade lnrecticidee, fungicides, weedicidee and 

the like, 

Synthetic detergents. 

Hi8 cellaneous chemicolr (for industrial uoe only) including : 

CataZysts and Catalyst mupports 

Photographic chdc4ls. 

Rubber chemicals. 

Polyols 

Isocyanatee, Urethanes, etc. 

Speciality chemicals for enhanced oil recovery. 

Heating fluids. 

Coal tar distillation and products therefrom 

Tonnage plants for the manufacture of industrial gases. 

High altitude breathing oxygenlmedical oxygen. 

Nitrous oxide. 

Refrigerant gases like liquid nitrogen, carbon dioxide, 

etc. In large volumeo. 

Argon and other rare gases. 

Mkalilacid resisting cement campound 

Leather chemicals and auxiliaries. 

14. DRUGS AND PBARHACEUTICALS 

- -- F=- FDA *+- .- I 

(a) Drug intermediates from the basic stage for production oC high 

technology bulk drugs; 



(b) HI8h technolo8y Bulk druar t r m  b r r l t  ataBer and loru lmt tono 

brrrd thereon with m w e r r l l  rraio of bulk drug conmunption 

(from awn  nuf facture) t o  toraulr t ionr  from a l l  rourcem of I rS. 

For non-PERA HRTP c o ~ ~ p a n i e r  

A l l  bulk drugr and fornnrlrtionr with rn  overal l  r u t i o  of 1:lO between 

the value of production of bulk drug8 and of formulrtionr. 

15. 1. Paper and Pulp including paper products. 

2 . Industrial  laminates. 

16. 1. Automobile tyrte and tubes, including automobile tyre/tube 

valves. 

2. Rubberi8ed heavy duty Industr ial  bel t ings of a l l  types. 

3. Rubberised conveyor bel t ings.  

4. Rubber reinforced-and lined f i r e  f ight ing hose pipes. 

I?. PLATE GLASS 

1. Float glass  

2. Toughenca g lass  insulators .  

3. G l a s s P i b r e s o f a l l t p p e s .  

1. Refractories 

2. Furnace l i n i n g  bricks-acidic,  basic and neutral  

3. Ceramic Fibres. 

19. CMENT PRODUCTS 

1. 
. - 

Port land cement. 
. - --. - - - - 

2. Gypsum boards, wall  boards, and the l ike .  



1. Crrphire rlectroder rnd rnoder 

2. Isparviour ~rrphite blockr and rhectr. 

22. PRETWSIONED PIC# PRESSURE RCC PIPES 

23. RUBBER MACHINERY 

24. PRINTING HACHINEIVY 

1. Veb-Fed high speed offeet rotary printing machines 

having output of 30,000 or more impreeeions per hour. 

2. Photocontpoeing/type ret ting machines. 

3. Hulti-colour aheet-fed offeet printing machines of oize 18" x25" 

and above. 

4. High speed btegravure Printing machines having output of 

30,000 or more impressions per hour. 

NOTE: 1. Items of manufacture reserved for the Public Sector u n k r  Schedule 
A to the Industrial Policy Resolution 1956 or for production in the 
Small Scale Sector, as may be notified from time to time, will be 
excluded from the application of the list. 

2. According to the new electronicspolicy the government vould allow 
FERA companies to set up manufacturing facilities for electronic 
components, materials and other closely held high technologies, 
where the country has not been able to invest sufficiently in 
research and development. 



APPENDIX - 4 

1. Broad banding of indurtrlal llcencer: Hencrforth, to optimally utilire 

the invertwntr. 'broad band' llcencer vill be lrruad for the following: 

I) tntertai?rscnt eloctronicr, covering radio receiverr, tape rocorderr, 

two-in-one, maplifierr, record playerr, record chrngerr, TV retr- 

black b white md colour, CCTV ryrtem, but excluding thore 

- remervcd for rnull scale industry; 

- ii) Electronic toyr, including radio controlled once and games ; 

ill) Computer peripheralr; 

iv) Electronic test and measuring instruments , excluding those reserved 
for -11 rcrle induetry; and 

v) Discrete semiconductor devices. 

Policy for VCR/VCP and nicrowave Ovens: Keeping in v i w  the approach of 

producing electronic equipment at near international prices, government is 

drawing up an Industrial and Licensing Policy for the manufacture of 

Video Cassette Recorders/ Video Cassette Players and Hicrowuw.fhmu -on 

the basis of the fol1oving:- 

VCR/VCP: The Department of Electronics or its designated agency will 

purchase technology for VCR/VCP, including the technology for manufacture 

of Deck kchanism. Deck Hechanismincluding Head/Drum Assembly will be 

manufactured by a Public Sector Enterprise to be designated by the Department of 

Electronics. In addition to this, another unit in private sector has already 

been approved for the manufacture of Deck Mechanism. 

The existing licensed/ registered units which wish to enhance their capacity 

will be asked to apply afresh and their applications vlll be considered 

along with other applications. 

A minimum complement of production and test equipment, as decided by the 

Department of Electrdc~, from t h  to time, vould be required to be installed 

in each production unit. 

njcr-wavmen: me Department of agctrnnirc  nr A m e d ~ n t m d  eamnpy u,lll 

purchase technologya for this item. The same approach as given for VCR/VCP 

Policy will be adopted. 

Digital Electronic Watches: The existing industrial and technology policy 



for rlrctronic u r t c h  hrd rerrned the urketinl of Di~itsl alect~onic 
vrtchrc (Dm) to the Cantrrl and State Public Corpotationr. In vlm of - 

- 

the chrngrd trchnolo~y, as r rrrult of uhlch war)r shrrp di~itrl electronic 
- 

watcher are now avrilrble internrtlonrlly , the following hrr barn dacided :- 
(a) S.miconbuctor Complrx Ltd. (SCL) would be rllowrd to unufrcture 

and re11 law cost DEW mduler to DEW rrrembl~rr~ both in the 

State public rector and rmallrcrlc unitr, rr well rr other units engaged 

in the manufacture of mechanical wrtcheo, handicraftr, etc. 

(b) The small rcale unite may be permitted to re11 low cost DEW 

or other DEW module baeed products directly in the market. 

If the demand out-strips the capacity of SCL, a recond unit in the 

private rector will be permitted to manufacture these modules. 

4. All consumer durable products mentioned in para 1. (I) above would be v 
r 

de-licensed for applicants who will not draw on the resources of Financial 

Institutions. 

guality & Reliability: The government will eet up adequate facilities for 

quality certification of electronic consumer durable goods so that 

consumers are assured of reliable products. 

Liberal Growth: At the time of issuing industrial licences for any new 

product, the anticipated demand in the foreseeable future, as well as the 

techno-commercial viability, will be kept in mind. The Government will 

Insist on a minimum investment in capital equipment to ensure adequate 

added value in the country and technology absorption and development. 

A minimum production capacity will be insisted on. Once a iicence 

has been issued, the licence holder will be assured of liberal 

upward growth. 

In approving phased manufacturing programmes, the Government will ensure 

that reliance on imported populated printed circuit boards is reduced 

and genuine manufacture within the country Is encouraged. 

no longer be debarred from anyfidd of electronics which is open to the 

organised private sector, only because of their foreign equity blding. 



9. F e M  Coupmierr The &werrrrsnt vould welcome forel~n squity corprnltm (lee., 
- -. 
- - thore having w r r  than 40% forrl6n equl~y) to met up arnufrctuting facilltio 

for rlectronic corponentr, uterirlr and other clooely held high techna5ogier, 

where the country hrr not been able to invert rufficiently In rerearch 

md devrlopmnt . 
iO. Import of technology would be permittrd freely to develop an rpproprirte 

 electronic^ bare in the country. However, indurtriea will be encouraged to 

ertablirh inhoure Lechnology bare mo that repeated import of technologies 

does not have to bc rerorted to. 

11. Centralieed purchase of technology will be resorted to oi~ly if r variety 

of technologies renders the indigenous producre coetly in comparison with 
1 

international prices, because one of the objectives of this policy is to 

make equdpment available,at near international price. 

12. Location: Electronics industry will be allowed to be eotabliehed in any of -- 
the permissible locations. Greater efforts will be made to develop 

electronics industry in the hill districts on 8 larger male. 

13. Exercption from Sections 21 6 22 of HRTP Act: Electronic components (other 

than all typeo of integrated circuits, viz., VLSI, LSI, %I, SSI Semiconductors, 

Photo-voltaic c,mponents etc.), computer peripherals, computer software, 
L 

magnetic tapes for use in computer, video equipment, hard discs, floppy discs 

and diskettes for computers and test and measuring instruments, are 
- 

already exempted from Sections 21 6 22 of HRTP Act. This exemption will be 

extended to the following items -- materials for electronics, computers, 
broadcasting equipment, control instrumentation and industrial & professional 

electronics, and c ~ n i c a t i o n  equipment. 

14. The Finance Minister, in hie Budget speech , has removed excise duty on - 
d 

24 types of electronic components, computers and computer peripherals. This is - 
another step in reducing the prices of locally manufactured electronic 

goods bringing them closer to international levels. 

- 5 .  Manpower Development: Electronics is knowledge-intensive area and is . . 
- -- -- - - .  iwatf- -L --* jr -re.on -Iy, - -- 

in large numbers of specialised and trained manpwer and a continuous updating 

of the skills of this manpwer stock are, therefore, of crucial importance for 

the growth of electronics, be it in the field of research and development, 

production, maintenance, eervicing of applications. In the context of 



Cwernaent'r doclarad objective of brin~ing about a rapid developcnt of 
the rlectronlcr rector, the urlent need to dtvotc attention to manpower 

training in the alectronicr rector hrr been incrarrlngly engaging the 

rttention of Covemnt. The vrriour indtiativr#, rtepr and programer 

hing undertaken in bhir crucirl area are rwmurired belowt- 

1) Teacherr training p t o g r r ~  ir being initiated rt the 5 major 
inrtituticmr, vir . ,  the four ZIT# a t  Bombay, Dalhi, ftnpur and Hsdrar, 

and at Jrdrvpur Univerrity, for tr~ining teacherr in computer mcience. 

ii) Teacherr Training Program for Diploma in Computer Application: 

This programme has been initiated at mix inetutitions across the 

country . Training for teaching DCA courses ir provided through 4 modules 

of six weeks duration each. 

iii) Xaster of Computer Application programme has been initiated in 14 

centres. 
- - 

iv) The Xaster'u programme in electronics is expected to be started in - . 
.- 

three Universiti- next year. In addition to the traditional Maths, 

Physics and Chemistry combination available now at B.Sc. degree level, 

the Introduction of Electronice as a eeparate subject in different 

combinations has also been finalised. 

v) 28 centres have been identified for starting one-year Post-B.Sc. 

Diploma in Computer Application, out of which 17 centres have tttarted this 

course. 

- vi) 18 months Post-Polytechnic DCA Programme in Polytechnics: This 

programme has been introduced at 16 centres. 

vii) Training Couree In the Industrial Training Institutes (ITIs) in two 

trades - "Console Operator-c-Programare Ar;oistantWr and "Data 

Preparation Assistant", has been finalised for 13 centres. 

-- - . . ., 
- - -.-nmr- -$-w-=&-d.e n- - -  rgwz'-=-&z gE ZZTs - -&zk& s- p'+? F=q=--&'gg 

at providing modular courses of short duration to computer - 

professionals from industry and teachers from academic institutions. 60% 

of the seats are reserved for teachers. The programme has been started i 

in December, 1984. 



16. To plan thir indurtry in en iartrgrrted mnner and to mrurr minlwn drain 

on our forrign axchrngr, it gr necerrrry to have dotrilrd drtr from 811 

rlectronic unufrctur&, both in the or&mirrd and the -11 rcrlt - 

mrctorr. It in, therrfore, proporrd to introduct r corapulrory sin~le 
proform which would be mubmittrd by the indurtrirl unitr, once r yorr, to the 

Department of Electronicr. 

17. In order to mpecd up mcrutiny of proporrlr by financial inrtitutions, - 

they would be encouraged to met up reprrate celPr for e9tctronico and 

would be invited to participate in the projects rpprairal committees of the 
h : 

Department of Electronics. 

18. The Computer Policy announced on 19th November, 1984, will be ouitably 
8, 

extended and rpplicd hy the Department of ;'lectronics to electronic control 

instruments, instrumentation and mystans, industrial and profcsoional 

electronics, and data communication equipment. 

19. Components: Electronic component industry has already been de-licensed vide 

a Press Note issued by Hinistry of Industry and Company Affairs on 

16th March, 1985. In light of this, entrepreneurs wish* 4~ ee-L up 

component industries to produce components cou1.d register with the D.G.T.D. 

20. The government had earlier announced that cosponents need to be 

manufactured in large volume; it ie therefore, proposed to de-reserve some 

of the components which today are reserved for the small scale sector. 

21. Normally, manufacture of components is not permitted from intermediate 

levels. Batever, in the case of bipolar, linear and digital integrated 

circuits where heavy investments are called for, industry will be permitted, 

to begin with, to assemble from intenne8Sate stage, provided an investment 
a 

of at least Rs. 5 crores is made. 
- 

22. Canrmunicaf.ions: In the area of communications, certain product lines were p 

thrown open to the private sector as announced by the Deputy Hinistry for 

Electronics in Warch, 1984. As a result of this policy, 5 Letters of 

Intent for electronic PABXS, and 27 Letters of Intent for electronic telephone 
- --- -- - - - - _ __ - - - _ _ __ - _  _ - -  - 

- j.nstruments have been issued for the Private Sector. h e  Letter of 
J Intent for the manufacture of electronic teleprinter, two for the manufacture 

of public telephones. and tvo for telephone answering and recohing machine 

have also been issued to the Private Sector. It was proposed earlier that 
I 

for switching uystems, private party's participation beyond 49 percent would 



not be pmaittd1 bowver, conriderAn8 the limitations sf thc. pc*vcrnnc.nt 'r 

rrrourcrr rnd o h  p p  in rvrllrbility vhich lr likely to emerne i n  the 

ovitching a r m ,  It Lm now proporad to, rot up an ESS fmctory u r i n ~  the 
technology thrt SB being developed indfgrnourly by the Centre for Development 

of Telrrrticr (CDOT). The invertment of  the Bovernment in thir venture 

would be rertrictrd 

rector party and 49 

Necersary action to 

to 26 per cent , 25 per cant would be offered to private 
per cent would be thrown open to the yeneral public. 

modify the fndu~trirl Pelicy Resolution will be taken. 

23. Research b Development : In order that our electronics industry in the Eighth 

Five-Year Plan does not have to depend largely on foreign technologies as is the 

poeition today, the government has taken up reveral major research and 

development progzunmes. It has ret up a Centre for Developnt of Telematics 

(CWT), it has been encouraging research through the National Radar C$cil; 

it is rendering financial assistance for research in educatfonal institutions 

and public oector enterprises through its Technology Development Council. 

It has recently announced the retting up of a National Hicroelectronics 

Council and proposes to set up a Centre for development of materials for 

electronics. 



INCENTlVES FOR UNDERTAKING RESEARCH AND DEVELOPPENT 

1. INCOHE TAX BENEFITS 

The Xncme Tax Act contrinr certrin provimionr which are rpacifically directed 

to encourage rrrerrch and development activdtiuo within the indurtry. For claiming 

deduction on expenditure incurred for rcientific rerearch, prior approval will 

be requireu of ruch expenditure incurred from the Department of Science and 

Technology. For tax purpo~es, 'rcientific reatarch' means m y  activities for the 
- 

extension of knowledge in the fields of natural or applied rcience including 

agriculture, animal hurband ry or fisheries. Expenditure relating to rcquieition of 

rights as a result of scientific research -dl1 not be covered under the above 

definition. Reference t? rcientific research in relation to a business or 

class of business include: 

Any eckntir'ic research which may lead to or facilitate an extension 

of that business or, all business of that class; 

any scientific research of medical nature which bas a special relation 

to the welfare of workers employed in that business or all business of that 

class. 

Revenue expenditure incurred on scientific research, by an in-house 

Research and Development unit on activities relating to the business 

of the company, is fully admissible as a deduction in the year in which it is 

incurred, in computing the taxable profits of the business. 

Revenue expenditure Incurred within 3 years before the commencement 

of the business vill be allowed against she profits of the year in which the 

business commenced. 1 

Capital expenditure on scientific research related to the bugincss carried 
=mr d-)ra_f*a~ -:+& fzG g& FE&sg= & tks j ' s z  2~ vFrtft&t.-8wft -. - - 
expenditure vas incurred. 

t 
Capital expenditure incurred within 3 years immediately preceding the 



~ c o m e n c r r m t  of the burinerr, vi l l  be r l l w e d  aarinrt the profits of 

the year i n  vhfeh ah8 burinerr comanced. 

Where the company doe# not carry out rcientific rerearch on itr o m  

m d  inrtemd mkra contribution to r rcientific reoearch ~srociation, 

univcrrity, college or other inrtitution approved by the Deparsistnt of 

Science and Technology, much contribution will be allowed or a deduction 

fully even if unrelated to the bueineee of the company except in the 

field of aocial rcience or rtatictical rerearch where it m e t  be related 

to the bu~lnees of the company. 

Where lumpsum concideration has been paid for acquiring know-h~, one 

sixth of the amount incurred will be deductible In that prevlws year 

and the balmce in equal instalments for each of the five itmediately 

succeeding years. If however, the know-hm has been developed in a 

University or Institution, one third of the amount inprred will be 

deductible in that previous year, and the balance in equal instalments 

in each of the two immediately succeeding years. 

1.7 Investment allowance will be granted at an enhanced rase of 35% 

(as against the normal rate of 25%) of the actual cost of machinery 

or plant installed before April 1, 1987 for the business of 

msnufyture or production of any article or thing which utillses 

any knw-hw, technology or process developed in, or imrented by, 

a laboratory m e d  or financed by the Government or n public sector 

undertaking or a university or by an institution recognised in 
- .  _ _ . .  . .. _ . __ .- .. _. . _ _  .. _ ~ -. ._ - . . .  - 

thip; behalf by Department of Science and Technology. Boutrver, 

Investment Allowance will not be admisoiSle for the aanufacture 

of items listed in the Eleventh Schedule of the Incone Tax Act, 

1961 on plant or machinery installed in any residential accommodation 



l n c l u d i n ~  pr35 hour8 or on any all ice rpplioncea or toad trrnnport 

v e h i c h ~  . 

2.1 Indurtrial undertskingo other than those which come within the purviw 
of Mnopolicr m d  RErt~ict2ve Trade Pr8cticer Act (HRTP) and Foreign 

Exchange Regulation Act(PERA) which toke up the manufacture of any item 

based on the technology Beveloped by any of the leberatcries 

established by the Cuuncil of Scientific and fndustrf&l Research and L 

laboratories approved by Department of Science and Technology 

will be exempted from the licensing provisions of the Industries ). 

(Developent end Regulation) Ace This includes rponeored research 

undertaken by ouch laboratories on behalf of the industrial 

undertaking, but is subject to the cor~dition that the item of 

manufacture is not reserved for development in public rector 

or enall male aec_tot or governed by special regulations. 

In respect 01 €he colnrercial exploitation of the results of 

in-house R6D industrial undertakings, other than those coming 

within the purview of WRTP Act and foreign companies as defined 

under FERA, wuld be allowed to set up capacity based on these 

results. Industrial undertakings covered by the HRTP Act and foreign 

companies would be required to obtain an industrial licence in terms 

of existing statutory provisions, which would ordinarily be given 

provided this is in an area covered by Appendix I to the Industrial 

Licensing Policy Statement of February 1973 or prior approval of the - 
Government for proceeding vlth research In that ziea has been obtained. 

3. W O R T  FACILITIES 

All the recognised research and development units laboratories and 

- - fss;l;:~'rf ea3 5.axp-n their fu2l regrlmiiieaes of f echnicar end prof essionai -- 

equipment~, raw materials, components, spares or ~ ~ h e r  item (excluding 

consumer goods and office nachines) on Open Cencral Licence, with the condition 

that they are the actual users of the items imported. 



4.1 Scientific m d  technicrl inrtrumcntr, rpprrrtur and rccemroric~ 

excluding conruaublc itemr imported by rererrch in~titutions are 

exempted f r m  the paymnt of curtom8 duty, rubject to certain 

conditionr. Such inotitutionr rhould, hwever not be engrqed 

in any Commercirl activitiy; in-houme rererrch and development 

unitr recognired by the Department of Science and Technology 

are not eligible for this exenption. 

4 . 2  Consumable items of research material imported by public funded 

research institutions upto Rs.50.000 would be exempted from import 

duty according to the recent budget. 

