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PUBLIC/PRIVATE INFRASTRUCTURE
PARTNERSHIPS IN THE FIRE PROJECT

The Center for Financial Engineering in Development (CFED) was awarded a Delivery
Order under Contract No. PCE-1008-1-00-2069-00 an 1QC with FIUD/USAID of which
ClLLDL Is prhme contractor to camplete live tanks In connection with the prepination of

the FIRE Project Paper, USAID/New Delhi Mission and the RFHUDO/New Delhi.

The necessary research and interviews were conducted. The lindings, together with
the contractor’s cxperience in the development and financing of public/private
infiastructure partnerships in other parts of the world, are described and organized in
chapters covering each of the five lasks. '

TASICONIE, "The contractor shall under talae am cxamination ol the issues related to
the financial engineering of infrastructure projects for bond financing."

TASK TWO. "The consultant shall evaluate the other institutions related to the
project financing process such as issuers, regulators, traders, rating agencies and
investors, with focus on the actors of the debt market, as well as the opportunities
and constaints tor opening a channel between potential hond investors and project
based revenue bonds to be developed under the debUinfrastructure component. In
particular, this analysis shall evaluate the process of developing the channcl to
promote "deal making™ with some ol the bonds developed for the examples in
Section 1. {of the task order)"

TASICTHREE. Using the examiples developed in Seetion 1, the contractor shall agsess
the potential for initial private placement of project based revenue bonds and the
subsequant conclusions and malke recommaendations on how the HG and grant funds
can best be utilized to accomplish the goals and objectives of the project.

TASK FOUR. The contractor shall assess the impact of the nmerging financial
liberalization on the ability to place these bonds, as well as terms and vyields of the
bonds.

TASK FIVE. The contractor shall prepare recommendations and alternatives for a
training plan. A critical element (o be undertaken by the debt/infrastructure
compaonent is taining for the infrastructure fnance institutions, the grant recipient,
and the state agencies and local bodies.

TASIC SIX. Hecormmendations
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CHAPTER ONL !

TASIKC ONE. “The contractor shall undertake an examination of the issues related to
the financial engineering of inflrastructure projects for bond financing.”
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TASK TWO.

CHAPTER TWO

"The consultant shall evaluate the other institutions related to the
project financing process such as issuers, regulators, traders, rating
agencies and investors, with focus on the actors of the debtmarket, as
wellas the opportunitics and constraints for opening a channel between
potential bond investors and project based revenue bonds to be
devaeloped andaer the debt/infrastrocture component. In particular, this
analysis shall evaluate the process ol developing the channel to
promote "deal making” with some of the bonds developed for the
examples in Seation 1, (of the tasle arder).”
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expoected to tackle larger and more complex projects than they have in the past, they
need to acquire specilic specialized expertise,

I ES should be selected as the TG borrower for this project, this firm could makoe
a signilicont contibution to the education ol other infrastiucture sponsors and
financial intermediaries by providing what could be termed "laboratory conditions”
under which to acquire hands on exporicnee, This ideais elaboratedin Chaptoer Five.
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Anathei exanple, Is the contibution ol scaed money Lo attact other investors and
co-sponsors. Infrastructure projects usually can not be viewed in isolation but rather
must be considered in the broader context of urban development.  The magnitude of
such projects, especially in Indin whaere the need for arban inlrastructure is critical,

require financing from several sources ol capital. The HG will be an essential
component of the early linancing of the project, in order to attract funding from other
sources. -

[ sy instancos the TG will e used as tempory funding of o project. This means
that HG funds can be reused repeatedly for the benelit of jump starting a number of
projects. In this sense, the beneiflts from the HG will be multiplied through a larger
number ol projects alfected,

D. Why private participation in public services?

Because governments have found that they can no longer afford to provide the level
and quality of infrastructure services requited to improve the quality of life of all
people.  Lack of public funding will become even more acute in the future.
Governments need private investors to build, operate, and finance public services.

E. Why seel linancing, both debtand equity, for infrastructures projects in the
sccuritics market?

From the standpoint of the project, becanse more funds at a lower costecan be raised
in the securitics markets than through dircct loans.

From the standpoint of the economy as a whole, because projects will be closely
scrutinized by the manket, far more rigorously than by a government-subsidized
lender. A result, those projects that are undertaken will fully justify the allocation of
resources. Those which are rejected by the investing market should be reconsidered.
Some will be determined to have exclusively  social value and should either be
attached to and receive a cross subsidy from another commercially viable project or,
if this is not passible, be subsidized totally by 8 govaernment entity and financed out
ol tax revenues.,

. Suggested mstruments And Techniques tor Project Financing In India

The array of interest rate techniques, instruments and protection devices has
expanded rapidly in the last few years and will no doubt continue to do so in the
future. These devices can be used with many types of borrowings in project financing
to recast the interest rate and currency risk,

The Indian market has the necessary liquidity to accept these strategics and many
mare.  Also some Indian professionals who operate in the securitics markets already
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have the expertise 0 adapt new instruments to the local environment.  However,
these finance professionals are only a handful of people who work in a competitive
Mancial envitomment and e not inclined to divalge their expertise, The level of
financial sophistication needed to design techniques and instruments to conform to
the project and the investor, is not available at other than the highest level of linance
In India nor to private sector developers, investors, and government agencies at the
national, state, or municipal. '

Following is the description ol some suggested financial techniques and instruments
that could be used in India for infrastructure financing.

° Co-financing and complimentary financing is traditionally used in connection
with international development bank loans, but it is applicable in cases where
linancing comes from dillerent sources, whether official funding is involved ar
not. The idea is for the donor agency to provide seed money for the project
to encourage the participation of private and official investors by enhancing the
solvency and perceived credibility ol the project.

. Bankers acceptance sccurities to bacl up letters of credit extended through the
construction period. The letter of credit guarantees payment to the supplier
of goods and services. The issuance and backing of the letter of credit is
parformaod by o bank, The docomaent generated is o security ealled "Bankars
Acceptance”, which is traded in the debt market.

. Global Depositary Receipts (GDR's) wre similar to the Ametican Depositary
Receipts (ADR’s) in that they are certificates of ownership of securities issued
in the country of origin but they are traded globally as well as domestically.
This mechanism, as proved by the extensive use of ADR's, is an important
mechanism to stimulate local markets and obtain international funds.

. Caps, floors, swaptions and callable swaps are all interest rate protection
devices. The purpose is to cnable a project to match assets and liabilities,
wharehy o project can reassamble the payment streams on debt to match thae
income streams on an asset,

Caps or Hoors enable the issuer 1o locke in o deflined upwiand or downward risk
exposure to floating rate. They can be either attached to a lloating rate debtissuce
or purchased separately. Swaps enable an issuer to lock in a specilic funding rate.
A swaption Is an opton on a swap which gives the ovwner ol the swaiaption the tight
to enter into a swap at a certain rate at scme defined time in the future.

. Another viriation is the Stipped Hoating Rate Note with o Cap. These copped
notes were developed to provide issuers and buyers with dilfferent advantages.

g



The issucer is protected if interest rates rise above the cap. The huyer receives
o higher rate tor the benelit acerued to the issuer, The caps which represent
a privilege, or an asset to the issuer, can be stripped and sold back to the
investment banker. In turn, the stripped caps can be resold to another lower
graded company {such as o inlrastiuctune project) which could have not
otherwise have obtained capped rate financing. This strategy only applies
when there is probability of raising interest rates. -

Zero coupon bonds. These are deep discount bonds. The issue price of the
bond a the time of purchase is much lower, depending on term and discount
rale, than the par value recelved ot maturity. This opens o wide range ol
possibilities for using these bonds in project finance, from guaranteeing another
obligation with equal maturity, to covering zeros into reqular bonds or equity
once the project is well underway and producing profits sullicient to cover
redemption or conversion. The key feature is that a small disbursement is
neaded to purchase a zero coupon band at a time when the project has no cash
flows. The small disbursement buys a guarantee for another investment until
the project is capable of retiring the debt.

PPI Projects: A Special Case of Public/Private Infrastructure Partnerships

The entire Asia region is undergoing massive cconomic development and
expansion. Rapid economic expansion translates into a necd for massive
developmaent and infiastuctine projects, 10 s estimated that this region,
excluding Japan, will generate more than $500 billion worth of infrastructure
projects in the next five years.

The need for capital investment ;s large and requires enormous funding. The
realization that alternative strategies must be employed in developing new
infrastructure, and maintaining and modernizing existing facilities, has led to the
use of public/private infrastructure (PPI) partnerships throughout the world, and
primaily in Asin, These public/private pintnerships often crploy the use of
Build Own Oparate (BOO) and Build Own Transier (3OT), and other variants of
private sectlor participationin infrastructure development that promote a greater
amount of risk shining with the private scotor and marlaed discipline in project
identification, financing, management, and implementation.