5. TECHNICAL DEVELOPHENT FUND (TDF) 

The Industrial Development Bank of India provides direct loans to industrial 

units to enable them to utilise the import licences under the Technical 

Development Fund Scheme of the Government of India. Generally, the iimit 

for total import under the acheme ts US!; 250,000 per undertaking per year. 

The scheme covers all industries as also import of any other inputs 

needed by industrial units for improving export capabilities. 



bpharir placed on the need to bring about clor3r co-ordination among fircal, - 

indu~trial m d  trade policier; need for regulationr that facilitate growth in 1 

rerponee to the changing external and technological environment. . 
25 induetries proposed to be delicenoed. 

Assets limit for HRTP companies reviaed to Rs. 1,000 million from 

Rs. 200 mlllion. 

To facilitate mobilieation of resources by the corporate sector, the maximum 

interest payable on issues of convertible debentures for non- HRTPfFERA 

Companies raieed Prom 13.5% to 15%. 

New electronics policy announced (refer Appendix 4). 

DIRECT TAXES 

Personal-fncome %ax rates reduced and surcharge eliminated. 

Statutory rate of corporate tax reduced by 5% for all categories of 

companies. 

&tension of tax holiday concession available to new industrial under- 

takings, hotels 6 shipping companiec for a further period of 5 years. 

9 Tax incentive to morters f o ~ - & ~ e a s f n t  nvnll ah1 r +mcnrvr rm=  inr_=h--- -A__- ____ _ _ _  - --- 

logical upgradation 6 produck development by way of deductibility of SOX 

of export profits . 

10, Discontinuance of disallowance of 20% of expenditure in excess of 

Ps. 160,000 on advertisement, publicity Q sales promotion, running and 



uintmrnce of aircraft a d  motor crrm m d  papntm rode to hotelm. 

11. ~ P D M  conmiderrtionm for acquitin8 know-how to be deductible & written 

off w e r  mix yerrr. 

12. Open debate invited on proporrlm for the next two yearm to further reduce 

corporate tax rate and eliminate murchargo m d  compmie~ profitm rurtrx. 

13. Wealth Tax exemption lhit rriaed from Itr. 150,000 to Rs. 250,000;maximum 

marginal rate of tax reduced from 5% to 2%. . 
14. Estate duty abolimhed. 

INDIRECT TAXES 

1 Reductions in Import duty on: 
- PourAmp~~tant componentr of advanced computers from 75X to 2SZ 
- Speclfled machincry used for leather processing 
- Components oi gem & jewellery machinery 

- Raw wool 
- Items of medical equipmeqt much as Nuclear hgnetic Resonance Scannex. 

CAT Scanner and Linear Accelerator. 

- Eight drug intermediates 
- Warranty spares for fuel efficient commercial vehicles 

- Exhaust gas analysers and smoke meters. 

1 Exemptions from import dutp on: 

- Advanced (maxi) computers costing over Rs. 10 million. 

- Pulp and wood chips 
- Wind operated electricity generators and vind operated battery chargers. 

- 3 drug intermediates - 

- Consumable items of research materials Imported by public funded research 

institutions upto Rs. 50,000. 
- - -  - - - - - -- 

17. Increase in customs basic duty from 150% to 200% in the casz of ni and 

micro computers. 
T' 

18. Exemption from excise duty fox computers & black L white TV's. 

19. Increased exc&se dutp on commercial vehicles. 
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APPENDIX 7 - 
SALIPIT PACTS RECABINC PROPRlETORY RfCHTS PROTECTION 

Term of Patent: 

1M INDIA 

- 14  ye3r from date of patent 

[Except for "food , medicine or drug rubstonce" 
vhen it is 7 yerrr from date of patent or 5 years 

from date of rerling, whichever is rhorter] 

- No provirion enabling extension of term 
[Comparison: 15-20 years in moot countrier ] 

Nature of Patent Only process patent allwed in case of 

- "food, medicine or drug" rubstance 
- Other rubstance prepared or produced ty 
chemical process 

[Note: Other countries which allow only process patents are 

- FOR 

- FOR 

Nete: 

CHEMICAL COMPOUNDS - Austria, Brazil, Bulgaria, Chile, Czechoslovakia, 
East Germany, Hungary, Japan, Netherlands, 

Pakistan, Poland, Spain, Switzerland, U.S.S.R., 

Yugoslavia. 
= 

PHARHACEUTICAL PRODUCTS - The above countries and also Canada, China, 
Denmark, Italy and Sweden]. 

In India, unlike some other countries (e.8. China) burden of proof of 

infringement is on the patentee even for a process patent; this is 

practically I m p o s s i b l ~ ~ ~ s e  of imported items. 

Qualifying for patentability: While requirements are comparable with other countries 

in practice1 application it is easier to qualify than would be in rdvanced 

countries, e.g. U.S.A. 
------ 

- - -  .- - - 
- 

Licensing 

- Compulsory Licensing 6 Licence of right: The provisions of the Indian /law 

are wider in scope than in most other countries but, in practical terms, 



them have been exercired only in rare crrrr (brrhly 5-6 inrtrncer). 

Deemed endorrarwnt with licencer of rinhtt ?hare provirionr rpperr rtrenuour 
but, in prrcticrl tamam, are infructuour in crrc ef food, wdicine or drug 
rubrtrncrr due to rhort life of patent. 

Right to Ure by Government: Exirtr and is wider t h m  in aort o h r  countrier. - 

-- 

htent of information to be filed with patent applicrtlcn: - Extensive, comparable 
to US.A. - - 

Confidentiality of information with patent office before acceptance of Complete 

Specifications: Very high. . 
Enforcement 6 Remedy for infdngement: Very few caees; fair and reasonable to 

patentee but time consuming process. 

Application and granting of patents: Normally takes 3-4 years from the date of filing 

to the date of sealing though of late there has been a significant reduction in this " 

t h e  and is now closer to 3 years. The various rtages involved are set out in the 

diagram on the following page. 



ICATION AND GRANTING OF PATEiSTS - 

DATE OF 
PATENT 

THS PATE 
__ .. . 



LIST OF FIRMS WITH POTENTlAL ?OR INNOVATIVE 
RID 1N COLLABORATlON WITH US PlRHS 

POTENTlAL RATING: 'A' (COODL 

Name of Firm 
. 
Indur try 

1. Mvani Oerlikon Ltd. Divereified 
(Adof Croup) (Welding consumables 

and equipment, 
industrial and paver 
electronice, motors, 
traneformers, office 
and business machines, 
rolar energy products 
etc.) 

2. Chloride India Ltd. Batteries 

3. Escorts Scientific Diversified 
(tractors, motor 
cycles, industrial 
machinery, aut'motive 
components etc.) 

4. Indian Explosives Ltd. Diversified 
(chmlcals and 
allied products 
paints, fertilizers, 
explosives, dru,gs 
and pharmeceuticals 
etc.) 

Specific rrear of 
interert indicated, 
if any. 

Industriol 
Electronics; 
solar energy 
produc te . 

Battery technology; 
Photo-electro- 
chemistry 

Engine updating 
programmes 

Speciality chemicals; 
Plant protection 
chemicals 

Diversified (Electrical Pumps for special 
equipment, reprographics, applications 
material handling, 
IndustriaS diamond 
products, chemical 
equipment, pumps, 
valves, drying systems, 

-- - . - . -- - -  - - m m n r t c .  +ma nnd - - --- - .- - - - - - - ------ - - -  - -  - 

fibre products) 

6. Voltas Ltd. Diversified(airconditioning, 
refrigeration, - 

industrial and 
agricultural 
machinery, mining, etc.) 



P P t T l A L  MTlNC t '8' (FAIR) 

Mame of Firm lndum t ry 

1. Indian Aluminium Ltd. Aluminium and 
related f ieldr 

2. Standard Batterle~ Batterier 
Lre . 

3. STP Ltd. Waterproofing, 
dampproof ing , 
anti-corrosives 

Specific arorr of 
interert indicated, 
if any 

1- 

Battery technology- 
indurtrirl batteriem, 
batteries wing rolrr 
energy, batteries for . 
electric vehicles and 
low mint enance 
batteries for use in rural C 

areas 

Walling and flooring 
material; automobile 
sedants; electronics 

POTENTIAL RATING: 'C'  (HAY BE) 

1. Asiatic Oxygen Ltd. Diversified 
(Industrial and health 
care products 
particularly gases 
and related 
equipments and plants, 
welding equipment 
and cons\mrables, 
explosives, etc.) 

2. Eicher Research Agricultural 
Centre machi >I-ry 
(~icher Tractors Ltd . ) 

Improving engine 
efficiency. 

3. Gabriel India Ltd. Automotiv~ cmponento h t  mobile components 
(shock absorbers, A 

bearings) 

- 
4. Guest Kean Williams Ltd . Englneer:!.ng (Industrial Special isteels,special - 

machinely, engineering purpose machines 

- -- - - -- -- -- - - - -- -- - - 
intermediates, faste ners, (including those 

- - 
- s p m  steels and d t h  numeric controfiJ ,- -- 

alloys, forgings, cutting tools, process 
electrical otampings controls; bagnetic 
and laminations, materials, electronics 
automotive pressings 
etc.) 



5. Indian Tube Co. Ltd. 

6. fndrol Lubricmtr and 
Specirlitier Ltd. 

7. The National 
lnruhted Cable 
Co. of India Ltd. 

'Tuber 

Petroleum Productr 

Divtrrified 
(wlre~, ~ ~ b l e ~ ,  
conductorr, automotive 
batteriea etc.)  

Plastic coating8 for 
tuber 

Flow improvero and 
other c h m i c ~ h  

Cable Technology 
(hprovemertt In cable 
designs, modifications 
In compounds, etc.); 
electronics. 



POLICY AND GUIDELINES POR APPROVAL OF POREICN COLLABORATIONS 

1. All proposrlr involving foreign technical and/or finrnclrl 

participation aurt be cleared through the Foreign Inve~tment 

Board of the Government of India. 

2.  Induction of advanced technology will be permitted 

. to encourage exports by increasing compctitiveness of Indian 

industry abroad; 

. to enable industry to produce better quality products at lover 

costs to benefit consumers in terms of price and quality. 

An illustrative list has been i~sued by the ministry of industries 

where no foreign collboration, financial or technical, is considered 

necessary in view of the fact that indigenous technology is fully 

developed (Ust reproduced in section P of this Appendix ). 

Import of technology may, however, be RrnBide-red even in these industries 

if they conform to guidelines, particularly if 

. indigenous technology Is too closely held; 

. to update existing technology; 

. for substantial exports. 

4. Indian firms importing technology would be required to set up 

adequate Research and Development (RLD) facilities so that imported 

technology is properly adapted and assimilated; Government to monitor 

these efforts. Companies with well established RbD organisations 

and having demonstrated their ability to absorb, adapt and 

disseminate modern technology will be permitted to import such 

technology as will improve their efficiency and cost-effectiveness. 

B. EQUITY PARTICIFATIOh' 

5 .  Government attitude t o w a r d s _ p e & t t i n ~ f o r e i p n e ~ _ ~ ~ l r i ? a t + n n  ------- -- -- _ _ _  __ -_______-- 
is selective. FActors considered are priority of industry, 

- 
- - nature of technology involved, export potential, alternativb terms 

available for securing the same or similar technological 

transfer, etc. 



Ccilin~ for forei~n equity pnrtlripntlat~ i h  narrtllly 40 pcr cent; 

exceptiono m y  be conriderod on mcritu t.g. in priority induntries 

if thc technology ir rophlsticatcd nnd not available in thc country 

or if thc venture ir largely export-oriented. Companier with dlrcct 

non-rerident inverttnentr not exceeding 40 per cent are treated at por 

vith Indian componier for taxation, future exprnrion, etc. 

Foreign rhare capital rhould be by way of carh without being 

linked to tied imports of machinery and equipment or to payments 

for know-how, trade marks, brand names etc. 

C. TECHNICAL COLLABORATIONS 

Technical collaborations are considered on the basis c1f annual 

royalty payments, linked with the value sf actual production. 

Percentage of royalty will depend on nature of technology, normally 

not exceeding 5 per cent for domestic sales. Higher rate of 

royalty may be considered in exceptional cases or in respect 

of those ventures which would export a major part of this production 

or in respect of export eales portion only. 

Royalty is to be calculated on the basis of net ex-factory sale 

price of product exclusive of excise duties, minus the cost of the 

standard bought out components and the landed cost of imported 

components, If appropriate payment of a fixed amount of royalty 

per unit of production is preferred. There should be no requirement 

for payment of a minimum guaranteed royalty regardless of quantum 

and value of production. 

Lunpsum payments may be considered in appropriate cases for 

import of drawings, documentations and other forms of know-how, 

normally payable in three equal instalments. 

1st : after the agreement is taken on record; 

2nd : on delivery of technical documentation; 

3rd : on co.mencement of commercial production OR 4 years after 

the agreement is taken on records, which ever is earlier. 
-- - - - - - - - -- - - - -- - - - - - - - .- - - - - - 

Reasonableness of payment considered by taking into account the 

value of production so that the lump sum payment and recurting 

vopalty (if any) is an acceptable proportion of the value of 

production. Total lumpsum and royalty pajment should not be more than 



8 per cant of totrl rxprctrd rrls~ (crlculated on ex-factory valut 

brrim) wet r period not rxceeding 10 ysarr (normally period of 

agreement ir 8 year* md royalty for 5 yrrrr, allowing 3 yearr for 

comcncment of co~rwrcirl production). 

Extenrion of collrboration agreement allowed only vhen the Government 

10 ratirfied that there ir a need. It may be conridered 

(n) if the $,tern of manufacture ir rophimticated and extension 

ir necessary to enable Indian party to fully absorb 

knwhw; 

(b) if colhboration la for 8 large number of itme and the 

Indian party could rtart manufacturing rome of the items 

only at a later rtage; 

(c) if the exten~ion would be In the Interest of exports. Effort 

would be made to reduce the rate of royalty payable for 

the extended period. 

GUIDELINES FOR ENTREPRENEURS 

The Government has issued certain guidelines which the entrqreneurs 

are required to take note of in negotiating proposals for foreign 

collaborations so as to ensure that such proposals conform to the 

policies of the Government. 

(1) They uhould, to the fullest extent possible, explore 

alternative sources of technology, evaluate them from a techno- 

econdc point of view and furnish the reasons for 

preferring the particular technology and the source of 

imports; 

(1%) The Indian party should be free to sub-licence the technical 

knowhov/product desigdengineering design under the agreement 
_-___-___________-A 

to anoaer Indian Party on terms to be mutually agreed to 

by all the parties concerned including the foreign 

col!.aborator and subject to the approval of the Govknment; 

(iii) The royalty wherever allowed will be calculated on the basis of 

the net ex-factory sale price of the product exclusive of 



cxclrc duticr, mlnur the cort of rtrndrrd bou~ht out 

comforwntr and the landed cort of the imported componentr, 

irrerpective of the rource of procurmmt including ocean 

freight, inaurmce, curtomr dutier, rtc. The payment of 

royrlty at the rate mentioned rbwe will be rertrlcted to annual 

licen~ed/regirterrd crpacity plum 25% in excerr thereof. 

In care of production in exce~r of thir quantum, prior rpproval 

of Government vould have to be obtained regarding the terms 

of payment of royalty in reapect of ouch excess production; 

(iv) There ahould be no requirement for the payment of a minimum 

guaranteed royalty regardless of the quantum and value of 

production; 

(y) Arrangement or clauses which in any manner bind the Indian 

party with regard to the procurrment of capital goods, 

components, apares, raw  material^, pricing policy, eelling 

arrangements, etc. should be avoided; 

(vi) To the fullest extent possible, there rhould be no restrictions 

on free export to all countries;- 

(vii) The use of foreign branch names will not be permitted for 

internal sales; 

(viii)Government do not favour requests for extension to the 

duration of collaboration agreement. All efforts should, 

therefore, be made by Indian party to assimilate the technology 

within the initial duration of the agreement; 

(ix) Suitable provision should be made for the training of 

Indians in the fields of production and management. 

There should also be adequate arrangements for Research 

and Development (RID), engineering design, training of 

technological personnel and other measures for the absorption, 

adaptation, and development of the imported technology. Such 

pleasures can be undertaken through in-house facilities of the 

entrepreneur or in collaboration with recognised engineering 
-- - - - - - - - - -- - -- -- - C 

design, consGltancy, RID organi&atioYsTn the p u b r m p w - - -  - ---- 

sectors and recognised scientific and educational institutions, 

where the necessary facilities exist; 
rn 
: 

(x) Consultansy services required to execute the project should 

be obtained from Indian consultancy firms. If foreign .- - 



ir rlro y, m anaarn conru tonty 

fin rhould be the prime conrultrnt; 

(xi) If the propored item of manufrcturr ir covered by r prtent in 

India, it rhould be rnrured thrt the payment of royrltyjlump 

rum payment for the durrtion of thn agreement would slro 

conrtitute compenration for the uat of patent righrr till the 

expiry of the life of the patent and thrt the Indian party would 

have the freedom to produce the item, even after the expiry 

of the collaboration agreement, withiout m y  additional 

payments ; 

(xii) Collaboration agreement will be rubject to Indian Laws. 
1 

ILLUSTRATIVE LIST OF INDUSTRIES WHERE NO FOREIGN COLLABORATION, FINANCIAL 

OR TECHNICAL , IS CONSIDERED NECESSARY 

Hetallurgical Industrieo 

Ferrous : Ordinary Castings, Bright Bars, Structurals, 

Welded C I Steel Pipes and Tubes. 

Non-Ferrous : Antimony, Sodium Metal, Elecitrical Resistance 

Beating (Nickel free alloy) Aluminium litho plates. 

2. Electrical Equipment 

Electric fans, Common domestic appliances, Common types of winding 

wires and strips, Iron clad owitches, AC motors, Cables and 

Distribution ttansformers. 

3. Electronic Components and Equiprnents 

General purpose transistors L Diodes, Paper, Mica and variable 
w 

CapacStors, T.V. Receivers, TApe Recor*, Teleprinters, P.A. 

Systems , REcord PlayersIChangers. 

4. Scientific and Industrial Instruments 

- 

Non-specialised types of valves, meters, weighing machinery 

and mathmatical, surveying rrePd drawing dnstruments. 

Lilvap wagons, Bicyles. 



Induetriel bchlncry 

build in^ and conrtructional mmchinery, Oil mill raechinery, 
conventional rice rill mchinery, Sugar mchlnery, Tea 

Procear~ng machinery, General Purpore machinery. 

Xachine Toolr 

Forged hand toolr, General purport machine tools. 

Agricultural Hechincry 

Tractor Drawal implementr, Power tillers, Foodgrain dryers, 

Agricultural implemente. 

Hiscellaneous Mechanical Engineering Industries 

Commercial Office and House-hold Equipments of Common Use 

'Hedical and Surgical Appliances 

Fertilizers - . . . - - - -- 

Singlu super phosphate, granulated fertilizers. 

Chemicals (Other than Fertilizers) 

Acetic acid: Acetanilide; Ethyl Chloride; Viscose filament 

yarnlstaple fibre; Helathion technical; Sulphare of alumina; 

Potassium chlorate; Fatty Acid 6 Glycerine; Butyl Titanate; 

Warfarin; Silica gel; Lindane; Endosulfan; Phantheate; Nitrofen; 

Ethyl ether; Plastipeel. 

14,  Dyestuffs 

- 
- Benzidine; 0-Tolidine; Carbozsle Dioxazine Violet pigment; . 

Cadmium sulphide orange, 

A 15. Drugs and Pharmaceuticals 

Caffeine (natural); Butazone; To1 Butamide; Paracetamol; 
~ h - - r r r r C l r *  Cm-I.- ~ Y C - ~ C C  h 4  -1-~-4m. P l f i C > b - n C ~  /.-U..A+h-r r r - n r l r r .  - w .7-r-7' w 

Xenthopotoxin; Calcium gluconate; Choline chloride; Glyceryl gulacolate; 

Phenylethyl biguanide 3ydro-chloride; Scopolamine hydrobromide; 

Niacinamide; Ortholelyl biguanide; Colchicine; Diazepam; Sorbitol 
\ 

fromdextrose mono-hydrate; Berberine hydrochloride; Balladonna; 

Acroflavine; Calcium hypophosphite; Chloridiazepoxide. 



16. Paper and rulp including Paper Productr 

18. Vegetable Oilr and Van~rvati 

13. Rubber Indurttier 

Vircore tyte yarn; k t a l  bonded rubber; Latex foam; Rubberired - 

fabricr; bicycle tyrc~ and tubes. - 

20. Leather, Leather Caodr and Pickers . 

Belting-leather; Cotton 6 hair finirhed leather; Pickers; Picking 

bands; Vegetable tanning extracts; Fat llquars other than 8ynthetiC. - 

21. Cement and Gypsum Products 

Cement and Gypsum Products 

Note: The list is illustrative and not exhaustive. 