The basic characteristic of PPPLis the establishiment of arrangements by the
government 1o grant long-term, irrevocable concession agreements  or
anschises to private investors, authorizing them to baild, ovwn, operate noeedaod
infrastructure, in return for an exclusive contract to provide services over a time
period sufficient to amortize the capital investmant cosls, :



A. Public/Private Partnerships b Indla

In the context of now market-oriented policies of the GOl and the need for
altracting torcign ditect investnents  and  technology, the provision ol
infrastructure is a key prerequisite for the success of the new ccononiic policy.
IUis in this context that the GOL has now sought the participation of the private
scctor in core fields of infrastructure to provide, in a spirit of partnership,
financial, managerial, and technical resources.

India possesses many of the characteristics that will determine the successful
implementation of publi/private partnerships, notably:

a) a desire to promote investment in non-traditional sectors,

b) a growing demand placed on existing inlrastructure and o recognition of the
importance of new, more cfficient systems,

¢) a growing reputation as an atbactive investiment location;

d) a firm commitmeat by the GOI to pramote market-oriented approaches to
cconomic development;

o) highe savings rate; o :

) most importantly, an active capital market which has gained depth
considerably since the carly 1380s, ‘

B. Guidelines for Successful Public/Private Infrastructure Partnership schemes
in India

A faature of PPE programs that shoold he kept in mind is their particular
suitability tor tinancing the capital construction cost ol inhastructure projects
for which technical, cconomic, and financial feasibility can be delermined.
Privite investors will hecome interested in undertaking such projects to the
extent of their capacity to generate atevenue steam that can be captured, and
applicd to the amortization of the capital investment funding. This would
typically include such projects as bridges, tunnels, power plants, ports, airports,
trunk highways, lelephone systems, water treatment and waste waler
treatment plants, and so on, but nead not be limited to the examplas given.

Another important feature of PPl is that it uses the creditworthiness,
managemaent capacilty, corporate tact record, and "linancial stamina” of the
privitte lnvestor company (either with or withouot o local joint venltuee pistnet);
and often includes participation of the construction contractor. Whatis crucial
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TIRRUPUR INFRASTRUCTURE IMPROVEMENT PROJECT

Sponsor: LIS
Invastment: $75 Million

Expected Net Present Value of Cash Flows (in millions $):

Discounted at 12% $ 125
at 16% $98.3
at 209, 579

Expected award of contract for design, construction and management: January 94

HIGHLIGHTS OF THE PROJECT:

The most remarkable characteristic of this area is that, in spite of being one of the
husiest manufacturing center of export goods in India, it has no water and sewer
system, and inadequate roads. The population is mostly composed of workers in the
manufacturing industries.

People now pay water tank trucks Rs. 30 per 1000 liters. Once this project s
operational, they will pay only Rs. 2 per 1000 liters., Commeaercial consumers will be
charged R, 15 per 1000 liters, A mechanisim has been devised by the sponso
whereby the water charges will provide a cross-subsidy for the sewage.

The Government of Tamil Nadu, Tirrupur residents and industry, and ILFS have

provided the necessary equity investments. Bonds will be issued to cover the balance
in tha snma fashion as the Madhya Pradesh model trust,

uiru il



VEERANAM WATER SUPPLY SCHEME

Sponsor: ILFS
Invastmoent on improvomont ol oxisting system: $30 Million
Investment on pipes and distribution system: $150 Million

Expected Net Present Value of Cash Flows (in million $):

Discounted at 12% $310.0
at 16% $256.0
ol 2000 ‘370‘30

Expected award of contract for design, construction and management: January 94

HIGHLIGHTS GF THE PROJECT:

One of the interesting characteristics about this project is that it was on the drawing
board for more than 20 years. Finally, the city of Madras has reached a critical stage
of water shortage, and faced with scant public funding, is undertaking this project as
o pablic/priivato pintnarship, This is dnother ilostration ol the increasing receplivity
of municipalities to enter into commeaercial agreemaents with the private sector in the

(ace of o crises,

BACKGROUND:

. Madras city depends on a single monsoon for meeting the drinking water
requirements of nearly 5 million citizens. Even in years of normal monsoon, per
capita availability of potable water at 70 liters per day is the lowest among

metropolitan cities in India.

. On nccount of the hilore of the 1992 monsoon, the city is carrently grappling
wilh serious water shortage, and the per capita availability has fallen to a low

of 35 liters per day.

. There is thus a need for a reliable supplementary water source to meet the

raquiremaents of this fast expanding metropaolis,

veeral
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DELHL- NOIDA TOLL BRIDGE -
Sponsor: ILFS
Investment: $250 Million

Lxpucted Net Present Value ot Cash Tows (in million @)

Discountod a1 12% £110.0
at 16% $ 72.2
at 20% 5 50.0

Expected completion date:

HIGHLIGHTS OF THE PROJECT:

Noida Areais an integrated industrial township established by New Olhla Industrial
Development Authority (NOIDA) in close proximity to Delhi, across river Yamuna.
Noida is mainly dependent on Delhi for various civic amenities including socio-
cconomic aspects. Presently, the linke between Noida Arca and Delhiis throuygh
two bridges namely Nizamuddin Bridge and Okhla Bridge cum Barrage which is of
very little convenience due to its odd location and alignmaent with Delhi outskirts.,

This bridge will be constructed under the same scheme as the Madhya Pradesh
Trust (MP 1), However, the size of the project is lager than the original MPT and
its financial structure more ambitious. Also, the engineering work was bided in an
international tender. Kampsax, a Danish consortium, was the firm selected to do
the engineering wotk. The feasibility study and detailed project report will be
finished in early 1994, and construction will be completed within one year
thereafter.

Bonds and shares will be sold directly to the public with ILFS as the market maker.
The sccurities will be listed on the OTCI, the only market which has a two way

quote system and transparent transaclion systenm.

Tha offoring mamorandom is heing prepared. The Asian Developmaent hae
co.amitted $2.5 million o cquity shares and $10 million to bonds.

Dulnoll
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LIGHT RAIL TRANSIT (LTR} SYSTEM IN HYDERABAD

Sponsor: ILFS
voaastimont: 3250 Million (TOTALY: 120 Million (First Seqgiment)

Expected Net Present Value of Cash Flows First Segment (in millions $):

Discounted at 12% 5249
at 16% $192
at 20% $155

Expected completion date first segment of the line: Mid 1998
HIGHLIGHTS OF THE PROJECT:

The financing and legal structure of this transportation project is patterned after
the Madhya Pradesh model trust.

An Urban Mass Transit Corporation has been areated. The Board of the
carporation is composed of representatives from the Government of Andhra
Pradesh (A, the Mindstry of Urhan Developoent, the sponsot, and bhushhess and
private members of the community. '

Ihe Chiel Executive Otticer and tow other olficers are protessionals appointed by
the sponsor. The rest of the management structure is based on recommendations
contained in the feasibility report. It is important to note that the professional
team has been recruited internationally and will be responsible for the timely
completion of the project.

Revenue will be generated from many sources: ticket sales, advertising space, and
the rental of business retail space.

Construction and operation will take place in stages. At the end of cach stage
construction loans will be paid with proceeds from the sale of equily shares and
bonds. Government of AP will guarantee a determined level of revenues.

Thae offering mamoranduny is not yet available, but there have been many
sxpressions of Interest from a wide tange ol investors. Tty expoected that a linge
portion of the securities from this project will be sold retail as well as institutional.
Additional cradit will he available from multilateral and national export import
banks.

FHyder?
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WORLI BANDRA LINK BRIDGE

Sponsor: ILFS
investment: $90 Milllon

Expected Not Present Value of Cash Flows (in million $):

Discounted at 12% . $198.0
at 16%, 5130.0

at 20% $92.0

Expected award ol contract ltor deslign, constiuction and management;
November 93

HIGHLIGHTS OF THE PROJECT

The city of Bombay is the capital of the State of Maharashtra and considered the
financial center of India. Owing to historical reasons, economic activitics
dovalopad and concentiated in Bombay Island, which is namrow and long on i
North-South axls and has only 1.6Y percent ol the arca ol the Bombiay
Meatropolitan Region (BMR). At the macro planning level, efforts have been made to
shilt cconomic activities out of the Istand and ransportlinks continue to be
developed to facilitate this.

Though the Government of Maharashtra’s (GOM) Public Works Department (PWD)
initiated preliminary design work on scctions of the West Island Freeway, the
miagnitudo of costs involved raised questions about tha priority of the investment,
when there were other demands lor Government funds. In 1991, the Governiment
of India enunciated a new policy framework which was more market oriented than
hitherto, In this context, the GOM daecidaed to give Infrastructure Leasing and
Financiol Services (IL&ES) a mandate to construct the Bandra Worli Bridge portion
of the West Island Freeway, as public/private partnership with limited recourse
financing based only on the operation of the project. The project will revert to the
State in a number of years once the investment has been recovered. This project
will be structured financially and legally along a similar pattern as the Madhya
Privdesh model trast,

SCOPE OF THE PROJECT
For the Bandra-Worli bridge portion of the West Island Freeway to be viable as a

tolled, "stand alone” project, all the major potential traffic steams must have
access to it and sufficient benefits should accrue to these streams through the use
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EXAMPLE OF A COMPLETED PUBLIC/PRIVATE PARTNEﬁSI-IIP
THE RAU PITHAMPUR TOTL ROAD, MADHYAN PRADESH
Sponsar: ILFFS
Investment: $2 Million