Clarification of details within the broad headings 

is the responsibility of administrative Ministries. 



APPENDIX - 10 

C0)3POSITlON AND FUNCTIONS OF VARIOUS APPROVAL AGENCIES 

SECRETARIAT FOR INDUSTRIAL APPROVALS (S IA)  

Ihe main functionr of the S U  are :- 

- Regirtration of rpplicationr for It, PC, CG, Comporite, 

Change of Location, COB Licence and applicatione for 

Hundred per cent Export-Oriented Undertakings, and 8pplicatione 

for import of dcoigns and drawings. 
- Is~ue of Lctters of Intent (LI) and Industrial Licences (IL); and 

issue of disposal letters in respect of all applications. - Monitoring the progress of hplcmentation of approvals accorded. 

APPROVAL COMHITTEES 

The folloving approval corpmittees have been set up to assist the SIA in 

discharging its functions: 

o Project Apprwal Board. 

o Licensing-cum-MRTP C d t t e e .  

- Licensing Committee. 

- Full Licensing Committee. 

- Capital Goods C d t t e e .  

- Foreign Investment Board. 

- Board of Approvals for 100% Export-Oriented Undertakings. 

The S U  fwctions re the secretariat for the approval committees 

listed in the above paragraph. 

PROJECT APPROVAL Bum2 (PAB) 

CONSTITUTION: 

Members (2) Secretary, Department of Company Affairs, or his 

nominee. 

(3) Secretary, Planning Conrmission, or his nominee. 
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k c r e t r r y  , Department of k o n m i c  A f f ~ i r r  , ?linirt t y  

of Finance, o r  h i e  nminec.  

k c r r t a r y ,  Hin i r t ry  of Cmwrce ,  or him ncminee. 

Secr r t r ry ,  Department of Science and Technoloay, o r  h l r  

nominee. 

Brcrr t r ry ,  Technical Development, OCTD, o r  h i8  nominee. 

Secretary of t he  Mmin i r t r r t i ve  U n i r t r y ,  o r  h i s  noorinee. 

Development Cmnirr ioner ,  Small Scale f n d u r t r i c s , ~ o r  

h i r  n o d ~ e e .  

Mrec to r  Central ,  Council of S c i e n t i f i c  and Indus t r i a l  - 
Research, o r  h!e nominee. 

Secretary, Department of hvi tonment ,  o r  h i s  nominee. rn 

Secretary, Department of Agriculture,  o r  h i s  nominee. 

Jo in t  Secretary in-charge of Sec re t a r i a t  f o r  Indus t r i a l  

Approvrtls. 

FUNCTIONS : 

(1) Consideration of composite and rimultaneous appl icat ions  fo r  i n d u s t r i a l  

approvals f o r  PC and /or CC. (Any proposal reeking more than one approval 

simultaneously is t reated as a composite application.  Even proposals 

involving k g i s t r a t i o n  with technical  authori ty  seeking FC and CG approvals 

simulataneously a r e  t rea ted  as composite applications).  

(2) Review of IL, PC, CG and HRTP applications.  

(3) Policy questions a f f ec t ing  a l a rge  number of appl icat ions .  

(4) Overall  supervision of other  approval c o d t t e e s .  

4. FOREIGN INVESTMENT BOARD (F. I.B.) 

CONSTITUTION: 

Chairman (1) Secretary,  Deptt. of Economic Affairs .  

Members (2) Secretary, Deptt ,, of Indus t r ia l  Development. 

(3) Secre t a n .  Technical lkvelonment . WXD 

(4) Secretary, Deptt. of Petroleum. 

(5) Secretary, Hin is t ry  of Commerce. 

(6) Secretary,  Planning Cammission. 

(7) Secretary,  Deptt. of Company M f a i r s .  

(8) Secretary,  Deptt. of Science and Technology. 



( 9 )  Director Clneral, Co9ncil of Scientific b lndurtrial 

krerrch. 

(10) Secretary of the Admininorrtive Winirtry. 

(11) Joint Secretary in chrrge of S I A ,  Deptt, of Indurtrirl 

Development. 

FUNCTIONS: 

Conrideration of applicationr for foreign collrborrtion (foreign invertmen! 

import of technology). 

4 .  TECHNICAL ORGAN I SATION S 

The following technical authorities are looking after the various aspects 

of the industries.mentioned againot each: 

(1) The Directorate General Engineering and Chemicals 

of Technical Development 

(ii) The Iron and Steel Controller Iron and Steel 

(iii) The Coal Cont~olhr Coal and Coke 

(iv) The Jute ~ ~ s s i o n e r  Jute 

(v) The TExtile Commissioner All Textiles 

Besides, certain Ministries have their technical wings to render advice, 

emgo, 

Department of Electronics, 

Department of Petroleum, 

The Directorate of Sugar, 

The Directorate of Vanaspati, Vegetable Oils and Fats. 

FUNCTIONS : 
.- 

The main function of the technical authorities is to render technical 

advice and guidance in regard to the development of industries under 
1 - - .- -3, and other $nfrastructural suohort to be - 

provided to them to ensure a nteady rate of growth. The necessary 
a 
1 advice is also provided to various offices of the Central Government, 

i 
Planning Compsion, and entrepreneurs in the large, medium and vmall 

scale sectore. The Technical Authorities also register undertakings 

which are outside the rcope of licensing under the IDR Act. 
- - 
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5. DIRECTORATE CPIEML OF TtCHNlCAL DtVtU)PWEN7 (Dcml 

The Directorate General of Technical Developwnt (DCTD) ir the principal 

technical advirory agancy. The organirrtion ir headed by the Director 

Cenoral of Technical Development, m officer of the rank of Secretary 

to the Government. Their w i n  rrrponribility 10 to advire the local officerr 
of the Chief Control1er.of m o r t r  and txportr, Department of Curtoms 

and other orgrnirationr, on import of machinery. They also provide feed back to 

the Herdquarterr Office on the 8ctivitier of the indurtrial unite operating in 

their regions, particulrrly on their productr, the level of technology, 

quality upgradation, rtmdardisation, capacity utilisation of those units, . 
dcvclopment of anciJk~ries, liberaliration of approach towards private 

mtrepreneura, rtreamllning and rimplification of procedures. 

6. TECHNICAL EVALUATION COIMITTEE (TEC) 

A Technical Evaluation Cwmrittee (TEC), which has advisory functions, operates 

under the Chairmanship of Secretary (Technical Developwni) fn the Directorate 

General of Technical Development, Mnistry of Industry: 

CONSTITUTION : 

(1) Secretary, Technical Development Chairman 

L D C T D  

(ii) Representative of Department of Xember 

Science 6 Technology 

(iii) Representative of Department of Uember 

Science 6 Technology 

(iv) Representative of National Member 

Research Development 

Corporation 

(v) Representative of DGTD Hember 

FUNCTIONS : 

The Technical Evaluation C d t t e e  examines proposals for foreigh -- - 
collaboration, technical consultancy services, etc.. with reference - 

- 

- 
to availability of Indigenous know-how, its level of commercialisation, 

the feasibility of horizontal transfer of indigenous technology, t'l)e need 

for Inducting foreign technology for the glanufacture of the proposed 

item, the terms of payment Involved, the competence of the proposed foreign L 



col l rborr tor ,  d e t r l l r  of aervicer rendered by them t o  the Indlrn Cmpnny, 

the met-up of the Indian company intending t o  receive and rbrorb the 

laported technology with the help of th U P  f r c l l i t i r o  tnrt rrr expected 

t o  be provided along with t he  projmct e tc .  

The necerrrry technical advice i r  given t o  the Foreign Invertslrnt Board, 

the Project Approval b a r d  and the Board of Approvalm fo r  Hundred 

percent Export-Oriented Undertrkingr, rr well r r  t o  the Mminirtrative 

Hin i r t r i e r  dealing with foreign collaboration carer under the delegnted 

powers. 



1, All proporalr for foreign fnveroment and trchnicrl collrborrtion require 

Covernmrnt approval. The Forrip Invartumnt bard (FIB) headed by the 
Secretary, Department of lkonomlc Mfairr with reprerentrtiver of other 

concerned ninirtrier or departwntr ar memtcrr, conriderr all ruch 

rpplicationo and maker recmendationr to the Government. The Board takes 

into account the need for foreign technology, oppropriateneos of the 

technology rought to be imported and the terms of the Collaboration. 

2. All applications for foreign collaboration are received by the Secretariat 

for Industrial Approvalr (SU). They are processed and placed before 
0 

the FIB for consideration. The S U ,  before placing the application before .. 
the FIB, obtains the comments from the concerned administrative Ministry, - 

the Directorate Central of TEchnical Development (DCTD), the Council of 

Scientific and Industrial Research (CSIR) and other concerned organisations 

in the Government so that the FIB could have sufficient informathn to take 

a decision. Ths FIB itoelf is composed of very senior officers of various 

Ministries and thus the Board can make a thorough examination of the 

investment on collaborations proposed. While taking decisions the Board 

would consider all aspects of the case in the light of the various policy 

objectives of the Government. If the information supplied by the applicant 

for collaboration is insufficient, the applicant might be requested to 

furnish further Infomation as early as possible. If considered necessary, 

the Board may also give opportunity to applicants to explain and 

convince the Board of their case. 

3. Entrepreneurs desirous of setting up an industry with foreign collaboration 
4 . 

have first to obtain a letter of intent from the Secretariat for Industrial 

Approvals (Foreign Collaboration M t  ) , Department of Industrial Development, - 
Gwerm~eat of India if the Item of manufacture pertains to a scheduled 

industry and the undertaking is not exempt from licensing undhr the current 

licensing policy of the Gove 

be made by a person or a company, Indian or foreign. The letter of intent - 

enables entrepreneurs to ascertain within a reasonable period oqtime, the 

conditions under which the Government might be willing to grant an 



lndur t r l r l  licence. A l e t t e r  of intent i r  a cornitmint on the par t  of the 
C - 

Covernnent tha t  e licence all be l r r w d  r f t o r  the applicant P u l f i l r  the 

r e q u i r n s n t r  r e ~ r r d i n ~  foreian col lrborr t ion,  a r r m ~ m e n t  to r  the  import - 
- 

of c r p i t r l  noodr, i r rue  of c r p i t r l  rnd phrrrd manufrcturing programer. 

Other conditionr may r l r o  be r t ipul r ted  depending on the nr ture  of i n d ~ v i b u r l  - 
carer. Letter8 of ln tent  a re  normally va l id  f o r  a period of twelve monrha. 

However, i n  ce r t r in  carer ,  depending upon the nr ture  of the indur t r i a l  

project, the  Government might even extend the v r l i d i t y  period. 

4. Applications fo r  foreign collaboration should a180 be rubmitted t o  the -. 

- 
Secretariat  fo r  Industr ial  Approvals (Foreign Collaboration Unit). - 

Depertmentof Induetrial  Development Udyog Bhawan, New Dclhi i n  the prescribed 

form. Information required t o  be furnished includes par t iculars  of 

applicant1 company which w i l l  implement the project ,  par t iculars  of l i n e  of 

manufacture, capi tal  cost  and import content, and d e t a i l s  of foreign 

collaboration. 

5. The approvals given f o r  foreign r o l l a h a t i o n  a r e  val id fo r  a period 

of s ix  months from the date of lslme. In case the  tenns of collaboration 

approved by Govexnment a r e  acceptable t o  the Indian party, an intimation 

i n  t h i s  regard has t o  be sent by him t o  the concerned a d d n i s t r a t i v e  
- 
- 

Hinistry. The Indian party can then execute the  collaboration agreement 

v i th  the collaborator which should be s t r i c t l y  i n  accordance with the 

terms approved by the Government. The agreement executed, signed by both the 

collaborating part ies ,  is required t o  be furnished t o  the M u i s t r y ,  which would 

scrut inise the same and, i f  found t o  be i n  accordance v i t h  the terms 

specif ical ly approved by the Government, would be taken on record and an 

intimation sent  t o  the party. A copy of the agreement is then transmitted t o  

the Reserve Bank of India through the Ministry of Finance (Department of 

Economic Affairs) on the basis  of which remittances t o  the foreign 

collaborator are authorised by the  Reserve Bank of India. Repreeentations 
- 

against the  teras and conditions of collaboration approved by the  Government 

can be made t o  the Secretar iat  f o r  Indus t r ia l  Approvals. The s e c r e t a r i a t  

would send the representation t o  the administrative Hinistry/Department 

concerned with the i t e m  of manufacture who w i l l  deal v i t h  ouch 

representations and take appropriate action. 



6. Entrepteneurr u y  rubmlt corporlte rpplfcrtionr for r letter of intent 
rr well am for forri~n collrberation. In much a crrr, it $8 the 

intention of Coveremant to give r aimultrnrour diaporal to both the 

rppllcrtionr . Applicat ion for crpl tal goodo clrarmco , if requirrd , mur t 
rlro be obtained before the letter of intent c m  be converted into m 
indurtrial licence. An application for m lndurtrirl licence, rccompanled 

by r correrponding rpplicrtion/notice under the Honopolien and 

Rertrictive Trade Practices Act(where required) can be made either at the 
- 

rame time ar the application for foreign collaboration approval and capital - 
goods clearance, or rubaequent to obtaining theme clearancee. Pleaee 

note t h t  an application for an indurtrial licence m e t  be made and 8 letter - 
of intent obtained before raising any capital, before undertaking any 

conetruction, and before placing orders for plant and machinery required 

by the undertaking. 

7. With a view to atreamlining and -expediting theprocedures for 

recurlng approvals relating to foreign collaboration propoeale, the - - 
Government has delegated powers to the Administrative Ministries to accord 

I 

approvals for foreign collaborations in cases of the type epecified. In 

ruch cases the SIA will forward the applications to the Mminiatrative 

Unistries for disposal. 



DLLECATION OF P'DWEWS TO AWINlSTRATlVE MINISTRIES FOR SANCTIONlNC 
FORElCN COLtABQRATlON PROPOSALS 

With r view to rtreamline m d  expedite the procedurer for mecuring 

rpproval~ relating to foreign collrborrtion proporrlr, Government has 

delegated povtrr to the Mminirtrrtive Xlnirtries to accord rpprovale 

for foreign collaboration proporals in the types of caees mentioned 

below: 

Where the!re is no foreign equity participation in the proposal. 

The applicant ie not a company with existing foreign equity 

invee tment . 
The item proposed to be manufactured is consistent with the 

priorities set out in the Industrial Policy Statement. 

The proposal is not one envisaging extension of the period of 

collabor~ntion approved earlier. 

The royalty payable is not more than 5% (taxable) and will be comprised 

within the period of agreement which may extend to 10 years. The 

total lumpsum and royalty payments should not be more thane% of total 

expected sales (calculated on an ex-factory value basis) over a period 

not exceeding 10 years. The above would be treated as upper ceilings 

and the rate of royalty, the amount of lumpsum and the period of the 

W sf v'.e r CkO 4 -YI 4 Mte perM t& the agreement 

in respect of individual cases would be decided by the Administrative 

Ministries on a case to case basis, taking into account all relcvant - - 

factors. It is desirable that normally the period of agreement 

6hould be for eight years and royalty for five years allowing three 
-- 

- years for commencement of commercial production. 

6. Lumpsum payments, if any, are paid in three standard instlblments, - - 

the first lnstalment to be paid 

. on record, the second instalment 
A : .. . 

t: 
, ~- . . .  . 

documentations and the third and 
- . .  

d .  w: . . .  
~.,. . . 
";. ' 
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after the agreement is taken 

on delivery of technical 

last instalment to be paid on the 



cormcncernl of C O A L ' T C ~ ~  ptoduction of four ycarr afrct the. 

agreement i r  taken on record, whichever ir errlier. If  the 

Indian parry ro dtrirar, thc lwnprum amount rrnctiontd could bc 

met of Indian tcxer with taxer being borne by the Indirn party .  

7. The foreign axchange outgo in arch care on lumprum payments, 

if any, and royalty together doer not exceed Rs.50 lrkhs I n  the 

aggregate. 

8. Excessive outgo otn royalty and/ or lumpeum would not be 

permitted. 
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EXECUTIVE S W R Y  

This study was deslgned to provide AID and the USAID m9ssion i n  Ind ia  w l th  
information t o  complete the  p r o j e c t  paper on the Fund for  Technology Developnent 

P ro jec t  (FTD). 

The spec i f i c  purpose of t he  p ro jec t  i s  t o  promote j o i n t  RAD ventures between 

American and Indian fim f o r  the development of new comnercial products o r  
processes i n  order t o  "accelerate the pace and qua1 i t y  o f  comnercial ly re levant  

techno1 ogical innovation i n  India.  " 

The Indian business c o m n i t y  has responded enthus ias t ica l l y  t o  the pro jec t  b u t  the 

l eve l  o f  i n t e r e s t  by American firms i n  the p r o j e c t  was no t  known. The object ive o f  
t h i s  study, therefore, was to determine whether adequate incent ives e x i s t  t o  

a t t r a c t  pa r t i c i pa t i on  by the  U.S. business community. I n  order to carry  out t h i s  

study, k v e l  opnent Associates conducted a nat ional  t e l  ephone survey and organized a 

onc day conference to discuss the resu l t s  o f  the survey and obtain other 
information which may be re1 evant to incorporate i n t o  the project.  Below i s  a 

b r i e f  discussion o f  the telephone survey and the one day conference. 

Tel ephone Survey 

Telephone survey questionnaires were completed on 125 U. S. f i rms which are 

cur ren t ly  doing business i n  Ind ia  o r  have done business there recent ly.  

Respondents were asked whether they woul d consider j o i n t  ventures w i  t h  Indian f i  rms 

f o r  b r ing ing  new products o r  processes i n t o  the marketplace w i t h i n  2 t o  3 years. 
Of those interviewed 43% rep1 i e d  they woul d be w i l l  i n g  t o  consider such j o i n t  

ventures. 

However, o f  those persons decl i ning t o  consider, approximate1 y 70% lnaicated t h a t  

they were not basing t h e i r  decis ion on the mer i ts  o r  potent ia l  o f  the pro ject ;  
--- 

rathecr7€hey IndTited tor a nWiiBer 07 Fearam mat i t  was nut  app'iicu6fe m 
cur ren t  business operatf ons o r  investment pol icy.  Thus, i f  these responses are 
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discounted because o f  the lack o f  options to  consJder j o i n t  ventures, then 

approximately 70% o f  those interviewed who possessed the options t o  judge the  

meri t s  o f  the project,  responded favorably. There i s  obviously consi derabl e 

I n t e r e s t  i n  the pro ject  across a wide range of the U.S. business comunl ty .  

Respondents were also asked to  comment an the p ro jec t ' s  f ncentives t o  a t t r a c t  9.S. 

f f  rms t o  j o i n t  MD ventures. Clearly, the major incent ives expressed by 52% o f  

those surveyed was access t o  new Indian markets. Other incent ives such as (1 ) 

access t o  Ind ia 's  s c i e n t i f i c  expert ise, (2 )  do1 1 a r  r f  sk cap1 t a l  1 oans,and (3) 

p a r t i a l  debt forgiveness were considered major incent ives by less  than 1/3 o f  those 

surveyed, although cap i ta l  loans was a major incent ive t o  more smaller f f  rms than 

1 arge ones. However, a key po in t  here i s  t h a t  the provfsions o f  the loan 

agreements w i l l  undoubtedly p lay a s i g n i f i c a n t  r o l e  f n how much o f  an incent ive  

t h i s  would be to  both small and large f irms a1 ike. 

One Day Conference 
-, 

Mr .  O r v i l l e  L. Freeman, Chairman o f  the India-U.S. Business Council, opened the 

conference wi th  a repor t  on t h e  business c l  fmate i n  Ind ia  today and was very 

enthusiast ic t ha t  the Indian Government i s  tak ing major steps t o  encourage fo re ign  

business investment and i s  s h i f t i n g  from a p ro tec t i on i s t  t o  a f reer ,  consumer 

or iented market. India i s  changing i t s  po l i cy  and opening up the country t o  more 

competition. He challenged the U.S. counterparts i n  both business and government 

t o  take advantage of the current  and potent ia l  opportuni t ies.  Following Mr. 
Freeman's introductory remarks, a presentation was made on the A I D  p ro jec t  and the  

Bf r d  Foundation which serves as a model f o r  the Fund f o r  Technology Development 

Project. Concluding these morning discussions was a presentation on the r e s u l t s  o f  

the telephone survey f ndi  cat ing a high leve l  o f  I n te res t  f n the p ro jec t  by Amerf can 

f f  nns. 