Expected Net Present Value of Cash Flows {in million $)

Discountaed ot 12% $3.9
at 16% $3.2
at 20% $2.75

Expected completion date:

Highlights of the project:

This toll road project was conceived two years ago and will start operation in
August 1993. It was designed to be a ground breaking example of a public/private
pattnership in the provision and financing of arhan sorvicoes,

This is a commercially viable project in the sense that it was financed at market
rates, with equity investment by the sponsor and debt instroments fully subscribed
by institutional investors at market rates.  The debt instruments do not conform to
SLR requirements, therefore they were sold strictly based on investment quality.

What is most noteworthy about this project is that it demonstrates the application
of a special purpose investment mechanism which is viable and can be replicated.
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than other investments. Mediating this process there had to be a sponsor
responsible for designing the right financial and legal structure to fit the particular
neaeds and desires of the other parties.

In this particular case the securities market channel was not essential. Howaver,
the process will run faster and smoother il the secondary market expands and the
investor client base widens.
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CHAPTER FOUR

TASIC FOUR. The Contractor shall assess the impac of the emerging financial
liberatization on the ability to place these bonds, as well as terms and

yiclds of the bonds.
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Attachmentto Chapter Five

PProject Appraisal for Conunerciol Viability
Public/Private Infrastructure Partnerships
Advanced Interest Rate Risk Management

Valuation of State Owned Asscls
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o SAMPLE COURSE OUTLINES FOR ILLUSTRATION OF THE KIND OF
TOIICS 10 BE COVERED TH THE ITHFRASTRUCTURE TRATIHING PROGRAM,
SPECIFICALLY IN "INSTITUTIONAL AND PROJECT SPECIFICY
TECHNICAL TRAINING, LEVEL ONE.

THESE OUTLIMES DO MOT NECESSARILY REPRESENT LECTURES. THEY
CAN DBE MODIFLED AND USED LI 'PECHNICAL FOCUS GROUPS (T'FG'S)
AS A CHECKLIST TO COVER DURING THIZ TFG EDUCATION PERIOD.
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ADVANCED INTEREST RATE RISIK MANAGEMENT

MOTIVATIONS AND TECHNIQUES

Overview to Interest Rate Risk Management

e Sources of risk

. Heasons for thoes to biedgo ol

* Reasons for firms not to hedge risk

¢  The hedging principle

e [undoamental differences hetween futuires ond optons contracts

Yield Curves and Forward Rates

* Uses of yicld curves in financial management

* Imputing the zero-coupon vyield curve from the observed yields on coupon-
bearing transuries

e Calcutating fmplied forward rates on money and bond market securities

e Theories of the term structure interest rates

Bond Pricing, Duration & Convexity

. Nond yields and picos

e Coupon and maturity effects

* Interpretation and calculation of the Macaulay duration statislic
. Strangths and weaknesses of standiod duration

* Using Duration in immunization strategics

* Risks to pursuing gains from convexity

THEME: INTEREST RATE FUTURES CONTRACTS

Institutional Characteristics of Exchange-Traded Futures Contracts

* Key differences between futures contracts and forward contracts
e Pay-Offs to buyers and sellors

e  Margin accounts

* Daily mark-market valuation and settlement

e Secttlement procedures: Delivery vs cash

e Actively traded futures contracts (Eurodollars, F-Bills and T-Bonds)

Futures Pricing

* Cash and Carry Abitrage

e Tteverse Cash and Carry Arbitrage

e PFutures Rates & lonplicd Forward Rates

Haodgo Ratios: The Optimal Number of Contracts to Hadgo o Given Rislc Exposure
e Basis point valucs

* Duration-based hedge ratios
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Historic and Implied Volatility .?
* Estimating historic volatility to price an option i
* Calculating implied volatility from premiums on traded options

Worlishop on Swaptions & Call Monetization
* Using Swaptions to manage the interest rate risk inherent in callable bonds

INTEREST RATE CAPS, COLLARS, FLOORS AND E¥O¥IG OPTIONS

Interest Rato Collars and Floors

*  Market development

¢ Quotation & valuation ;

* Caps and floors as series of put and call options on a hypothetical debt
security |

. Collars as combinations of caps and fioors

s Cap-lloor-swap parity

* Implications of parity for valuation and credit risk analysis

*  Trade-offs batwaeen caps, collars and swaps in hadging interest rate risk

EADTHE OPTIONS
. Avorngo price, or Asthing options
e Barricer or one-touch options
¢ lLook-hack options

. Appllcations o Hoancinl ioimagenent

Workshop on Participating Agreements
* Using combinations of caps and swaps to "financially engineer” an innovative

contract to share interest rate risk
CASE APPLICATIONS USING FUTURES & OPTIONS ON INTEREST RATE SWAPS

Nocont and Usor Applications in the Current Environment

Analyzing Mortgage Prepayment Risk

inm
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* Determining the effect on value of increased market share, higher

upumlan marging, better asset utilization, or alternative capital structure
i

Business Planning and Restructuring: Analyzing Value in the State-Owned

VALUATION OF STATE OWNED ASSlETS

Techniques of Financial Valuation for State-Owned Assets: Determining the
Appropriate Financial Value

Standardizing Accounting and Financial Reporting Systems ,

e Developing an accurate asset and liability picture

e« Creating and analyzing an income statement '

J Determlnmg accurate cash flow operations: current and projected cash
flow needs

Discounted Cash Flow Model: Developing a Framework for Financial Analysis

¢ Designing the components of the discounted cash flow model

o Analyzing cash flow for o state owned asset

e Techniques to analyze the appropriate discount rate

e Determining the length of the cash flow forccast

e Determining the financial value ol a company’s operations, debt, and
equity holdings

The Asset Valuation Model: Examining Value Within the State-Owned Asset

e Measuring book value and adjusted book value of the asset

o Dotorminiog liquidation value: creating o banchimarle for "quick sale”
privatization transactions

« Replacement value strategies and the impact W|th|r1 the mdustny

The Earnings Valuation Model

¢ Methods of capitalizing earnings

e Determining historical carnings: a guide for future compiny performance
e Forecasting future earnings under present ownership

e Forecasting future carnings under new ownership

e Procedures to establish a price-carnings multiple

N

pacial Toples in Valuing State-Owned Asselts
Valuatlon of viable ygolng concerns vs non-viable going concarns
Valuation methods and techniques for public offerinrgs on a securities
exchange ) ,

* Managing and working with external valuation advisors

» Valuation methods in the performance of emergiiy markets



Creating and analyzing forecast assumptions and scenarios for the firm
and Industry as a whole

Estimating and evaluating the cost of capital and cost of equity
Estimating and analyzing earning and dividend-paying capacity
Maasuring and Interpreting the results ‘
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RETUDO/New Delhi

REGIONAL TRAINING, NETWORKING AND ll\ll'-()HM/\'I;l()F\J EXCHANGE::
' STRATEGIES AND ACTIVITIES

The tralning component ol UL O/Mew Delhl's reglonal portfolio vwas frst detailed
in its 1988 Training Strategy commissioned when there was onc RHUDO located in
Nanglolk that sarvad all countries in Asin. That strategy set forth three major goals:
(1) adoption of appropriate national policies; (2) sklil development ol stalf in key
agencies in sectors of importance to the RHUDO; and {3) capacity building of key
talning Institutions in the reglon. The 1992 evaluation of RHUDO 5 training portfolio
{covering 1988-91), the lirst draft of which has been received by the RHUDO,
generally validated the strategy and activities undertaken by RHUDO to date.

RIHUDO/New Delhi’s regional training emphasizes networking, and policy dialogue, the
development of relevant regivnal academic and training programs, and links between
U.S. training Institutioas and counterpart organizations in the region; its country-
specific training emphasizes skill development of key counterparts in implementing
agencies as well as assistance ol relevant in-country training and research institutes

In specltic countiles as well @5 policy dinlogue.

List of Rogional Training Nctlvities

The activities fall into the categories noted below. Descriptions of accomplishments
to date, current status and planned work follows the listing.

Regional Networks

. Policymakers

. Uirhan Environment

. Disaster Manageiment

. IMousing Finance Coalition

. UNDP/UNCHS/IBRD '
. Informal Sector - Land/Shelter

Information Exchange
. Regional Mewsictte
. Oceaslonal Papers/ talles

] AIT/ADPC Publications

Regional Training

. Regional Seminars



MOUD, Its Resource Institution, and Selected Central/State Government Organizations

Training and Technical Assistance will be given to the MOUD, its resource institutions,
as weall as other Central and State Governnmental Agencies, to ensure that the propoer
environment and requisite policies exist to develop the debt market and the urban
environmental infrastructure component of this project. Examples of training follow:

o Policy Workshops, conducted in India, in the region and in the U.S. to raise the
awareness of current resecarch and experience in all aspects of this program.
Building training along with TA with documentation given to NIUA and HUDCO.

o Technical workshops, in India and in the region, on all critical topics.
' :

brainsupport of selected individuals to regional long and short term



A NOTE ON TRAINING NEEDED BY HUDCO

HUDCO made a presentation to NB and Meera Mehta articulated training needs of the
organization in order to enable it to participate more effectively in this new activity.