The afternoon session focused i n t e n t l y  on the actual mechanfsm o f  the  Fund and f n  

pa r t i cu la r  on the subject o f  r f  sk capl ta l  loans, how they should be managed, and 

whether the Fund should be financed by a loan or  some s o r t  o f  grant, (o r  o ther  

a1 terna t i ves)  and the recovery by the Fund o f  the loan/investment from successful 

ventures. 
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There were some suggestfons t h a t  The B f rd  Foundatlon model needs W be care fu l l y  

examined f n  tenns o f  i t s  guf debodc on c r l  t e r i a  f o r  loans, recovery o f  monfcs by a 

cer ta fn  percentage nn the  sales proceeds ra ther  than p r o f i t s  because the l a t t e r  f s  

more df f f f c u l t  to fdentf  fy, and making the j o f n t  ventures actual " j o f n t  r fsks"  

between the business partners and the Fund ra ther  than requ i r i ng  a cer tafn percent 

o f  1 oans t o  be repa id  shoul d ventures fa f  1. There was great f n te res t  f n h w  the 

fund waul d be organf zed and managed i n c l  udf ng the 1 ending and recovery procedures. 

I n  addf t f  on, there was a discussion on how the pro jec t  should be promoted f n  the 

U.S. and the r e l a t i o n s h i p  between U.S. promotional e f fo r t s  and the Fund's operating 

and management responsfb i l  i t f e s  i n  Indf a. What appears t o  be essential f s t o  

deff ne prec ise ly  the responsibf l  i t i e s  o f  the "Project S ta f f "  f n  Ind ia and the U. S. 

promotional e f f o r t s  so t h a t  no inc identa l  c o n f l i c t  o f  purpose occurs and tha t  

misunderstandf ngs and ambigui t f  es w i th  regard to the appl i c a t i o n  and approval 

process f o r  RLD j o i n t  ventures are scrupulously avoided. 

Many construct ive suggestions were o f fe red  i n  the conference discussions and the 

concensus o f  pa r t i c i pan ts  was tha t  the Fund f o r  Technology Development Pro ject  i s  a 

very sound, good idea which holds considerable promi se and potent ia l  f o r  U.S.-India 

business i n  techno1 ogica l  f nnovation. 
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A. INTRODUCTION 

This p ro jec t  was ca r r i ed  out  under an AID work order under Contract No. 

PDC-0000-1-21-307 7-00. techno1 ogy survey and conference, "Project Devel opment and 

Support, Fund f o r  Technology Development." The ob jec t ive  o f  the contract  was t o  

a s s i s t  USAID/lndia t o  develop the p ro jec t  paper f o r  the Fund f o r  Technology 

Development Project. The basic f e a s i b i l i t y  issue to be examined i s  whether 

adequate incentives e x i s t  t o  a t t r a c t  p a r t i c i p a t i o n  i n  the pro jec t  by U.S. f irms. 

Apparently, there i s  a great deal o f  i n t e r e s t  and enthusiasm on the p a r t  o f  Ind ian 

business f irms i n  the Fund f o r  Technology Development Project.  

The speci f ic  purpose o f  t h i s  contract was: (1) to conduct a telephone survey o f  the 

U.S. business c o m n i t y  t o  ascertain whether and t o  what degree there was any 

i n t e r e s t  on the p a r t  o f  U. S. f i rms i n  conducting j o i n t  R&D ventures w i t h  Indian 

firm for new products and processes;(2) t o  organize a one day conference t o  

discuss the resu l t s  o f  the survey and acquire i npu t  o f  the U.S. business c o m n i  ty 

i n  the design o f  the pro ject .  

The Fund f o r  Techno1 ogy Development P ro jec t  (FTD) i s  designed t o  "accelerate the 

pace and qua1 i t y  o f  comnercial ly re1 evant techno1 ogical  innovation i n  Ind ia by 

promoting j o i n t  MD ventures between Ind ian  and American f i rms w i th  complementary 

resources and object ives" 'The Indian business c o m n i t y  has responded 

en t !us ias t i t e l l y  t o  the proposed p ro jec t  b u t  there was some concern t h a t  American 

finm would not  be as eager t o  par t ic ipate.  Thus, t h i s  contract was t o  survey the 

American business c o m n i t y  i n  order t o  gauge the leve l  o f  i n t e r e s t  i n  the p ro jec t  

and to i d e n t i f y  f u r the r  incent ives to a t t r a c t  U.S.-Indian j o i n t  R&D ventures. 

One o f  the key A ID  incent ives t o  a t t r a c t  U.S. f i rms i s  t o  make avai lab le r i s k  

cap i ta l  t o  India/lJ.S. f i n s  who undertake a j o i n t  venture i n  RaD. AID proposes t o  

provide loan funds w i t h  a 40-50% debt forgiveness prov is ion shoul d a j o i n t  venture 

sponsored under the Fund f o r  Technology Development Pro jec t  f a i l .  

A I D  a lso f e l t  t h a t  two other incent ives would a t t r a c t  the American business 

community. One was t h a t  t h i s  p ro jec t  would provide American f i rms w i th  access t o  

Ind ia 's  large pool of s c i e n t i f i c  expert ise. The other  was gaining access t o  
Ind ia 's  mass markets through c o l l  aboration w i t h  an Indian f i rm. 
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Development Associates desf gned a .two p a r t  stuQ to meet the  objectfves o f  t h f  s 

study. The f i r s t  consf sted o f  a telephone survey t o  a se lec t  number o f  U.S. f i rms 
which are doing business i n  Ind ia  o r  which had done busfness there previously. 

However, an attempt was made t o  I d e n t i f y  ac t ive  f f  nns who are cu r ren t l y  engaged i n  

some business operations f n  India. The second p a r t  o f  the study was to convene a 
one day conference to df scuss the resu l ts  o f  the survey and t o  e l  f c f  t input  from 

the U.S. b ~ s i n e s s  commrnf ty and others on the design o f  the FTD pro jcct .  Below i s  
a b r i e f  descr ipt ion o f  the study methodology. 

1. Te1 ephone Survey 

A t e l  ephone survey guide was developed i n  order t o  conduct telephone in terv iews 

w i th  representatives o f  the U.S. business comnunity. The guide consisted o f  
ins t ruc t ions  to the Interviewer describing i n  general terms the Fund f o r  

Techno1 ogy Development Pro jec t  as an important bf -national e f f o r t  between the 
U.S. and Indian governments. The guide included f i v e  basic questions to 
ascertain whether i n  fact  the f i r m  contacted was cu r ren t l y  doing busfness i n  
Ind ia  and an attempt was made t o  f f  nd out i f  there was any i n t e r e s t  o r  p l a ~ s  t o  

do business there i n  the future. Two other remaining questions explored 
po ten t ia l  i n te res t  f n  undertaking j o i n t  MD ventures i n  Ind ia  and a t t i t udes  

toward incentives for considering such j o f  n t  ventures. The l a s t  question 
focused on promoting the Fund f o r  Technology Development i n  the United States. 

A copy o f  the telephone survey guide i s  found fn  Appendix A. 

L i s t  o f  U.S. Business Firms Surveyed 

The major source for  i den t i f y i ng  the U.S. firms to survey was the U.S. Business 
Directory f o r  India publ iyh_ed_~e_r_iodical b_ b~~ecgmercialsectinn-&-+t- - - -- 
American m a s s y  i n  New Delhf, India. From t h i s  directory,  a prel iminary l i s t  

o f  U.S. ff nm was drawn up and categorized by type o f  business. This 1 i s t  was 
augnented by a supplementary 1 i s t  from other publ ished sources on U.S. bust ness 
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f n  India. A l l  the Of rms on the pre l  h f  nary l f  s t  represented wel l  known 

Amerf can companies w i t h  R I D  capacl t y  and operations. The supplemental I f  s t  
contaf ned wel l  known cstabl f shed eonpanfes but  also f ncluded smaller and less 

wel l  known ffnns doing business f n  Indfa. I n  addftfon t o  these I f s t s  (attached 
as Appendix B ), fur ther  names were obtained througn sources a t  AID, the 

Department of Carmerce and the India-U.S. Business Council o f  the Chamber o f  
Comnerce o f  the Unl ted States. 

One Day Conference 

Af ter  the telephone survey was completed, a one day conference was he1 d t o  

dl scuss the survey resu l t s  and t o  explore areas f n  which the Fund for 
Techno1 ogy Devel opmnt Project  coul d provf de optimum beneff t s  t o  both U.S. and 
Indf an f f  nm. I n  addf t ion,  d l  scussf ons focused on (1 ) the operatyonal 

components and ways f n  which the pro jec t  might be most e f fec t i ve ly  p m o t e d  f n  

the U.S., (2) under what organfzational rubr ic  i t  n ight  best functfon, and ( 3 )  
speci f i c  re1 ationshf p and f nteractf  on w i th  the Ind i  an counterparts and the Fund 

f t se l  f. 

The conference was j o i n t l y  sponsored by A I D  and the India-U.S. Busfness Council 

o f  the Chamber o f  Comnerce o f  the United States. Persons i nv i t ed  the 

conference included representatives of the U.S. business comnuni t y  , U.S. 

Government Agencies inc ludfng A I D  and the Department of C o m r c e  and other 
organizations concerned w i th  business ventures and R8D between U.S. and Indian 

f f  rms. 

I n  summary, the methodology proposed f o r  t h i s  study consisted o f  a national 

telephone survey of selected U.S. busf ness firms dof ng busf ness f n indfa, 
- 

bust ness camuni ty  and other organf zat f  ons f n sddf t fon  t o  government off fcfal ss 
and Development Assocfates s ta f f .  



C. FINDINGS 

rhe f i nd ings  o f  t h i s  study w i l l  be d iv lded i n t o  two basic areas: one dealing w i t h  
the telephone survey and the other a sumnary of the  conference proceedfngs. Each 
o f  these areas are dfscussed next  i n  sequence. 

1. Telephone Survey In terv iew 

Usf ng the 1 f s t s  df scussed ear l  f e r  , Development Associates c a l l  ed over 150 U. S. 

busf ness f inns t o  ascertaf n t h e i r  f n te res t  f n undertakf ng j o i n t  RLD ventures 
wf t h  Indf  an ff rms. A survey questionnaire was completed on 125 U. S. 

companies. Out o f  t h i s  t o t a l  53 or  approximately 43% responded they would be 

w i l l  f ng t o  consf der j o f  n t  ventures i n  Ind ia  f o r  new products and processes. 

Thfs proves t o  be an extraordfnary survey response fo r  a number o f  reasons 
nhf ch w i l l  be b r i e f l y  discussed. 

F i r s t ,  none o f  the company respondents had any advance not ice o f  t he  survey and 

more important ly had no knowledge o f  AID's Fund f o r  Technology Development 

Project.  Thus, the in te rv iew began w i  th a subject e n t i r e l y  unknown t o  the 

respondents f o r  whom an fntroductfon and expl anatfon of AID's p ro jec t  war 
requf r e d  i n  order t o  e l  i c i  t any meaningful responses. Second, a1 though the 

p r o j e c t  was conceptually sound (based on the successful Bf r d  Foundation model ) 
wf t h  c l e a r l y  apprehended objectives, many o f  the operatf onal de ta i l s  remained 

t o  be f ina l ized.  For these reasons, the explanation o f  the p ro jec t  was 
conf ined t o  broader conceptual issues and the interviews and dfscussions moved 

on more o f  an f dealogf cal  plane. I n  other  words, the interviewers were no t  

promoting a tangib le product l f k e  Investment secur i t ies or a stock prospectus 

b u t  essent ia l l y  an f dea o r  concept w i th  which representatives could r e l a t e  t o  

through experf ence. 

I n  spf te of these I n h e r e n t  d i f f i c u l t i e s ,  t h e r e  was g p m t t i ~ e  1-te- +& - - 

AID project.  As an example, fntervfews on several occasfons l as ted  over 30 
minutes and t h i s  included ffrms which were w i l l i n g  t o  consider j o i n t  ventures 

as we l l  as those which were no t  w i l l i n g  t o  consider the project. The key p o i n t  
here f s tha t  a good many of the f i rms which were dofng business i n  Ind fa  were 



eager and will l n g  t o  discuss thelr general experiences and to provide cormrents 
on how to  strengthen the U S .  Indlan buslness rel&tlonships. A chord of 
interest was cl early struck. 

However, i t  should be noted t h a t  mixed in with thls willingness to discuss the 
project were frequent comnents on some of the difficulties of doing business In 
India. The most comn observations were bureaucratic delays, patent laws, 
1 icenslng procedures and restrictions on fees, royal i t ies and profits. In 
addi tton, Import d v t i  es cn some necessary equipment were considered cxcessi we 
K e . ,  150% duty on computers). 

Most comnts were directed a t  changing policy and i t  would seem clear tha t  

re1 axing government restrictions and taking steps to encourage foreign 
investments would make the project more viable since India i s  viewed as having 
cons1 derabl e poten ti  a1 for business. 

However, these observations shoul d be tempered by the fact that U. S. /India 
negotiations are currently i n  progress to effect many of the proposed changes 
voiced by the respondents, and the new Indian leadership is viewed by some of 

those Interviewed as creating "better atmosphere and positive feedback to 
resolve problems of red tape and restrictions." A1 so, of some note i s  the 
recent successfully concl uded negotiations between American and Indian 
delegations to facil 4 tate the export of American high techno1 ogy products t o  
India (India Abroad, March 15, 1985). Thus, retrospectively the climate and 

condi tlons of doing business i n  India would seem to be of major concern t o  many 

of the survey respondents; however, prospectively the changes t h a t  are t a k i n g  
place w i t h  regard t o  those expressed concerns will provide increased 
opportunity for U. S. business investments and an optimistic c1 imate. 

Survey Resul t s  
- - - - - -- - - - - -- - - - - 

The survey questions provided a broad range of responses from those interviewed 
and i n  order to p u t  the study i n  some perspective i t  w i l l  be useful to discuss 
each of the relevant survey questions in terms of both their quantitative and 
qua1 itative aspects. Eelav is  a description of the interview questions and 

responses. 
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Questf on I 1  

"Are you cu r ren t l y  dofng business i n  Indfa"? 
Yes 1-1 

No n 
If yes, can you please generally describe. 

O f  125 firms surveyed, 84% are cur ren t ly  doing business I n  India. Those no 

longer doing business there gave a va r ie t y  o f  reasons ranging from 

non-prof1 tabf  1 f ty of the enterprf se, d l  f f f  cu l  ty f n t rans fer r f  ng technology t o  

simply no longer a market strategy. Those f i rms doing busfness f n  Indfa ranged 

from j o f  n t  ventures, 1 f censfng only, equi t y  only, servf ce and trade t o  some 

MD. Most o f  the  f f  rms, however, were engaged f n a 1 f censf ng agreement k i t h  

some j o f  n t  ventures. 

Question 62 

"Would your firm be w i l l  fng t o  consider undertaking . jo fnt  
ventures i n  Ind fa  wf t h  Indian f i rms i n  comnercfal research 
and developnent w i th  the object ive of b r ing ing  products o r  
processes i n  the marketplace w i t h i n  2 o r  3 years? 

Yes -1 

I f  no, are there any factors fnvotvfng the process and 
environment o f  dofng busfness f n  Indfa which mainly 
affected your decfslon? 

Yes 1-1 
Please Descrf be 

Approximately 43% o f  the respondents ind icated they would be w i l l  i n g  t o  

undertake Jo fn t  RdD ventures w i th  Indian ffrms. While f t  f s  d i f f i c u l t  t o  
f denti fy which category t o  c lass i f y  these f f  nns because many o f  them are 

mu1 t i -nat ional  s engaged f n a nunber of ac t f  v i  t ies,  most appeared t o  represent 



equal ly the fo l low ing  categories: ( 1 )  I n d u s t r i a l  machfnery and equlpnent;(2) 

chemica! s , drugs and pharmaceutical t; ( 3 )  e l  ectronlc parts and components. The 

remalnlng f i rms represented kl ecomnunicationr/computers , machlne too l  s and 

- 

other categories. Below I s  an e x h i b i t  d lsp lay lng firms by buslness category. 

However, no meaningful conc1uslons should be drawn from t h l s  as the  survey was 

1 i m i  ted; and w l  t h  respect to the Fund f o r  Technology Development, there i s  an 

i n f i n i t y  o f  po ten t ia l  RLD areas for new products or  processes by large,  

m i  d-1 eve1 and small i n d u s t r i  es . 

Those fim which were no t  w i l l i n g  t o  undertake j o i n t  RLD ventures w i th  Indian 

f i rms (53%) decllned f o r  a number o f  reasons, many o f  which had noth ing t o  do 

w i t h  t h e i r  perceptions on the mer i t s  concerning the A I D  p ro jec t .  (A1 so, 4% o f  

the f irms d i d  no t  respond, i .e., they deferred or  could no t  answer. ) 

DISTRIBUTION BY BUSINESS 
CAEGORY OF FIRMS WILLING 

TO CONSIDER JOINT MD VENTURES 

Category Percent Total 

2. Capi t a l  Equi pment/Heavy Mach 

4. Tel econanunications/Cornputers 

5. Machine Tools 

6. Other 
Au t o m  ti ve 
Agri cul bra11 Equipment 
Engineering 
Coal /Mineral 
mer--- -- 

Total  

Top Three o f  Total 

Drugs/Chemi cat s 
Equi pnent 
El e c t r i c a l  /El ec t ron i cs  

i nery / I  ndus t r y  21 % 



For example, I t  I s  a po l l cy  f o r  many flrms t h a t  a l l  RllD I s  done i n  the U.S. 

no conslderatlon would be glven to undertaklng such j o i n t  ventures I n  any 

fore ign country. Other f l rms Indicated that FUD was slmply no t  appl icable 

t h e i r  buslness a c t l v l t y  i n  Ind ia o r  t h a t  they had no In te res t  i n  expanding 

t h e i r  operations. Other firms, most of which had 1 fcensing agreements w i t h  

Indian f inns, were precluded by v l r t u e  o f  t h e i r  agreements from fu r ther  

Involvement, o r  they d l d  no t  want a dual r o l e  I n  India.  Approximately 69% 

the survey respondents gave the aforementioned reasons f o r  no t  conslderlng 

j o i n t  I U D  ventures. The remalnlng f i rms o r  approximately 31% decl lned 

p r imar i l y  because o f  t h e i r  d issa t fs fac t ion  o f  doing business I n  Indfa , 
speci f l c a l l y  w l  t h  regard t o  red tape, bureaucracy and 1 lcensing r e s t r i c t i o n  

Thus, 7 out  o f  10 f lnns who decllncd p a r t i c i p a t i o n  d id  so fo r  matters which 

were neutral  t o  the Fund f o r  Technology Development Project. This would ap 

t o  strongly re in force the pos i t i ve  43% response o f  f l rms w i l l i n g  to conside 

RLD j o i n t  ventures. Moreover, one might reasonably dlscount these f l rms fr 

the sample I n  vlew o f  the f a c t  t ha t  they were predisposed by cer ta in  

character is t ics  t o  respond i n  only one way and possessed no options f o r  

consi dera t lon. The other f i  nns who decl ined f o r  negative reasons (I. e. , r e  
tape) presumably had options to exercise based on the mer i ts  o f  the pro ject  

the potent ia l  f o r  doing business i n  India. 

If we recast  the responses t o  i n te rp re t  the resu l t s  o f  the survey based on 

whether a f i r m  judged the meri ts o f  the pro ject ,  then approximately 70% o f  

survey responses ind icated a pos i t i ve  consideration of j o i n t  R&D ventures; 

# o f  f inns surveycd 125 

d w i l l i n g  t o  consider W D  53 

# not  w i l l i n g  to consider RLD 7 2 

O f  the 72 firms, 69% o r  

approximately 50 decl i ned for 

-- 
neutra l  reasons 

- - - -- -- - - 
50 

Thus, dlscount 50 fim from 125 f o r  a representat ive sample o f  75; 53 ou t  

of 75 I s  approximately 70% w i l l  i n g  t o  consider j o i n t  RLD based on the meri l  

the p ro jec t  and provi  ded they possessed the opt f  on. 
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Regardless o f  t h e  percentages derfved from the survey, there f s  obvfously 

substant ial  i n t e r e s t  by US.  f f  rms i n  the pro jec t  and f n  doing busfness f n  

Indf a. 

- - - -- - -- 

" I n  your considerat ion o f  undertaking j o f  n t  WD ventures 
i n  Indfa, how much o f  an incent ive would each o f  the 
to1 1 owf ng be? (1 ) major f ncentive (2) moderate f ncentf ve 
(3 )  mfnor incent ive. 