TRAINING AREAS:

Planning and Project Formulation

o

o

O

Q

City Level Strategic Planning (finance and operations planning)

Project Formulation and Appraisal for Service Groups Like Water and
Sanitation, Roads and Bridges, Land development, Transpo-tation
systems, ete.

Environmental iipact Assessment

Computer Based Appraisal Syslems

Demand Assessiment (Willingness to Pay Studies)

Management and Institutional Arrangements

O

o

o

o

o

Existing Institutional Arrangements

Public Private Participation and Regulatory Mechanism
Contracting, BOO - BOT

Leak Detection and Prevention Strategies

Computer Based Monitoring Systems

Infrastructure Finance

o

O

o]

O

Resource Mobilization Options
New Instruments for Resource Mobilization
Municipal Finance and management

Pricing and Cost Recovery



Nature of Training Requirements:

Exposure to Emerging Issues Related to

0 Conunercial Vinblity
o New Debt Instruments
o Efficiency Pricing, Etc.

Doetalled Undurstanding of New Potentiol Instninments
o Municipal Bonds
0 BOO/BOT or Concession
o Municipal Strategic Planning

Skill Development In

O Project Appraisal -

o Financial Analysis

o Computer Based Tools for Planning and Appraisal
o Contracting

A Note on Environmental Training Provided Through US-AEP and USEPA

The US-ASIAN Environmental Program has a range of training programs available to
Indian colleagues which relate to many important aspects of this new HG program.
The U.S. Environmental Training Institute offers a set of regularly scheduled programs
cach year in the U.S. and Asia as well as being able to design special courses if
needed in developing countries.  In addition, the! U.S. Environmental Protection
Ageney has a roster of U.S. experts numbering more than 1000 who are available to
conduct training and technical assistance planners for this project. The optimum use
of this resource would be to combine two or three EPA consultants with at a more
experienced international consultant,
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Request for Specilic Training Asslslance.submiued gy |LFS

Note on the Training Requirements farsildS

Introduction

IL&FS is a unique organization in that it is the only financial institution
I ndla 1o have o stiategic focus on the commarcinlization of the
infrastructure sector, capital markets and structured finance. In so far
as recent developments have brought the capital markets to the center
stage of the financial system, it is evident that 1L&IS would like to be
able to further build upon Its existing financial and technical strengths.

IL&FS has developed the legal framework for the implementation of
infrastructure projects. IL&FS thus also requires to provide a framework
for the dissemination of requisite skills so as to enable these entities to
operate eventually as independent agencies.

With the opening up of tho Indian cconomy, I is evident that theie s
also a need for IL&FS to provide greater international exposure to its
senlor mnnagement ol systems, practices and  products ii\f’!jl)\()rn
advanced countiies as well as with NIC's with a view (o :||)|)|o|niulu|y
accessing resources and/or structuring projects.

Training requirements for each of the above are detailed above.
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Technical Skills

In commaorcially implementing infrastructure projects it is critical that project costs are
optimized and thatimplementation schedules are trun sated to the tightest time-Thrames
possible. Given the historical funding pattern within the country, domestic institutions
do not have the requisite capabilities in this regard.

Thus, from a technical point of view, IL&FS would require to focus on building both
within lts organtzation and In other agencles, teough appropriate programs, the
following areas:

- Design

- Construction practices

- Project Management Systems

- Technology options In specilic infrastructure sub-sectors, such as roads,
bridges, rails, serviced land

- Bid evaluation techniques, etc.

Commercialization of Infrastructure Projects

Commercialization of infrastructure projects is a new concept in India. There is
conscquently a need for Institutions, such os IN&FS, to rapidly (|:1in.nxpp;;;,lr__n’_ln
International practices and_systems in this area in o more lormal manner thantls the
case presently. '

Such exposures would need to be otiented, inter-alia, towards:

- Public/Private Infrastructure (PPN partnerships/Concesslonaire agreements
- Risk sharing arrangements

- Alternative recovaery mechanisims
- Pricing strategies
- Toll collection systems

- Maintenance and operation franchises
- Organizational and Salety Aspects, etc.

In this context, it thus also becomes necessary for IL&EFS to visit other countries, both
developed and NICs, with a view to absorbing the experience of similar agencies in
projects implemented under a commercial format.