Now, ~ G I  much o f  an fncentf ve woul d be: 

a. Gaining access t o  I n d i a ' s  vast pool o f  scfentf f i c  
e x ~ e r t f  se? 

b. Having the opportunf t y  t o  explore new markets f n Indf a 
through c o i l  aborat ive e f f o r t s  wf t h  Indian 
f f  rms? - - 

c. Obtaining d o l l a r  r i s k  cap i ta l  
1 oats? - 

d. Obtaining p a r t f a l  debt forgiveness f o r  f a f l e d  R&D 
pro jects? - 

A second key focus o f  t h f s  stu'dy was t o  ascertain whether U.S. business nil 1 be 
a t t rac ted  by the incent ives provided fn  the proposed FIT) project.  For those 
respondents who f nldicated they noul d be w i l l  i ng  t o  consider R&D j o i n t  ventures, 

the above question was posed, expla in ing each o f  the incent ives and requesting 

comnen t s  . 

S t a t i s t i c a l l y ,  w i t h  the exception o f  f ncentive b, opportruni t y  t o  explore new 

markets, t he  responses were general ly not  signf f f  cant. M s t  f i rms responded 
haearl nn + ~ & ~ & j g & ~ - r " m ~ a - . . ~ ~ b ~ l &  - r t - p . ~ f t ~ ~ ~ - I I  "-1 an.. . &:-I. . r .-- - 
d i f f e r e n t i a t e d  no t  by s ize  o r  product o f  the f i rms b u t  by t h e i r  unique 

circumstances and attendant charcterf  s t i  cs . For example, most o f  t he  incentives 

were fa f  rly evenly spl f t between whether they const i tu ted a major, moderate o r  
minor one, a1 though -- nlare f i rms considered a l l  o f  the Incent ives except one as 



mlnor ( 4  A, approx lmte ly  402 o f  the f l nns  thought t h a t  lncent lves a, c and d 
were mlnor). The remalnlng 60% of the f i rms s o l l t  almost down the middle on 

whether they thought those lncentlves were major o r  moderate. 

The one exception, as lnd lcated ea r l i e r ,  was lncent lve b (access t o  new 

markets) whlch 528, o r  a majority, thought was a major lncent lve. It seems 
c lear  t ha t  outstde o f  galnlng access t o  new markets, what I s  a major, moderate 

o r  mlnor lncent lve I s  no t  very s l g n l f l c a n t  for  the group as a whole bu t  becomes 

so depending on each f i r m ' s  requirements and needs. 

We can fu r ther  d e f l  ne the s ign i  flcance o f  these f ncentives by dlchotomizlng the 
resu l ts  so t h a t  the responses are combined f o r  look ing a t  the d i s t i n c t i o n  

between major incent ives and moderate t o  minor iccent ives. This may more 

graphical ly f l l u s t r a t e  the r e l a t i v e  degree t o  which the Incent ives a t t r a c t  the 
U.S. business community represented i n  the survey. E x h i b i t  2 shows the 

combi ned resul ts .  

EXHIBIT 2 

Mod -Mi nor 

Thus, approximately 1/3 o f  the f irms thought incent ives a, c, and d here major, 

f igures can provide an overa l l  quant i ta t ive analysis o f  the incentives, it 

might be useful t o  discuss I n  more de ta i l  some o f  the c m e n t s  I n  an anecdotal 

fashion. Below I s  a b r i e f  descript ion o f  the four  incentives. 



a. Gainina Access t o  Ind ia ' s  Vast Pool o f  Scientf f i c  E x w r t f  se 

Most survey respondents recognfzed Ind ia ' s  h igh ly  t ra ined pool o f  

professional t c i e n t i s t s  and t h i s  incent ive scored second (32%j as a major 
a t t r a c t f  on f5rk U.S. busf ness. Sane comnents f ndfcated t h a t  Indf a has 

excel l e n t  theoretf  ca l  scf ent f  s t s  bu t  1 acked pract ica l  appl l c a t f  on. Thf s 
observation was o f  course relevant: only t o  the pa r t i cu la r  kfnds o f  

research U.S. f f rms were engaged i n  and f o r  which t ra ined sc fen t fs ts  were 
experienced and avai lable.  On the other  hand, Indfan sc ient f  s t s  sat d t o  

have done very we1 1 i n computer programnf ng and software, semi -conducted 
desf gn c i r c u i t s ,  system design and telecomnunfcations; b u t  there i s  a 
weakness i n  menufacturf ng f n f rast ructure.  

A reasonable assumption t h a t  Ind ian sc ien t i s t s  are perceived as more 

theoret f  ca l  than pract f  ca l  i s  the  absence o f  more opportuni ty t o  apply 

science t o  technology f n some f f e l  ds. However, the export f  ng o f  Indian 

s c i e n t i s t s  t o  f f  rms f n  the U.S., Europe and other par ts  o f  the world i s  
convincing evf dence that,  overa l l  , Indian scfent i  f i c  expertf se f s a 

val  uable cmmodi t y  notwf thstandf ng a more theoret ical  than prac t ica l  
background. 

There i s  a co ro l l a ry  t o  t h i s  avai lab le Indian s c i e n t i f i c  expert ise which 

probably has s ign i  f i c a n t  imp1 i ca t i ons  f o r  the eventual t rans la t f  on o f  R I D  

f n to  comnercial l y  manufactured products as well as developing a t r a f  ned, 

technology labor  force. Certain f i  rms expressed opinions tha t  m r e  
vocational and p rac t i ca l  t r a i n i n g  i s  needed f n  order t o  develop a 

technology i n f ras t ruc tu re  t o  support markets and RAD. While t h i s  may be 

appl f cable, depending on the techno1 ogy, a spf n o f f  o f  the Fund f o r  

Technology Development, over and above the creat ion o f  an Indfan R&D 
capabf 1 i ty ,  i s  the t ra ined technicians needed t o  support markets, 

technology development and research. Thus, the pro ject  has implicat9ons 
- f o r  ?'iUman resource cmvelopn#nr, e a m n  ana vocat~onhr t ra1  n i  ng a!; we1 I . 



b. Having the  Opportunity t o  Explore New Markets - i n  Ind ia  Throuqh 

Collaborative R8D Ef for ts  wf t h  Indf  an Ff nns 

Thfs was a major incent ive for  the major i t y  o f  f i rms responding t o  the 

survey quest1 on. Over 52% rep1 i e d  t h a t  gain tng access t o  new markets 

through Indfan f f  rms was a key a t t r a c t i o n  t o  the proposed pro jec t .  
I 

However, there were some caveats expressed regarding the abf 1 i ty t o  take 
advantage o f  those new mrke ts .  There were some concerns t h a t  l e s s  

government protect ion o f  markets was a key fac tor  t o  a t t r a c t i n g  more 
foreign Investment and t h a t  Indfa should lessen o r  remove p ro tec t fon fs t  

barrfers. A few comments were "Less government r e s t r i c t i o n s  and a freer 
market i s  a m s t "  -- "Assurances are needed from being excluded from 

markets" --." Open up Indfan markets w i t h  less  government 

protectf on i  sm . . ." 
However, India and the subcontf nent were viewed by some f i rms as 'an 

important po ten t ia l  market" and t h i s  a t t r a c t i o n  was obviously the  
overridf ng one i n  terms o f  the  pro jec t  incentives. 

c. Obtaining Do l la r  Rf sk Capf t a l  Loans 

This fncentfve was ra ted  a major one by 29% o f  the  survey respondents and 

39% indicated f t  was minor. There seemed t o  be no pa t te rn  to the 
catzgory of respondents f n  terms o f  being a 1 arge #el 1 known gf a n t  f n f t s  

f i e l d  or  a lesser  known r e l a t i v e l y  smaller ffrm. Some la rge  f i rms 

thought i t  would be a major incent ive  as d id  some smaller f f  rms a1 though 

overal l ,  there were more 1 arge f f  rms which consf dered r f  sk loans a mf nor 
fncentfve. Par t  o f  the explanation may be due t o  the RLD budgets which 

are set asfde i n  major manufacturing/fndustrfal f i rms which can be tax 
deductible. Nevertheless, i n  terms o f  the p ro jec t  fncentf ves f o r  medf um 
t o  small sfzed firm f n RLD, do l l  a r  r f  sk capf t a l  1 oans would undoubtedly 
he ba,, -,.".,4,&,..+4#," ..A .& -lmu-rTz 

However, much w f l l  depend on the condit ions and terms o f  the 1 oan and how 
f t i s  managed. 
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d. Obtaininq Partial Debt Forqiveness for Failed RLD ProJtcts 

Although statistically n o t  significant, this incentive was rated a major 
one by the 1 west  percentage of firms (27%); however, as respondents 
could n o t  be advised in more detail i t  was difficult for them to 
understand anything more than the general idea. In addition, some 
psycho1 ogical aspects of this incentive may have condi tioned responses, 
since i t  has essentially a negative connotation which most persons, 
although w i l l i n g  to accept the incentive, may not want to a h i t  to i t  as 
a major incentive for possible fail ure. Moreover, as i n  three o f  the 
other incentives, the spli t  between major, moderate and minor is  not all 
that statistically sf gnificant. That  i s ,  i t  might  be reasonably assumed 
t h a t  this incentive would be a key aspect of any actual negotiat'fon of 
R6i) firms depending on their relative finanial conditions and investments. 

Question 14 

I 'What additional incentives do you be1 ieve are either 
necessary or  desirable in order t o  conduct joint RLD 
efforts w i t h  Indian firms?" 

Most of the comnents regarding additional incentives related to the 
difficulties which the f i m  experienced i n  doing business i n  India. Virtually 

all  respondents indicated that reducing red tape and bureaucratic structures 
woul d be an incentive for further investment. 

Indeed, comnents on removing the bureaucratic entanglements was a priority, as 
many firms stated i t  i s  very difficult doing business in India because of the 
Indian Government's disposition on foreign activities including changing tax 
rates and improving royal ties, fees and profits. A1 so, of considerable concern 
was the restrictions on licensing, i t s  duration and the ability of the f i m  to  
market after expiration of certain licenses. A pivotal incentf ve was 
protection of techno1 ogy and intellectual property regarding joint MD ventures. 

In order to  cl ari fy and cl assify the additional incentives suggested by survey 
respondents, a l i s t  of those comnonly expressed i s  presented below i n  Exhibi t  3*  



EXHIBIT 3 
I 

OTHER INCENTIVES FOR INDUCING U.S BUSLMESS VENTURES IN INDIA AND 
WITH INDIAN FIRMS 

Ensure adequate protect1 ve t a r f  f f s  on U. S. products devel oped f n Indf a. 

Reduce tax rates and tax forgiveness ( tax  ra tes  no t  a t t r a c t f v e  f o r  business). 

Easier credf t terms from Indfan banks. 

Guarantee f ree  and open access t o  Ind f  an markets (Protectf  onf sm ). 

Protectfon o f  patents and respect f o r  f n t e l  l ec tua l  property. 

Re1 ax U. S. Department o f  Comnerce pol f cy on export  o f  techno1 ogy . 
Repatr iat ion of proff t s  and tax ing on ly  Indfan businesses and no t  U.S. 

Guarantee t h a t  once a product i s  developed, U. S. f f  r m  wou1 d be able t o  
reg i s te r  f t  properly and obtafn a production l icense. 

Ease U. S. Department o f  Comnerce procedures f o r  obtaf n ing  expor t  1 f censes. 

Ease Indfan foreign exchange contro ls  -- process f s  lengthy and time 
consumf ng . 
Need o f f i c i a l  assurances o f  f a i r  deal f ng between U. S. -1ndf a Firms. 

Indf  a Government p r f  c ing  pol i c f  es need t o  be improved. 

Revf se 1 fcensfng r e s t r i c t i o n s  to extend time per iod (up t o  15 years). 

Change Indf  an Governments f mport r e s t r i  c t f  ons f o r  import re1 f e f  ( f .e., 
cur ren t ly  there i s  150% duty on computer equipment). 

Access t o  more vocat ional ly  t ra ined personnel a t  p rac t i ca l  l e v e l s  o f  
technology -- many o f  Indian s c i e n t i s t s  very good b u t  more theo re t i ca l l y  
o r f  ented than appl fed, 

I n  .sumtry, the concensus f s  t h a t  the Ind ian Government and the  p r i va te  sector 

shoul d work t o  ease government r e s t r f  c t lons  on dofng busfness f n India,  reduce 
bureaucratic ba r r i e rs  t o  ge t t i ng  things done, and t o  take steps t o  protect  

-- 
n t s  and new research f o r  proper r e g i s t r a t f  on and marketf ng/d' lstrfbutfon. 

However, several intervfewees suggested t ! a t  o ther  incentf  ves noul d be df r e c t l y  

re la ted  t o  U.S. pol f cy and government procedures and processes which delay 

export  1 fcenses as well as what k inds of technology U.S. f f  rms woul d be allowed 



t o  b r l ng  t o  Ind la  f o r  R8D. I n  one case a f i r m  reported l o s i n g  a m u l t i - b i l l i o n  

d o l l a r  contract  t o  a foreign f i rm because of U S .  delays I n  the  rev leu  process 

and res t r i c t i ons .  Thus, the process for creat lng v iab le lncent lves fo r  RLD 
seems t o  be a genuine b i -nat ional  Issue which, as Indicated e a r l l e r ,  i s  making 

important progress. Indeed, several flrms reported tha t  under I n d i a ' s  new 

1 eadershlp "favorable th lngs are happening." And i t  appears t h a t  major changes 

on a nunrber o f  f ron ts  are being formulated, promoted and Implemented through 

such organizations as the India-U.S. Business Councll as one example. 

Other In-centives were discussed during the one-day conference b u t  these were 

d i r e c t l y  re la ted  to  the p ro jec t  as opposed to the foregoing discussion i n  which 

U.S. f irms responded t o  across the board Issues f o r  Improving business and R&D 

j o i n t  ventures i n  India.  The specfic incentives discussed dur ing the 

conference focused on t e r a  and condl t ions  o f  r i s k  cap1 t a l  loans, payback 

prov l  sions and a1 terna t i v e s  to debt-forgiveness f o r  f a i l  ed projects.  However, 

these w i l l  be covered I n  more de ta i l  i n  subsection 2, which d l  scusses the 

conference proceedings and outcomes. 

Question I S  

- - - -- - -- - - 

"If the United States d i d  undertake a Pro jec t  t o  provide some 
capi ta l  and assistance to j o i n t  US.-Indian ventures, I n  what 
ways do you feel the pro jec t  should be promoted i n  the U.S.?" 

This question was i n te rp re ted  by a l l  of the respondents as t o  what procedures 

and through what mechanisms can the pro jec t  be brought to the a t ten t i on  o f  the 

U. S. business comnuni ty.  Only per ipheral ly,  i n  some cases, d i d  comnents 

l n c l  ude suggestions re1 a t i v e  to the organizational and s t a f f i n g  components o f  

the promoti onal e f f o r t .  These suggestions i n c l  uded conducting nat ional  

telephone surveys and promotions s imi la r  to t h i s  study, using nat ional  networks 

such as the U. S. Chanber o f  Comrce,  and d i r e c t  mall ings such as the marketing 
- - -  . L . .  A L .  r - -  .A . - - r  a . .  . r . t n - s e r r t P P t m w  tomnerte; -. --- -- 

Fol lowing I s  a 1 i s t  o f  o ther  suggestions which respondents f e l t  would be 

e f f e c t i v e  ways t o  promote the project: 

Ads and a r t i c l e s  i n  professional journals. 
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Brochures/mass maf 1 i ngs. 

President Reagan and the Prime Min fs te r  Ra j iv  Gandhf should fssue a J o i n t  
f nf  t i a l  statement. 

U t i l f z e  loca l  and s t a t e  chambers o f  commerce as a ne twrk fng  mechanism. 

Trade shows. 

D i  r e c t  mail campaf gn. 

Through the network o f  U.S. -1 ndl  a Business Councf 1 . 
U.S. Chamber and AID should "kick o f f "  the promotional e f f o r t .  

U.S. shoul d push the payback po ten t ia l  . 
Image i s  a problem; improve i t  best  through organizations and no t  
governments. 

Conduct in te rna t iona l  promotion through s ta te  chambers o f  canmerce. 

Use Indian organizatfons i n  U.S. 

H i re  a lobby is t  i n  Washf ngton, D.C. 

Use Trade Assocf at ions f o r  each indus t ry  as a conduit.* 

Stress r e l a t i v e  advantage o f  Ind ian l abo r  costs and production. 

Seminars (Perf od ica l  ly). 

Trade f a i  r s  . 
Obviously, the above comnents and suggestions represent a thoughtful and serious 

considerat ion o f  i n t e r e s t  on the  p a r t  o f  respondents. Most comments can be 

considered as r e a l i s t i c  and e f f e c t i v e  s t ra teg ies  t o  promote the Fund f o r  Technology 

Development Project. 

Since the  two essential ob ject ives o f  promotion are t o  (1 ) reach the r i g h t  o r  

f ntended audience and (2)  del i v e r  a re levant  message of appeal, the suggestions 

noted above woul d i n  many ways achf eve those objectives. Also, it would no t  be 

b f  a c ~ ~ ~ - - -  

e f f o r t  using the d i f f e m n t  s t ra teg ies  as p a r t  o f  an in tegrated promotion plan. 

* Note: Trade Associations were the most f requent ly  mentioned, 
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Certainly,  the use o f  trade associations as a means o f  reachlng U.S. companies who 

might have an i n t e r e s t  tn j o i n t  MD ventures w i th  Indian f fm i s  one sound 

approach f o r  promoting the pro jec t  from a pub l ic  a f f a i r s  perspective. Many o f  the 

comnents r o f l  ected the pos i t i ve  use of such associations I n  a l e r t i n g  ce r ta in  

segments o f  U.S. industry  t o  the project.  However, It seems c l  car  t h a t  a number o f  

promotional a c t i v i t i e s  would be e f f e c t i v e  depending on the t lmfng and schedul i n g  t o  

meet approprfate goals and object lves o f  the project.  Whatever mechanisms and 

st rategies may be devised f o r  promotion, however, the networking mechanism o f  the 

India-U. S. Business Council , Chamber o f  C o m r c e  o f  the Unf ted  States shoul d be 
involved as p a r t  o f  the promotional e f f o r t s .  

This concludes our dfscussion of the resu l t s  o f  the survey analysis. In the next 

section we provide a sumnary o f  the one day conference. 
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2. Conference Summary 

The conference, convened and chaired by O r v i l l e  Freeman and attended by 25 

persons*, was held a t  the U.S. Charher o f  C m e r c e ,  Washington, D.C., March 19, 

1985, t o  obtain comments from selected representatives o f  U. S. indus t ry  t o  the 

proposed India-U. S. Fund f o r  Techno1 ogy Development Pro jec t  (FTD) . It was 

be1 f eved t h a t  the discussf on woul d provf de useful  f  nsf ghts i n t o  the perceptions 

o f  U.S. industry  concerning the 1 ike l fhood t h a t  such a fundf ng mechanf sm mu1 d 

encourage Indo-U.S. co l laborat fve e f f o r t s  f n  R8D by p r i va te  ffrms. It was also 

hoped t h a t  the discussion would provide gufdance w i th  respect t o  the 

a l t e rna t i ve  terns, condit ions and incent ives which might be o f fe red  by the  FTD 
t h a t  are l f k e l y  t o  cause the most posf t i v e  (o r  cos t -e f fec t ive)  response from 

f ndustry towards the p ro jec t ' s  goal s. 

The morning sessf on was devoted t o  f i v e  presentations. Mr .  Freeman reviewed 

the Indian f nvestment c l  fmate i n  t e r n  o f  recent pol f  t f  ca l  events, concludf ng 

that, i n  h i s  view, based on h i s  recent t rave l s  t o  India,  there  was consf derable 

cause f o r  optimism. Davf d Go1 dman, speaking f o r  Assf s tan t  Secretary Bruce 

Merrf f f  el d, Department o f  Comnerce, described the funct ionf  ng o f  the " Is rae l  -US 

B i r d  Foundation," now i n  i t s  seventh year, and which i s  a prototype f o r  the 

proposed FTD. 

Mr. Edgar Harre l l  explaf ned the concept of the proposed FTD, and the economic 

devel opment ohjectf  ves whdch i t  i s  intended t o  serve i n  f a c i l  f  t a t i n g  RLD 

ef for ts  among Indian pravate ffrms. 

Mr. Peter Thormann prov i  ded a descrf p t i  on o f  the specf f i c s  o f  the proposed FTD, 

the background and status o f  the negot iat ions t o  date w i th  the government of 

Ind ia and the Indus t r ia l  Cred i t  and Investment Company o f  Ind ia  ( I C I C I ) ,  and 

the re la t ionsh ip  o f  the pro jec t  t o  the USAID Mfssion's s t rategy o f  assistance 

t o  India. 

* See Appendf x C for 1 f s t  o f  pa r t f c f  pants 



Mr. Robert Haupt presented the results of the survey, conducted by Development 
Associates, to determlne the degree of interest among US private companies i n  

avail i n g  themselves of the facfl i t fes to be offered by the proposed FTD.  

The afternoon session was devoted t o  a discussion of the FTD by the invited 
industry particf pants. The d i  scussion centered around four issues: 

a. Grant vs. Loan of USAID Funds 

Negotiations t o  date between the CSAID project design team, the GO1 and the 
ICICI had been predicated on the assumption t h a t  the $10 million fund would 
be made available as a concessional loan (2.3% interest, 40 year repayment) 
to ICICI, and t h a t  ICICI would have t o  assume the full repayment obligation 
and would administer these funds for i t s  awn account and risk. ICICI had 

therefore taken the position t h a t  i t  would have to manage the Fund in 
accordance wf t h  f t s  establ i shed i nternal 1 oan approval cri teri  a and 

procedures, t o  take full responsibil ity for preservation of the loan 
principal . Since the proposed FTD waul d have an important "venture capital " 
aspect to i t s  operation, some concern was expressed t h a t  ICICI would tend to 
be more conservative in i ts lending practices than  i s required t o  serve the 
project purposes. 

The possibility was raised of providing the funds to ICICI as a g r an t  t o  
overcome this problem. I t  was pointed o u t  t h a t  such a change in AID'S 
project terms would radically change the ground rules t h a t  underlay all 
previous negotiations with ICICI and GOT; such a change would probably 
reduce or el i m i  na te  ICICI ' s resistance to external private sector 
i nvol vement i n  the 1 oan devel opment and approval process. 

I t  i s  clear t h a t  ICICI would be more inclined to manage the FTD in 
accordance with the "venture cap1 tal " concept and spi r i t  of the project, i f  
i+t-& t~_t&_nhtinr+~tnron_rv+ho-f&tn-+hp~ --- . 

Government. Removing ICICI's risk of loss of principal i s  therefore 
desirable, a t  least during the 1s t  round of funding until the project's 
viability can be demonstrated to ICICI. I t  does no t  necessarily follow, 

DEI'ELOPYEhT ASSOCIATES. INC. - 



however, t h a t  a "grant" of funds to ICICI i s  the only, or even an effective 
a1 ternetf ve to achieve this. A g r a n t  of funds to ICICI mfght induce ICICI 
to take as mch of a proprietary interest i n  the funds as a loan. Once the 
grant  i s  added to ICICI's asset listing, f t  mfght  be as reluctant to risk 
loss as i t  would i f  i t  had a repayment obl f gation. On the other hand, i f  
ICICI were administerfng the funds for another organfratfon's risk and 
account, and were paf d for i t s  services w i t h  a fee, i t  migh t  be free to 
manage the funds purely on a professional basis w i t h  more of a j o i n t  venture 
R I D  mental f t y  . 
I t  i s  recognized t h a t  AID normally provides funding on only two bases: loan 
and grant. And yet, US interests might  be best be served, f n  the case of 
the FTD, for some modf fication f n  AID'S standard terms. I t  would seem 
preferable for the US Government to assume the risk of "on-lending," and to 
allow for forgiveness of prfncf pal f n case of loss, without actually 
"granting" the funds to ICICI. 

b. Call aterat f ration of Loans 

The proposed loan terms, as developed wf t h  ICICI, call for 70% of the actual 
R I D  costs to be el f gi  b l  e for financf ng by the FTD. Of t h a t  amount, one ha1 f 
(35%) would be covered by a foregfveness provisfon f n  event of failure; the 
other ha1 f ,  plus fnterest, would be repayable to the Fund even i n  the event 
of fail ure. 

The df scussfon f ndicated that such an arrangement woul d make f t df fffcul t 
for US companies to take advantage of the program and may make f t  
unworkabl e. If ha1 f the 1 oan were repayable, there mfght be a requf rement 
for collateral security. What would be the respective responsibility of the 
US partner and the Indian partner? Haw much legal work and cost would be 
associated w i t h  recovery? How much of a burden would be added to the loan 

- - 
S I 

I t  was the consensus that the entire FTD portf on (probably up to 50% of the 
t o t a l  R8D cost) should be covered by the forgiveness procedure. Of course, 



i f  the borrcmers could no t  finance their entire contribution to the project 
cost, ICICI could make a separate comnercial loan ta them. 

c. FTD Recovery of Loan/Investment From Successful Venture 

The experience of the Israel 4. S. Bf r d  Foundation suggests t h a t  very preci se 
terms and condftions need to be established i n  the loan agreement to make a 
Qtermfnation whether an RLD venture has succeeded or failed. The criteria 
for loan approval requires t h a t  the RLD must lead to commercial production 
withf n 3 ye~ars. The guidebook developed by the Bf rd Foundation carefully 
deff nes how "failure" i s  detennf ned and establishes the rights of all 
parties to the fntellectual property derived from the research in the event 
of failure (o r  success). In the event supplementary fundf ng and/or time i s 
required to complete the research, the Bfrd  Foundation must review and 

approve such a request from the borrower. 

I t  was also recomnended t h a t  the loan payback be based on a percentage of 
the sales proceeds, becagse f t f s easier t o  verify than any payback formula 
based on profi ts. Payback i s  planned over two to four years from the 
beginning of sales. 

d. FTD Promotion of Joint Venture Proposals 

Di scussf on centered around the d i  f ff cul ties of operatf ng a hi furca ted 
project development and promotion effort, w i t h  the function spli t  betneen a 
U.S. office and a Bombay office. There was general agreement w i t h  AID'S 
approach, as the most reasonable way to solve the logf stfcs problems 
entailed by the communf cations and transportation di  f f f  cul ties of working 
w i t h  U.S. fndustry and Indian fndustry. B u t  questions of direction, 
initiative to be taken , locus of responsibility, and coordinatfon among the 
two operating cells were identified as bef ng df fficul t t o  manage, even gfven 

-- ~ - -  w'=r- 

n o t  considered to be fatal flaws to the proposed approach, b u t  need careful 
consi deratfon and planning. 
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The Bonbay operatf on, i n  addi t ion to searching f o r  and screening proposals 
from Indian Industry,  wul d a1 so  involve i toe1 f i n  f ac l l  1 t a t l n g  governmental 
approvals. The U.S. operat ion,  i n  addit ion to promoting I n t e r e s t  by U.S. 

f l  rms i n  the FTD, developing possible  proposal s,  and loca t ing  su i tab le  
par tners  fo r  Indian f i rms,  may be looked to, by U.S. industry,  a s  t he  
responsible agent t o  secure Indian Government approvals. Thus, the two 
operations will be t o t a l l y  interdependent. 

In conclusion, the  discussion considered the concept of FTD t o  be va l id  and 
f e a s i b l e  a t  this time. I t  should be possible t o  structure terms and conditions 
to  a t t r a c t  U.S. industry  t o  take advantage of t he  program. However, there  is a 
need t o  consider developing a mechanism to assume the  risk of l o s s  of the  
pr incipal  amount made ava i l ab l e  by the  U.S. t o  fund the program, and thereby 
r e l i ev ing  ICICI of t h a t  burden. 

The conference concluded i n  an op t imis t ic  note w i t h  a high degree of i n t e r e s t  
i n  t he  pro jec t ,  a1 though i t  was recognized t h a t  a number of i s sues  and d e t a i l s  
need to be f ina l ized .  
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3. Ingersol l  Rand Co. 

4. Purolater ,  Inc. 
5. Sperry Rand Corp. 
6. Kel vinator  Internat ional  Corp. 

7. Clayton Mfg. Co. 
8. Crane Co. 
9. Conbustion Engineering, Inc. 
10. Envirotech Corp. 

Machine Tools & Hand Tool s 

1 ,  Dana Corp. 
2. W.A. Whitney Mfg. Corp. 

3. Monarch h c h i n e  Tool Co. 
4. Chicago Pneumatic Tool Cs. 
5. J a r v i  s Cerp. 
6. Verson A11 Steel  Press Co. 

7. Unicast Development Corp. 
8. Abex Corp. 

9. Smith Tool Co. 
10. Latrcbe Steel Co. 

Drugs and P h a m c e u t i  cal  s 

1 .  Abbott Universal Ltd. 

2. Johnson L Johnson 

3. Parke 9avis & Co. 
4. P f i ze r  In te rna t iona l ,  Inc. 
5. E.R. Squibb L Sons, Inc. 

7. Warner Lambert Co. 
8. Rochelle Laboratories 
9. Merck il Co. 
10. USU Pharmaceutf cal  s Corp. 

DEVELOPMEST ASSOCIATES, Ih'C. 2 



APPENDIX B 

FIRMS TO CONTACT BY CATEGORY - PRELIMINARY LIST 

E l e c t r i c a l  and I n d u s t r i a l  Equipment 

1 . Bendi x Corporation 

2. Black 8 Decker Mfg. 
3. Cut1 e r  Hamner World Trade 

4. Dresser Indus t r ies  
5. General E lec t r i cs  Co. 

6. In te rna t iona l  Tel 8 Telegraph Corpora t i o n  
7. Combustion Engineering Co. 

8. Automation Industr ies,  Inc. 
9. Westi nghouse E l e c t r i c  Corp. 

10. Denver Instrument Co. 

El ec t ron i  c Parts and Components 

1 . Honeywell, Inc. 

2. RCA Corp. 

3. Raytheon Co. 
4. Mi crosemiconductor Corp. 

5. Oak Industr ies,  Inc. 

6. E lect ronic  Universal Corp. 

7. E lect ronic  Appl i c a  t i o n  Co. 
8. Kirkwood Industr ies 

9. Yardney E l e c t r i c  Corp. 
10. Spragwe E l e c t r i c  Co. 

C. I n d u s t r i a l  Machinery 

1. Babcock & Wit cox Co. 

2. American Hydrothmn overseas 



3. Ingersoll Rand Co. 
4. Purolatcr,  Inc. 
5. Sperry Rand Corp. 
6. Ke1 vinator  International Corp. 

7. Clayton Mfg. Co. 

8. Crane Co. 
9. Combustion Engineering, Inc. 
10. Envf rotech Corp. 

Machine Tools L ;{and Tool s 

1. Dana Corp. 
2. W.A. Uhitney Mfg. Carp. 
3. Monarch Machine T a d  Co. 
4. Chicago Pneumatic Tool Co. 

5. J a r v i s  Corp. 
6. Verson A l l  Steel Press Co. 

7. Unicast Development Corp. 
8. Abex Corp. 

9. Smi th  Tool Co. 
10. Latrobe Steel Cc. 

Drugs and Pharmaceutical s 

1. Abbott Universal Ltd. 

2. Johnson 8 Johnson 
3. Perke Davis L Co. 

4. Pfi  zer Internat ional ,  Inc. 
5. E.R. Squibb 8 Sons, lric. 
L: I t r l r h r P r  - 
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7. Warner Lambert Co. 

8. Rochelle Laboratories 
9. hrck 8 Co. 
10.. USU Pharmadeutical s Corp. 



7. FOR THOSE WITH DEFINITE "YESU on CONFERENCE, ask i f  they are any other  issues 

they be1 feve should be included on the conference agenda?: 

TERMINATION OF INTERVIEW: Thank the respondent very much f o r  t h e i r  coopera ti on 
(no matter where the converstltion ceased). TSlis intervi:: r "a tes to a very 

important b i l  a tera l  p ro jec t  under consi deration between the Uni ted  States and 

Ind ia concerning trade and investment. Therefore i t  i s  essent ial  to have the 

input  of U.S. businesses i n  helping t o  shape future d i rect ion.  I n  tha t  regard, 
the respondent has been helpfu l .  



If the United States d i d  undertake a p ro jec t  t o  provide some cap i ta l  and 

assistance to j o i n t  U.S.-Indian ventures, i n  what ways do you feel  the p ro jec t  

shoul d be promoted I n  the U.S.? 

(Optional - depending on l eve l  o f  i n t e r e s t  expressed) 

The U.S.-India Rusiness Council o f  the U.S. Chamber o f  Commerce and A I D  are 

planning t o  hold a conference i n  Washington on March 19 t o  explore w i t h  

in te res ted  f i n s  the types o f  incent ives which would a t t r a c t  RLD ventures w i t h  

Indian firms. Would you o r  a representat ive o f  your f i rms be in te res ted  i n  

par ti c i  pa ti ng? 

I f  No......terminate in te rv iew 

I f  Yes.. . ..say t h a t  we w i l l  have the U.S. -India Business Council send them 

an f n v i  ta t ion.  Obtain spec i f i cs  on mai l  i n g  address and addressee. 

If say, WNT KNOW o r  WANT MORE INFORMATION, provfde de ta i l s  on the 

conference , as f 01 1 ows : 

A one-day conference w i l l  be he ld  a t  the f a c i l i t i e s  o f  the Chamber o f  
Commerce o f  the United States i n  Washington D.C. 

r Purpose i s  to obta in the  ins igh ts  and thoughts o f  U.S. business 
In terested i n  co l labora t ing  w i t h  Ind ian Firms on j o i n t  RBD e f f o r t s  t o  
market new products on processes i n  Ind ia  and elsewhere. 

Par t ic ipants must take care o f  a l l  t h e i r  expenses, except lunch on the 
day of the conference. 

Benefits for them are having a chance t o  1 ) learn  about U.S. -Indo 2)  
having t o  say i n  a new e f f o r t  to f a c i l i t a t e  j o i n t  ventures between U.S. 
and Indian firms. ________ _ - - _ ___ _ __ - - - -  - -- - - -- - - - 

TRY TO GET DEFINITE YES OR NO. Respondent expresses some in te res t  bu t  

cannot commit over the phone say we w i l l  send an i n v i t a t i o n  and we w i l l  
fo l low up w i t h i n  a few days f o r  confirmation. 
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Yes (please go on t o  1 3 )  
No 

I f  no, are there any factors Cnvolvlng the process and efivironnoeht o f  

doing business i n  India which mainly affected your decision. 

Yes 
Please &scr i  be: 

No: Conclude interview 

3. I n  your consideration of undertaking j o i n t  R&D ventures ventures i n  India, how 

much of an incent4ve would each o f  the fol lowing be? (1 ) major incentive, ( 2 )  
moderate incentive (3) minor 1 ncenti ve. 

Now, how much o f  an fncentive would be: 

a. Gaining access t o  Ind ia 's  vast pool o f  s c i e n t i f i c  expertise. 

b e  Having the opportunity t o  explore new markets i n  India through col1abor;rtlve 

R I D  e f fo r t s  w i th  Indian Finns. 

c. Obtaining do l la r  r i s k  capital  loans. 

d. Obtaining par t ia l  debt forgiveness f o r  f a i l ed  R I D  pro jects 

4. What addi t fonal incentives do you be1 feve are e i ther  necessary or desirable i n  

order t o  conduct j o t n t  R&D effor@- wi th Indian firms. - 
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Name : 

Company: 
Address : 

Tel ephone No. 

Contact: 

Status Complete - Hol d - 

D. Survey Guf de Ouestf ons 

1. Are you current ly  dof ng busf ness f n Indf a? 

Yes 
I f  yes, can you please generally describe 

Sumnary : Lf cens i ng only Equ f t y  

Lf censf ng and Equf t y  Trade 

Servf ce R&D other 
Please go on t o  Question 62 

No 
I f  no, do you have any plans o r  In te res t  f n  dof ng bus1 ness fn Indf a? 

Yes 
If yes, please describe 

(Please go on t o  52) 

If f nterviewee answers -9 No df scontf nue questions and pol i t e l  y concl udc 
f ntorvimu - s n c u a r e  Vae  a n  nn +n nav+ a c t a c t i n n  

2. Would your f i r m  be w i l l i n g  t o  consider undertaking j o i n t  ventures i n  India 

w i t h  Indian f irms i n  comnercfal research 8 development, w i th  the object ive 

of %bringf ng products o r  processes i n t o  the marketplace w i th in  2 o r  3 years? 



C. Te1 e~hont! Procedures 

On making telephone contact (unless you have the s p e c i f i c  name o f  a 

person) inqu i re  f i r s t  as to  who i s  responsible f o r  the f i rm 's  fo re ign  o r  - 
in terna t f  onal operatf ons and f nvestments. (Note: you may pass through 

several connections before reaching the r i g h t  party, and may have t o  
explain the nature of the c a l l .  I n  t h i s  case do no t  elaborate. Simply 

ind icate you are i nqu i r i ng  on po ten t ia l  i n t e r e s t  o f  the f i r m  i n  j o f n t  
ventures i n  R8D w i th  Indfan f f rms and p o t e n t i a l l y  new business and 

markets.) 

On establ ish ing contact w i th  the r i g h t  person, proceed i n  the fo l l ow ing  

manner: 

( f ) I den t i f y  yoursel f and explaf n our contract  wf t h  U.S. A I D  t o  conduct 

a survey on i d e n t i f y i n g  po ten t ia l  i n t e r e s t  o f  U.S. f i rms i n  j o i n t  

ventures i n  D wfth Indfan f irms. Mention t h a t  the U.S. 

government, inc lud ing A I D  and the Department o f  Comnerce are very 
in te res ted  i n  t h i s  p ro jec t  as wel l  as We j o i n t  Indo-U.S. Business 

Council and the U.S. Chamber o f  Comrce ,  among others. Do n o t  
mention the A I D  p ro jec t  o r  fund bu t  ind icate the U.S. and Ind ian  

governments are look ing a t  f inanc ia l  and other  incent ives t o  
a t t r a c t  U.S. firms t o  co l laborate wf th  Indfan f i rms i n  R&D f o r  new 

products and processes. This i s  a very important b ina t iona l  e f f o r t  
between the U.S. and Ind ia  Governmects and may lead to other  

important t rade developments between the tm, countr f  es. 

( i f )  Then say, "May I ask you a few questions, which w i l l  be kep t  

conf ident ia l .  Our i n te res t  i s  t o  i d e n t i f y  some key issues and 

problems, the resu l t s  o f  which w i l l  only be used f o r  quan t i t a t i ve  

analysis by object ive category. " Depending on interviewee 

fo l lowing format and sequence. Also, be sure t o  note name, 
posi t ion, telephone number and other  information. I f  asked why we 

ca l l ed  t h e i r  pa r t i cu la r  company, t e l l  the person we obtained names 
o f  American f i rms through AID, the j o i n t  Indo-U.S. Business 
Council, the Comercia1 A f f a i r s  Off ice, U.S. Embassy and other 

4 organizations working w i th  U.S. f i rms i n  India.  .-- DEVELOP3IEXT ASSOCIATES, INC. - 



APPENDIX A 

INTERVIEW GUIDE 
FOR IDENTIFYING U.S. FIRMS 
INTERESTED IN JOINT INDO-US 

R8D EFFORTS FOR NEW PRODUCTSIPROCESSES 

Instructions t o  Telephone Interviewer 

General 

The purpose of this interview i s  to obtain the reactions of key business 
executives on doing business i n  India, speci f i  ca1 ly Research I Development 
( R I D )  jointly w i t h  Indian firms. The focus i s  to  identify what incentives are 
needed or desired t o  induce U.S. business firms t o  undertake joint efforts with 
Indian firms i n  developing industrial technology for new products and processes 
which are comnercial l y  viable. 

Speci f i c 

The Agency for International Development (AID) f s  interested i n  developing a 
project to accelerate the growth of commercial R I D  i n  private enterprise to 
stimulate technological advancement and support the Indian economy by the 
devel opment of private sector capabi 1 i t y  i n  RLD through cot 1 aboration w i t h  U. S. 
firms which have tho managerial and technical expertise to transmit certain 
skills t o  the private sector Indian comnunity. 

To this end, a Technology Development Fund i s  being proposed along w i t h  other 
support projects to promte, moni tor, manage and sustain the coll aboration of 
Indo-US firms i n  the development of industrial technology RID.  

In order to determine the feasibility of this project, AID will undertake a 
preliminary study consisting of (1 ) a telephone survey of U.S. firms -- to gauge 
their interest and requirements for j o i n t  Indo-U. S. R I D  col 1 aborative effwts; 
(2 )  a conference attended by representatives of such Interested firms to 
detennir~e what fncentives woul d attract U. S. collaboration and what constraints 
exist which nust be addressed t o  ensure reasonable success of the project and 

mutually beneff cia1 resul t s  of Indo-U. S. firms. 
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P. Agricul tu ra l  Cheml cal s 

1 . Agrtcul tural Industrial Corp. 
2. Chevron Chemical Co. 
3. Cooperative Fertil izers , International 

4. M. Golodetz & Co., Inc. 
5. Monsanto Co. 
6. Rohm L Haas Co. 
7. U.S. Steel Corp. 
8. Woodward L Dickerson, Inc. 

9. International Minerals and Chemical s Corp. 
10. The Ansul Co. 

G. Chemicals 

1 . A1 1 ied Chemical Corp. 

2. Dow Chemical Co. 
3. E. I. Dupont de Nemours Co. 

4. General Mills Chemicals, Inc. 
5. 0. F. Goodrick Chemical Co. 

6. M i  1 es Laboratories 
7. P h i l  1 i p s  Petrol eum 

8. Kerr-McGee Chemical Corp. 
9. Ireco Chemical s 
10. Rei chhol d Chemical s , Inc . 

H. Other Major Firms 

1. Ford Motor Co. 
m-IL---- . f*--  ___ -- -_ - -- 

G O  -rrKryrr . 
3. Texas Instruments 
4. Hew1 i tt-Packard 

5. L i  tton Industries 
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6. Burrougho Corp. 
7 .  ZM Company 
8. Techtronics, Inc. 
9 .  Honeywell 
10. IBM 
1 1 .  Ingersoil Rand 
12. Df gf tal Equip. Corp. 
13. Polardid 
14. AT8T Be1 1 Laboratles 
15. Bay State Controls Corp. 

DEYELOPJIEST ASSOCIATES* MC. - 



- 

FIRUS TO CONTACT BY CATEGORY-SUPPLEHENTARY LIST 

A. E lec t r i ca l  and Indus t r i a l  Equipment 

1 . Mines Safety Appl iances Co. 

2. Sybron Corp. 

3. Austed Industr ies In ternat ional  

4. Research C o t t r o l l ,  Inc. 

5. North Amerlcan Manufacturing Co. 

6. Prefromed L ine Products Co. 

7. Revere Corp. of k r i c a  

8. Genera1 X-Ray Corp. 

9. Repographer In ternat ional  Manufacturing Co. 

10. Airpreheater Co. Inc. 

11. Trion, Inc. 

12. Eclipse, Inc. 
14. Repco Industr ies,  Inc. 

8. Elect ronic  Parts and Components 

1. Silemans A l l i s ,  Inc. 

2. Hatachi Magnets Corp. 

3. Cornet 1 Dubi 11 e r  Electronics 

4. RFL Industries, Inc. 

5. Semiconductor Equipment Corp. 

6. Sigma Interbnational, Inc. 

7. M ic ro f t  

8. Sentinel Computer Corp. 

9. Bunter Ram Corp. 
- -* . T-- 

5---~-~- - - - 
- 

11 . C S I  Escondido 
12. Mowbrays Co. 
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Industrial MacRf nery 

1. H a m r  Mills, Inc. 

2. McNally Pf ttsburgh Manufacturing Corp. 

3. Tecumseh Products Co. 
4. Dana Csrporatf on 

5. Bryant Grf nder Corp. 
6. Environmental Elements Corp. 
7. Food Motor Co. 
8. Essochem, Inc. 
9. Wean Un f ted 

10. Whf tf ng Corp. 

Machf ne Tools and Hand Tools 

1. Skfll Corp. 

2. Stewart Warner 
3. Mulhead Ltd. 

4. National Acme 
5. Farrel and Co. 

6. The Cross Co. 
7. Scully-Jones Co. 

8. Devlieg Machine Co. 

Chmi cal s 

1 . Tenneco Chemical s 
2. Budger Amerf ca, Inc . 
3, Freeman Chemical Corp, 

4. SCM Gidden International Co. 
K V - - 1 -  - - - _ _ _ __ -__- ----- 

-------__\t ~3-b.- - 

6. Stauffers Chemicals Co. 

7. Technf cal Enterprl ses , Snc. 

8. Sfltec Corp. 
9. Chemtex, Inc. 



F. Energy 

1. Independent Living 
2. Sunthane, Inc. 
3. UOP Process International , Inc. 
4. Exxon Research and Ecgineerfng Co. 
5. Universal Oil Process 

6. Fl uoroceas Services International , Inc . 
7. Wayne Engi neering Corp. 

G. Automative Ancill laries 

1. Standard Car Truck Co., Inc. 

2. Uniroyal, Inc,, 
3. Lipe Rolling Corp. 

4. Wagner Electric Corp. 
5. Eaton Corp. 
6. A.C. Sparklug 
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PARTICIPANT R O S E R  
CONFERENCE ON FUND FOR TECHMOLOGY TRANSFER I N  INDIA 

Robert g. Beckman 
Agency f o r  In te rna t iona l  Deveopment 

Edgar C. Ha r re l l  
Agency f o r  I nternat ional  Development 

Fred Haynes 
U.S. Department of Comnerce 

A y i  nash Deol a1 i k a r  
Yo1 unteers i n  Technical Assistance 

W.T. Ryder 
D. N. R. !nternational 
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APPENDIX D 

RESULTS OF SURVEY WlrLYSIS 

Questions 

1. "Are you cur ren t ly  doing business i n  India?" 

Yes 84% 

No i 6 %  

2. "Would your f i r m  be w i l l  i n g  t a  consider undertaking j o i n t  ventures i n  Ind ia  

w i th  Indian f inns i n  c o m r c i a l  research and development w i th  the object ive o f  

b r ing ing  new products o r  processes i n t o  the marketplace w i t h i n  2 o r  3 yenrs?" 

Yes 43% 

No 53% (4% Nan-resp) 

3. I n  your consideration o f  undertaking j o i n t  MD ventures i n  Ind ia,  how much o f  

an incent ive would each o f  the fo l lowing be? (1 ) major incent ive  ( 2 )  moderate 

incent ive (3) minor incent ive? 

a. Access to Indian s c i e n t i f i c  expert ise 

b. Access to Indian markets 

c. Dol lar  r i s k  cap i ta l  loans 

d. Debt forgiveness on fa i l ed  projects. 

Major - Moderate M i  nor - 
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Major - 

C d i  ned Sumary 

Mod-Mi nor 

Reasons f o r  no t  Considering J o i n t  RdrD E f f o r t s  

a RtiD done i n  U S .  
a Not i n te res ted  

Not appl fcable 
Do n o t  want dual r o l e  

Red Tape 

Bureaucratic probl em 

Licensing 

Comnents: 52% o f  those interviewed complained o f  d i f i c u l  ty o f  doing business i n  

Indiq.  However some f i rms expressed re lat ionships w i t h  Ind ian f i rms were 
go.sd. 

- 
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OTHER INCENTIVES FOR INDUCING U.S BUSINESS VENTURES IN INDIA AND 

WITH INDIAN FIRMS 

a Ensure adequate protect ive t a r i f f s  on U.S. products developed i n  India.  

a Reduce tax rates and tax forgfveness ( tax  rates no t  a t t r a c t i v e  f o r  business). 

a Easfer c r e d i t  terms from Indian banks. 

a Guaranixe free and open access to Indian markets (Protectionism) 

a Protect ion o f  patents and respect f o r  i n t e l l  ectual property. 

a Re1 ax U. S. Department o f  Comnerce pol I c y  on export o f  techno1 ogy. 

e Repatr iat ion o f  p r o f i t s  and tax ing only Ind ian businesses and no t  U.S. 

o Guarantee t h a t  once a product i s  developed U. S. f i r m  woul d be able to 

reg i s te r  it properly and obtain a production 1 i cense. 

a Ease U.S. Department o f  Comnerce procedures f o r  obta in ing expor t  l icenses. 

a Ease Indian foreign exchange contro ls  -- process i s  lengthy and time 

consumf ng. 

a Need o f f i c i a l  assurances o f  f a i r  deal i n g  between U.S. - India Firms. 

a Ind ia  Government p r i c i n g  po l i c i es  need t o  be improved. 

a Revise 1 icensing r e s t r i c t i o n s  t o  extend time per iod (up t o  7 years). 

-- .- - -- - - - - - - - -- - - - -- - - - - . -- - - - - - - - - -- - -- - - - - - 

a Change Indian Governments impart r e s t r i c t i o n s  f o r  import re1 i c ,  .em, 

cur ren t ly  theye i s  150% duty on computer equipment. ) 



a Access to more vocationally trained personnel a t  practical levels o f  

technology -- many o f  Indfan scientfsts very good b u t  more theoretically 
oriented than appl fed. 

In summary, the concensus fs t h a t  the Indfan Government and the private sector 
shoul d work to ease government restrictions on doing business I n  India, reduce 
bureaucrat1 c barriers to getting things done, and to take steps to protect patents 
and new research for proper registratfon and marketing/distribution. 

The most commonly expressed concerns are bureaucratic del ays , 1 f censing procedures, 
1 imitations on fees/profi ts and respect for f ntell ectual property. 

Finally, there has been some concern expressed on U.S. Department of Comnerce 
procedures which delay granting of export 3 f censes as well as restrictive pol icy on 
techno1 ogy export. 
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DISTRIBUTION BY BUSINESS 
CATEGORY OF FI RHS WILLING 

TO CONSIDER JOINT R&D VENTURES 

Percent Total 

2. Capital Equl  p n  t/Heavy Mach1 nery/Industry 21 % 

3. El ectric/El ectronics 19% 

4. Tel ecommuni ca tions/Campu te rs  

5. Machine Tool s 

6. Other 
Automti ve 
Agricul tural Equi pment 
Engineering 
Coal /Mineral 
Other 

Total 

Top Three of Total 

Drugs/C hemi cal s 
E q u i  p e n t  
Electrical /El  ectronics 
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APPENDIX IX 

Study on the Options 

for the 

Office of the U.S. Program Advisor 



REPORT ON THE U. S. COMPONENT OF THE PROMOTIONAL EFFORT 

Overview 

This repor t  i s  an addendum t o  the f i n a l  repo r t  "Survey Analysis and Conference on 

Fund f o r  Technology Development Project", submitted under I Q C  No. PDC-1000-1-21- 

3077-00, Work Order No. 21 . 
- 

The object ive of t h i s  study i s  to  provide Ind ia USAID w i th  addi t ional  information - t o  complete the p ro jec t  paper, bu t  w i th  spec i f i c  regard to the organizat ion, 

function, s t a f f i n g  and operation o f  the U.S. "Off ice" t o  he establ ished f o r  the 

- , Program f o r  Advancement o f  Commercial Technology (PACT) ( formerly FTD). The scope 
- o f  work, as out1 ined i n  the contract  addendum, i s  t o  prepare a "Report on the 

Character, Content, Structure and Cost o f  the U.S. component of the Promotion 

E f fo r t .  " I n  add i t ion  : 

1. The repor t  sha l l  analyze and def ine requirements for e f fec t ive  operation o f  
the U. S. component i n  1 i g h t  o f  the overa l l  design of the R D  as described i n  
the Pro ject  I d e n t i f i c a t i o n  Document (PID) and tak ing i n t o  considerat ion tha t  
I C I C I  has expressed increasing i n t e r e s t  i n  eventually post ing a person i n  
New York t o  work on FTD. 

2. The repo r t  sha l l  contain a descr ipt ion o f  qua l i f i ca t i ons  and experience o f  
the person (s ) who waul d be engaged t o  run the U. S. component. 

3. The repor t  sha l l  present pros and cons o f  a1 te rna t ive  organizat ional  
arrangements such as : 

a. a f u l l  o r  part- t ime person working from h i s  own o f f i c e  o r  i n  ar o f f i c e  
sharing arrangement w i th  a business promotion association; 

b. a contract  o r  grant  agreement w i th  a no t - fo r -p ro f i t  business promoteion 
organization ; 

c. a contract  w i t h  a U.S. consult ing f i r m  qua1 i f i e d  i n  the j o i n t  venture 
promotion and techno1 ogy development f i e 1  d; and 

d. such other arrangements tha t  may appear feasible. 

This repor t  i s  the r e s u l t  o f  an analysis o f  the survey denand study completed 
- .- 

e a r ~ i e r ~ € l i F s ~ i ~ r T n - w h T c h  the-U.-S;-promotion-effortwas - d k u s s e d  witka 
focus on organization, funct ion and s ta f f ing .  



I n  add1 t l o n ,  Interviews were conducted w l  t h  a se lect  number of  representatives from 

both  the publ ic  and p r i va te  sectors inc lud ing  AID, Department of Commerce, Overseas 

P r i va te  Investment Corpora t i o n  (OPIC), Worl d Bank, U. S. Chamber of Commerce, 

P r i va te  Enterprise, Public Foundations and ind iv idua l  consultants previously 

Involved i n  the f e a s i b i l i t y  study which l a i d  the foundatlon f o r  the PACT. The 

r e s u l t s  and recommendations drawn from these interviews are incorporated i n t o  the 

study f ind ings and conclusions. 

Before proceeding w i th  a discussion o f  the task report, i t  should be noted tha t  any 

c o ~ s i d e r a t i o n  o f  the U. S. promotional e f f o r t  necessari ly imp1 ies  judgments based on 

c e r t a i n  assumptions regarding the overa l l  design o f  the PACT and the funct ions o f  

the Executive Di rector  and the Bombay Of f i ce  (or wherever the pro jec t  may be 

domici led).  Discussion o f  one must be posi ted i n  l i g h t  of the other and each 

w i t h i n  the context o f  the p ro jec t  as whole. 

The in te rv iew guide used for t h i s  study repo r t  contained statements and questions 

which were based i n  pa r t  on the Pro ject  Implementation Design (PID) bu t  also on 

c e r t a i n  assumptions regarding how the PACT e f f o r t  i n  Ind ia w i l l  be organized and 

how i t  w i l l  bas ica l l y  function. The three c r i t i c a l  assumptions are that :  (1 ) the 

p r o j e c t  ni l  1 be under the  aegis of the I C I C I ;  ( 2 )  t ha t  an independent Board o f  

Governors w i l l  be establ i shed separate from I C I C I  (but i n c l  uding representatives ) 

and be responsible for s e t t i n g  pol i c y  and approving projects; and ( 3 )  the Executive 

D i rec tor  w i l l  repor t  t o  and be responsible t o  t h a t  Board o f  Governors o r  other 

plenary council  or  au thor i ty  t o  be established. A l l  o f  these assumptions were 

ra i sed  and discussed by many o f  those persons interviewed and the concensus was 

t h a t  they were important t o  the overa l l  success o f  the project.  The independence 

o f  the p ro jec t  was considered t o  be c r i t i c a l  notwithstanding t h a t  I C I C I  would be 

the grant  r e c i  p i  ent w i th  administrat ive responsi b i l  i ty. Another issue which 

surfaced dur ing the interviews was the pos i t ion  o f  Executive Di rector  o f  PACT. It 

was assumed (and where no t  i t  was recommended) t h a t  the pos i t ion  be f i l l e d  w i th  a 

professional h i red  by I C I C I  hu t  not  from w i th in  I t s  ranks. Whether i n  fact  these 

assumptions hold i n  f i n a l  negot iat ions must be seen, bu t  they r e f l e c t  the 

experience gained by the interviewers i n  simiTar projects inc lud ing the B i r d  
Foundation and others. 



The key issues Imbedded i n  these assumptions w i l l  a f f e c t  the U. S. promotional 
e f f o r t  and the manner I n  which i t  I s  organized and how i t  should o r  w i l l  funct ion. 

Because o f  t h i s  i t  i s important t o  high1 i g h t  then as a prelude t o  the study 

f ind ings and discusslon. Following i s  an analysis of the various aspects o f  the  

U.S. o f f i c e .  

A. Operati on Requirements 

The U.S. component o f  the PACT w i l l  invo lve three basic funct ions t o  support 

the Bombay -(Indian) o f f i c e  and I C I C I .  These are: (1 ) promotion and 

dissemination o f  the PACT by i n t e r a c t i n g  w i th  the U.S. business community; (2) 
brokering deals w i th  Indian and U.S. companies by b r ing ing  them together o r  

f i nd ing  the appropriate U.S. f i r m  t o  engage i n  j o i n t  ventures w i t h  an Ind ian 

firm; and ( 3 )  conducting pre l iminary review and judgment on the mer i ts  of the 

pro jec t  f o r  j o i n t  ventures where appl icat ions f o r  approval w i l l  be forwarded t o  

the Executive Director and the Board o f  Governors o r  other approval au tho r i t y  

which may be established. 

Below i s  a b r i e f  descr ip t ion o f  each o f  these functions. 

1. U.S. Promotion 

This funct ion w i l l  requi re access t o  a network o f  the U. S. business 

community so tha t  knowledge o f  potent ia l  and ex i s t i ng  R&D c a p a b i l i t y  can be 

used to respond t o  requests from India t o  match o r  f i n d  su i tab le  j o i n t  

venture partners who may be i nterested i n  a p a r t i  cu l  a r  commerci a1 techno1 ogy 

project.  It w i l l  a lso requ i re  promoting the PACT through various pub l i c  

a f f a i r s  a c t i v i t i e s  such as contact ing trade associations, t rade journals  , 
other business-re1 ated media, ind iv idua l  companies, and other  organi t a t 1  ons 

which may be helpfu l  i n  b r ing ing  awareness o f  the p ro jec t  t o  the U.S. 
- 

business comnunity. This w i l l  demand tha t  the U.S. o f f i ce  has access t o  o r  

be connected w i th  i n  some formal or  i n f o r ~ a l  arrangement with establ ished 
~ ~ - -  ...~ ~ -~ 

U. S. business networks. 



2. I n t e r a c t i n q  w i t h  the U.S. Busir;ess Community and Brokering 

The r o l e  o f  the U.S. o f f i c e  should be an ac t ive  one and no t  merely 

react ive.  I n  addi t i o n  t o  promoting the e f f o r t  through various t rad i t i ona l  

pub1 i c  a f f a i r s  e f f o r t s ,  there w i l l  be a requirement t o  i n t e r a c t  personal l y  

w i t h  ind iv fdual  firms which my show an i n te res t  i n  pa r t i c i pa t i ng  i n  the 

p r o j e c t  . 
- 

This perhaps w i l l  comprise the l a r g e s t  por t ion o f  the U.S. Of f ice D i rec tor ' s  

t ime and a c t i v i t i e s .  There w i l l  be a need t o  "nurse" the potent ia l  j o i n t  
* 

ventures through the process. This w i l l  undoubtedly requi re frequent 

i n t e r a c t i o n  as the p ro jec t  matures t o  a po in t  where the appl icat ion i s  . - 
completed and submitted t o  the Bombay o f f i ce .  A var ie ty  o f  ways e x i s t  

through which the U.S. o f f i c e  can promote and broker j o i n t  ventures. For 

example, p re l  iminary judgment may be passed on the f i r m  and the potent ia l  

product o r  process t o  meet the PACT c r i t e r i a  and guidelines which presumably 

w i l l  be established once PACT i s  formally negotiated and material i red .  CTI 
other  occasions i t  i s  conceivable the U.S. Of f ice Director w i l l  be requested 

by the  Indian o f f i c e  t o  locate a po ten t i a l  j o i n t  partner f o r  an Indian 

f i rm. S t i l l  other ventures may be consummate? by the Indian and American 

f i rms whfch then may seek only technical  assistance i n  preparing t h e i r  

proposal and appl i c a  t ion. There arc undoubtedly current arrangements 

between U.S. and Indian f i rms which may decide t o  par t i c ipa te  i n  the PACT 

once formal ly  i n  operation. A1 so, i t  i s  expected tha t  proposed RLD pro jects  

w i l l  be i n  various stages o f  development inc lud ing established prototypes 

requ i r i ng  addi t ional  t es t i ng  o r  study. Frequent t rave l  by the U.S. o f f i c e  

d i r e c t o r  i s  ant ic ipated, no t  only i n  the U. S. bu t  t o  Ind ia f o r  fo l lowing up 
D 

and coordinat ing w i th  the Bombay o f f i c e .  

Review af Proposed Projects 

There seems no doubt t h a t  one o f  the key functions o f  the U.S. Of f ice - ____________________ _ - -- 
- --- -- - 

UiireCtor w i T b e  -€F i iZ~ reT1mina ry  judgments on the mer i ts  and 

appropriateness of pro jects  which o r i g ina te  i n  the U.S. w i th  a U.S./Indian 



f i r m .  A p r i nc ipa l  responsih' i l l ty w i l l  be t o  ensure tha t  once an app l ica t ion  

o r  proposed p ro jec t  I s  presented, t h a t  i t  meets a l l  the necessary 

requirements so tha t  the Bombay o f f i c e  receives pro jects  which i t  can ac t  on 

w i th  the assurances tha t  the U.S. o f f l c e  has ca r r i ed  out i t s  support 

act1 v i  tl es w i th  carefu l  adherence t o  PACT procedures, processes and 

standards. The U.S. Off fce then would funct ion as a support component o f  

the Bombay Of f i ce  and repor t  t o  the Bombay Executive Director.  

Other Consi dera ti ons 

Other consi derations woul d include the f o l l  owing: 

S ta f f i ng  

The U.S. Office could be staffed by a f u l l  -time executive d i rec to r  and a 
secretary on the payro l l  o f  the PACT Project,  Someone must monitor t he  

o f f i ce  whi le the Director  i s  on t ravel .  The actual management o f  the  o f f i c e  

i n  terms o f  being an ind lv idual  operation o r  whether i t i s  housed i n  another 

organization i s  discussed i s  Section 3 o f  t h i s  report .  

Equi pmen t 

The U.S. Of f ice w i l l  require a capab i l i t y  f o r  extensive information hand1 i n g  

and storage, especia l ly  as the PACT p r o j e c t  matures over the f i r s t  year. It 

would be desirable t o  have mini computer capabil i t y  fo r  receiv ing and 

s to r i ng  information on U. S. /Indian firms, R&D a c t i v i t i e s ,  promotion, and 

j o i n t  venture p ro f i l es .  Telephone usage would be expected t o  be frequent. 

Other than these requirements the o f f i c e  may be modest i n  other 

appurtenances. 

Location 

- - - - - - - 
WFi1Te-TKippGF5that l oca t i on  i s  no t  a fac to r  eTther i n  the effect ivt9iess 

- - 

o r  e f f i c tency  o f  the o f f i ce ,  the two most convenient loca t ions  i n  terms of 

prox imi ty  t o  re levaz i  publ ic and p r i va te  sector en t i  ti tes most 1 i k e l y  t o  be 
concerned w i th  PACT are Sew York and Washington. However, the U.S. o f f i ce  



caul d be 1 ocated anywhere t h a t  i s  reasonable t o  sat! s f y  the communicatfon 
and information requirements. 

Re1 a ti onshi p t o  the Bombay Of f i ce  

The U.S. Off ice  should be a support service t o  the Bombay Office and be 
subordinate t o  i t  i n  the f i n a l  "brokering" o f  j o i n t  ventures and approval o f  

pro jects .  On the other  hand, the U.S. Of f ice should n o t  be merely a 

promotion o r  pub1 i c  a f f a i r s  o f f i c e  bu t  ac tua l l y  be an extension of the PACT 
Executive ~ i r e c t o ' r  and s t a f f  t o  provide 1 inkages and coordinat ion which 

f a c i l  i t a b  the appl i c a t f o n  process. 

The essence o f  the  PACT p ro jec t  i s  quick tu rn  around time on RLD proposals. 

The Ind ian O f f i ce  must be able to quick ly  and e f f e c t i v e l y  respond to 
po ten t i a l  RdrD j o i n t  venture projects. Undue delays o r  slow responses, 
espec ia l l y  i n  the f i r s t  year, w i l l  h a n  the c r e d i b i l i t y  o f  PACT. I n  t h i s  

regard, the U.S. Of f i ce  can provide the Bombay Office w i t h  invaluable 

support and assistance by screening pro jects  and i n  ass i s t i ng  U.S. f i rms 
which m y  wish t o  p a r t i c i p a t e  i n  j o i n t  ventures w i th  Ind ian firms. 

It can a lso respond t o  requests from the Bombay o f f i c e  ( ICICI)  on technical 
matters, fo l low up w i t h  j o i n t  venture U.S. f irms, and overa l l  t o  f a c i l i t a t e  

the review and approval process. 

Qua1 i f i c a t i o n s  and Experience o f  the Director o f  4.S.  Of f i ce  

The success o f  PACT comes down to one th ing  -- the q u a l i t y  o f  the personnel 
both i n  Bombay and i n  the U.S. Office. Morover, no other  s ing le  consideration 

i s  o f  such paramount importance as the capab i l i t y  o f  the key f igures t o  make 

PACT work. No other f a c t o r  w i l l  b r i ng  more harm t o  the idea o f  PACT than t o  

have i t  s ta f fed  w i t h  professional s who 1 ack the necessary qual i f ica t ions  and 

- 
mot ivat ion t o  succeed. The U.S. Office i s  u l  t imate ly  no l ess  than the Bombq -__ ___ _ _ - -- 

mm - Off ice. 
- 

- A number o f  important qua1 i f i c a t i o n s  w i l l  be required to  e f fec t ive ly  carry  out 
the functions o f  the U.S. Office. I n  order t o  place the qua l i f i ca t ions  I n  some 

- -- 
D m -  AIBOCXATIS, INC. 



order o f  importance we w i l l  d iv ide  them f o r  convenience in to ' two categories: 

required and h i  gbly desirabl  c. 

Requ i red 

Credi b i l  i t y  

The Indiv idual  must he c red ib le  t o  the U.S. R&D business community and 
possibly t o  the academ4c R&D community as well.  This means the person must 

be able to  speak the language o f  business decisfon makers and know how 

business and j o i n t  ventures funct ion. 

Motivated 

The person should be h igh l y  motivated to make PACT work. He o r  she must 

have a commi tment to t h i  s proposed p ro jec t  over and above the job i tse l  f . 
The types o f  a c t i v i  t i e s  and involvement w i th  d l  f ferent  people and diverse 

pro jects  w i l l  require pa ttence and feast b f  1 i t y ,  high in terpersonal  sk i1 1s 

(diplomatic) and a mot ivat ion t o  b r i n g  about development p ro jec ts .  

Technical and Business Backgr~und 

One aspect o f  the U.S. D i rec tor ' s  r o l e  i n  brokering w i l l  be the capabil i t y  

t o  recognize a deal when i t  i s  seen. This w i l l  requ i re  some technical  

capability and understanding o f  technical  matters. I n  addi t ion,  a business 

sense o f  what i s  comnercial ly v iab le  and what factors in f luence business 
decisions i s  also necessary. This goes back to the f i r s t  requirement o f  

being credib le t.a the U.S. business (and R&D) community. 

A good understanding o f  technical and business m t t e r s  and the  ambience of 

both i s  a necessity. Moreover, the person should know where t o  go f o r  

c r i t i c a l  technical and business information relevant t o  a proposed j o i n t  - 
-- --- -- - - - - - -- 

venture. A good deal of time w i l l  be spent on acqui r ing the  r i g h t  

information and the person should know how and where to acqui re it. 



4. Broker inq 
- 

The s k i l l s  t o  put  together j o i n t  ventures and broker deals should be a must 

Someone who has the ab f l  i t y  t o  b r i ng  firms together and go through the 

necessary hand-hol ding i s  important. 

H i  ghl y Desirable 
-- 

1 . -. Sel f -Starter 

The person should i d e a l l y  be a se l f  s t a r t e r  o r  e x h i b i t  the type o f  
personal i t y  t h a t  i s  aggressive and creat ive.  

Internat ional  Experience i n  Th i rd  Nor1 d 

Experience i n  in ternat ional  business, preferably i n  Ind ia and the Thi rd 

Worl d, woul d be an important asset. In te rna t iona l  business and marketing 

acumen aqd the p i t f a l l  s associated w i t h  fore3 gn investment would add to 

c r e d i b i l i t y .  

3. At t i tude 

Attitude towards PACT concept and working w i t h  Indian business f i rms should 
be pos i t i ve  and i s  re la ted  t o  motivation. The person must be good w i th  

people, especial ly South Asians, have a low f rus t ra t i on  threshold and be 

f l e x i b l e  i n  outlook. This person should no t  be eas i l y  discouraged. 

t' 

4. Sense of Develoment 
- 

L 

- 

- --- PACT i s  i n  r e z l i t y  a development p ro jec t  o f  which business (RLD j o i n t  

ventures) i s  the vehicle t o  b r ing  about desired change. While business !!!E 

deals are c r i t i c a l  to success, the long-range ob jec t ive  i s  t o  _ __ __-_- --- -- - 

i n S t i t u t l o n a l i ~ ~ & ~ 6 ~ ~ ~ - ~ ~ - ~ - t h ~ ~ = ~ ~ r i v a t e  sector. This can be 
- 

learned of course bu t  i t  would be h igh l y  useful  i f  the person, through 

experience, recognizes the d i s t i nc t i on .  



All of the I I and may not he found in one ~ n u ~ v ~ u u a ~  

- (and th i s  has implications for the organizational arrangements discussed 
next) b u t  they provide a range of degree which can be used in selecting the 

- 

personnel , If the qua1 1 flcations and  experience can be reduced to two 
- 
- 
- factors, these would probably be (1 ) credibil i ty i n  technical and business 

matters and ( 2 )  motivation to make PACT successful. 

C. Organ1 rational Arrangements 

f There are several organizaticnal arrangements through which the U. S. 

promottona? e f fo r t  can function. A d l  scussion of these potential arrangements 
a foll  ows w i t h  connnents on the advantages and disadvantages to these arrangements, 

1. Contract w i t h  an Individual Consu! tant  to Open an Office and be Responsible 
Tor the Promotional t t fo r t s  

.. 
Advantages 

This arrangement would probably be 1 ess costly and be more f l  exihle to 
pro j e t :  demands. 

Disadvantages 

I t  would be d i f f i c u l t  to identify an individual who could provide a l l  the 
necessary support services and networking capability. Also there would 
probably be 1 imited comnitment. 

I 2. Contract w i t h  an Individual to Work Out of a Non-Profi t Organization such as - 

the U.S. Chamber of Commerce -. - 

. *  
Advantages 

- 

- The availabil i ty of an infrastructure to the U.S. business community and the 
support services would be immediately available. Li t t le ,  or a t  least  less ,  
time would be spent on building and accessing a network of U.S. MD firms. 

-- - .. - - 
Tn aazirtfon, -imbn6ers of the organizatfon cciiiTd be avaTlabTe- to- provide 

- support on specific international and Indian issues as well as provide 



, . and . t o  the U.S. I e f f o r t .  A p a r t i c u l a r  - 
J advantage o f  t h i s  would be the network of the India-U. S. Rusiness Councf 1 , a 
- 

semi-independent adjunct  of the Chamber, and the Indian and U.S. business 

contacts a t  i t s  disposal. This could prove t o  be a key fac tor  i n  promotion 

o f  the pro jec t  as wel l  as i n  b r ing ing  together Indian and U.S. j o i n t  venture 
- 

partners, as wel l  as broker ing the deals. 

Another major advantage would be the b inat ional  network which the India-U.S. 

business council  could b r i n g  t o  the pro jec t ,  inc lud ing Indian business and 

government contacts as we1 1 as American and Indian-American busi  ness f i  rms . 
This l o c a t i  nn wou! ci a1 so a l l  ow the PACT' representat ive t o  have access t o  the 

the extensive communications network of the U.S. Chamber o f  Comnerce, which 

includes a va r ie t y  o f  widely c i r cu la ted  per iod ica ls  as wel l  as te lev is ion  

and rad io  ou t le ts .  F ina l l y ,  modest of f ice space might be made avai lab le 

through negot ia t ion w i th  the Council and Chamber o f  Commerce. 

D i  sadvantages 

Unless resolved, the bureaucracy of a 1 arge organizat ion such as the Chamber 

and the India-U.S. Busines:. Council could be a hindrance to  the pro jec t  i n  

terms of quick reac t ion  and turnaround time for  processing j o i n t  venture 

projects.  I n  addi t ion ,  o ther  p r i o r i t i e s  may subordinate the U. S. 

promotional e f f o r t  s ince there i s  no --andate f o r  t h i s  p ro jec t  and numerous 

other organizational goals and object ives may supercede the PACT. Also, the 

Chamber i s  essenti a1 l y  concerned w i t h  pol i c y  and advocacy and these 

considerations could conceivably constra in U. S. promotional e f f o r t s  unless 

provisions o r  arrangements were agreed upon which would avoid the 

aforementioned constraints.  This coul d be done through careful wording o f  

t3e contract and p ro jec t  ro les  and respons ib i l i t i es .  It should also be 

noted t h a t  the major goal o f  the U.S. Chamber i s  t o  help and support U. S. 

business, although if the pro jec t  were supported by, and i n  the 

administrat ive mechanism o f  t h e  India-U. S. Business Council , then some o f  

these disadvantages may be neutral  ized. 



Advantages 

A g ran t  o r  con t rac t  t o  a U. S. non-prof i  t organizat ion such as the India-U. S. 

buslness councl l  i n  the U.S. Ch~mber o f  Commerce would b r i n g  a ready made 

i n f r a s t r u c t u r e  and network t o  t he  U.S. business comnunity which i s  c r i t i c a l  

t o  the success o f  the PACT. 

However, the grant  o r  con t rac t  should probably be made t o  the Council r a t h e r  

than t he  Chamber so t h a t  o ther  p o l i c y  goals and ob jec t i ves  do n o t  i n t e r f e r e  

o r  subordinate the U. S. 7romotional e f f o r t .  

There i s  an e x i s t i n g  model f o r  t h i s  mode of cooperation between an 

AID-funded a c t i v i t y  and an organizat ion re l a ted  t o  t he  U.S. Chamber. A t  

present, an American representat ive  o f  the Egypt-U. S. EJusiness Council i s  

r es i den t  i n  Cairo, working under an AID-funded con t rac t  t o  reduce "red tape" 

and other  bureaucrat ic  del ays t o  increased business a c t i v i t y .  

Other U. S. non-prof i  t organizat ions such as the National Associat ion o f  

Manufactures (NIIM) would o f f e r  no s ingu la r  advantage such as the  spec ia l  arm 

of  the  U.S. Chamber of Commerce t h a t  i s  the India-U.S. business Counci l .  

The Council, w i t h  i t s  own mandate o f  promoting U. S. - Ind ia  Business, i s  1 ess 

bureaucrat ic  and n o t  l i k e l y  t o  subordinate the  PACT e f f o r t  o r  cons t ra i n  i t s  

a c t i v i  t i e s .  

The goals and ob jec t i ves  o f  t he  Council are a l so  h i g h l y  compatible and 
5 

congruent w i th  the PACT and the  U.S. e f f o r t .  

J 

The Council, i n  t h i s  case, would h i r e  a D i rec to r  f o r  the  e f f o r t  and be 

responsible t o  the Bombay O f f i ce  i n  i t s  funct ions and a c t i v i t i e s .  The 

Council would b r i n g  s p e c i f i c  business experience i n  I n d i a  t o  the  U.S. e f f o r t  

as we l l  as vast  contacts  w i t h  U.S. a n d  Ind ian business f i rms  i n c l  ud isg zn 
awareness of I nd ia ' s  business c l  imate, economic and d e ~ e l  opment goal s and 



There might n o t  be su f f i c i en t  independence and control  of the pro jec t  i f  'it 

i s  housed i n  a U.S. non-profi t  organization. Also, Incentives and 

m t l v a t l o n  cculd be a problem f o r  an organizat ion which has bas ica l l y  

another po l  i c y  and program agenda. Morsover, the organization would have t o  

h i r e  tbe r i g h t  person who can put business deals together and play an ac t ive  

broker ing ro le .  This i s  no t  usual ly cha rac te r i s t i c  cf the m i n  pub1 i c  

re1 a t i ons  r o l e  t h a t  non-profi t organizat ions play and which i s  compatible 

w i t h  t h e i r  mandate. Any consideration of  a grant or  contract to the Chamber * 
- 

o r  t he  Council would have t o  be s t ructured t o  avoid these disadvantages. - 
- 

4. Contract w i t h  a U.S. Pr ivate Consult ing Firm (Business) t o  Promote J o i n t  
ventures and Techno1 ogy Devel oprnent 

Advantages 

A frl r m  which had the in-house capabil i t y  woul d be an advantage i n  t h a t  

experience and qua1 i f f  ea ti ons o f  s t z f f  "bo! d provide a broad based support 

t o  the  U.S. e f f o r t  and probably have a network o r  access to a network o f  the 

business community, i n addi t ion to the necessary 1 og is t i ca l  and o f f i  ce 

equ?pment support. Incenttves would probably be higher i n  a business or  

consul t ing f i r m  t o  perform and get the job done e f fec t ive ly  and e f f i c i e n t l y .  

D i  sadvantages 

Depending on the business, cost could be higher w i th  t h i s  arrangement and 

the person may not  have the desired 1 eve1 o f  commitment i f a1 ready on 4' 

board. But f ind ing the r i g h t  f i r m  o r  business would be d i f f i c u l t .  Also, i f  

firm i s  1 arge and in ternat ional  , the p ro jec t  coul d be a conf l  i c t  of i n t e r e s t  \ 

w i t h  other  con t rac ts .  

S ~ ~ p p o r t  may no t  alwys be ava 

- This woul a ~iepend great ly  on 
- - -- nvnnrianrn snA + r s r b  - n r n u A  - - r m U T  

pro ject ,  then the f i r m  woul d 
s c r u t i  n ized ca re fu l l y  . 

il able because o f  other business p r i o r i t i e s .  
I 

the type o f  firm, i t s  s ize  and i t s  management 
Tf.  & $ .  $s.~L* w* &I..- -- - -  

have t o  h i r e  the staf f  who should be 



I n  sunary ,  a l l  f ou r  options are v iab le  and there may not  be a great deal o f  
- 

d i  fference between them I n  t e r m s  of ge t t i ng  the job done. Cost could be a 

var iab le  f a c t o r  b u t  again t h l s  would depend on the fl exf b i l  i t y  o f  the grant 

o r  contract  process. For example, a person working out of an o f f i c e  a t  

maximum government rates would be less  expensive than t h a t  person h i red by a 

f i rm w i t h  overhead and fee costs. However, t h s e  are tradeoffs, since the 

l a t t e r  woul d provide in-k ind support services and a network capabil l t y  which 

would be c o s t l y  f o r  the former t o  acquire. On the other hand, some pr lva te  

consultants who do j o i n t  ventures and broker ing can be very expensive and 

requ i re  waivers f o r  t h e i r  fee or salary rates. The key t o  the U.S. e f f o r t ,  
however, i s  the type o f  person who has the dedication, mot ivat ion and 

c red i  b i l  i ty s f  perform the work. 

This person could function out o f  any organizat ional  arrangement o r  

s t ructure,  which would be secondary to  the qua1 i ficat ions and experience o f  

the  person to run  the U.S. promotional e f f o r t .  

Idea l l y ,  a p r i v a t e  consultant who would work under the aegis o f  the 

India-U.S. Business Council e i ther  (or  both) i n  New York and Hashington 

would probably provide optimum background, networking and support services. 

This might be, re1 a t i  ve ly  speaking, more advantageous than the other options 

prov id ing the cont rac t  language was spec i f i c  i n  terms o f  ro les,  

responsibl f t i e s  and report ing. Whether the contract  was t o  the fndividual 

w i t h  cost  shar ing arrangements wi th  the Council or whether the Council would 

he the r e c i p i e n t  o f  the  grant contract i s  a lega l  and organizational 

question f o r  the A I D  contracts o f f1  ce. Other ar~angements however might 

work ou t  equal ly  wel l  such as negot iat ing o f f i c e  space w i t h  the I R I  and 

having a consul tant  work out o f  t h e i r  o f f i c e  i n  New York. Also, any o f  the 

other  arrangements would be viable and could be negotiated, a1 though there 

i s  more advantage t o  providing the Di rector  o f  the U. S. Of f i ce  w i th  

su f f i c i en t  1 inkages and support services w i t h  established network capabf 1 i t y  

o r  a t  l e a s t  access and capab i l i t y  t o  tap i n t o  a network o f  U.S. companies, 

1 i ke the India-U. S. Business Council . 
w 



D. Cast - 
A I D  has proposed a grant o f  up t o  $250,000 per year f o r  the  U.S. pronotlonal 

component o f  the pro ject .  This c e l l  l ng  I s  probably wel l  w l  t h i n  the costs which - 

might be incurred I n  s e t t i n g  up an o f f l c e  w i th  a fu l l - t ime  d i r e c t o r  and 

secretary, a1 ong w l  t h  o f f i c e  space and equipment. However, the costs could be 

reduced t o  below the $250,000 leve l  dependfng on the organizat ional  
- - - arrangements. However, i t  woul d appear t h a t  whatever arrangemsnt I s  f i n a l  1 y 

established, the minimum cos t  would probably be $I 50,000 and t h i s  woul d no t  
7 

1 
provide optimum support services. The essential question i s  what kinds o f  

support can be prov.ided and what arrangement w l l l  best  promote the pro jec t  w l th  
w -  -. assurances o f  comml tment, capabil i ty and cont inui ty.  Parenthe t ica l l y  , i t  

should be noted tha t  charging f i rms a fee f o r  servfces a t  some p o i n t  was 

suggested. While t h i s  may appeal t o  AID i n  terms of revenue t o  support the 
I pro jec t  I n  a k ind  of revo lv ing  fund, It i s  NOT recommended. Too many c o n f l i c t s  

o f  i n t e r e s t  would occur I f  f i rms are  competing w l th  one another f o r  services, 

which i s  what would undoubtedly happen i f  a fee s t ruc ture  was p a r t  of the 

promation e f fo r t .  



f $ a M  

m m 4 m  
GOVERNMENT OF INDIA 
MINISTRY OF FIUANCE 

Department of Economic Affairs 
%S?/N~W B l h i .  

- r o w s  p sinc c r e l y  , 

!<re &;en Cyllcc, 
D i r  cctcr  , 
L'Sii ID , 
A i i c y i c a n  &bassy, 
Ticl: 3 d h i  