Feasibility Skills

With Infrastructure projects hitherto funded through budgetary allocations, domestic
capability to undertake feasibility studies under a commercial format is limited. IL&FS

U



is developing the requisite expertise in this arca and would benelit from training inputs
especiolly In the following artas: '

Financial Engincering

Environmental impact assessment
Legal structures

Focus here would be on the creation ol debt instruments for financing
infrastructure projects and on developing o secondary market for debt

Exposure to internatior.al syndication systems and practices and approaching
the overseas market for placement ol paper of infrastrocture projects

Project and financial risk management

Privatization

Developmental Perspective

IL&FS is pursuing a sector approach to the commercialization of infrastructure
projects,  Thus the Inltal cluteh of projects (U s implementing have been
structured as replicable prototypes in each of thelr respective sub-sectors.
ILA&ES proposes to develop programs to disseminate its expertise to plhcr
agencies In the sector and act as an institutional windowv in this regand.



. RHUDO/NOW Delhi

REGIONAL TRAINING, NETWORIKUNG AND INFORMATION EXCHANGE:
' r STRATEGIES AND ACTIVITIES .

t .
The trolning coemponent of 1 IUDLO/New Delhi's reglonal portlolio wis first detoiled
in Its 1988 Training Strategy commissioned when there was one RHUDO located in
Bangkok that served all countries in Asia. That strategy set forth three major goals:
{1) adoption of appropriate national policies; (2} skill development of staff in key
agencies in sectors of importance to the RHUDO; and (3) capacily building of key
(raining Institutons in the region. The 19972 evaluation of RHUDO's training portfolio
(covering 1988-91), the first draft of which has been reccived by the RHUDO,
generally validated the strategy and activitics undertaken by RHUDO to date.

RHUDO/New Delhi's regional training emphasizes networking, and policy dialogue, the
development of relevant regional academic and training programs, and links between
U.S. training institutions and counterpart organizations in the region; its country-
specilic training emphasizes skill development of key counterparts in implementing
agencies as’ well as assistance of relevant in-country training and research institutes

in specific countries as well as policy dialogue.

List of Regional Training Nctlvitios

The activities fall into the categories noted below. Descriptions of accomplishments
to date, current status and planned work follows the listing.

Regional Networks

. Policymakers

. Urhan Environment

. Disaster Management

. Housing Finance Coaiition

. UNDP/UNCHS/IBRD

. Informal Sector - Land/Shelter

Information Exchange
. Negional Newsletter

. Occasional Papers/ Talks
. AIT/ADPC Publications

Regional Training

. Reglonal Seminars

()]



Training Institute Development
Other Related Topics

. US Training and Study Tours
. 1992 Evaluation of RTUDO Tiaining Approach

Regional Networks

RHUDO/New Delhi maintains relationships with several networks in the region:
Policymakers; Urban  Environment; Disaster Mitigation; Housing Finance;
UNDP/UNCHS/IBRD and with NGOs working with the informal scctor on shelter and
land Issues. With the establishment of RHUDO/New Delhi, these activities are
axpected to continue, although with a largely South Asian audiences. This secction
describes the base of regional networks and recent accomplishments of cach from
which RHUDO/New Delhi will build. '

RHUDO’s Policymakers Network was formally established at the first regional
policymalkers’ seminar, in Bangkok in September 1988. Policy and planning seminars
with this group (14-25 members representing all areas of shelter and urban
development across the region) took place through 1991. Since programs in the
roglon have grown and hecome more diversified, however, the general seminars were
seen to be less valuable as a means of communication among members, However,
RHUDO is regularly in touch with the group and relates to members on a more sjbject
spoclie mannar, through individual and small group meetings. The group ;'IIJ well
connected and allows us ready access to policymakers in countries througholut the

region. Several members have also been called upon to serve as consultants in other
countries throughout the region.

Information Exchange

RHUDO/Bangkok provides information throughout the reglon through a number of
vehicles: its own newsletter, Asia Perspective, which has a circulation of
upproxhmately 700, s one major vehicle. In 1092 two oditions were published:
"Access" and "Decentralization: Improving Urban Management in Asia." The next
edition will be published in mid-1993 on "The Role of Municipal Finance in Capital
Market Development.” ' -

Neglonal Training

On a reglonal basis, RHUDO offers seminars and assists training institutions develop

new flelds of study that respond to training needs in the meas of shalter and urban

development. The major 1992 activities, as well as proposed events for 1993-1994,
are listed below. : : : .

Training Institution Development

v

\
)



At the regional level, RHUDO Is working with the Asian Institute of Technology in two
critical areas described below: Disaster Mitigation and Urban Environmental
Management. National training and rescarch institutional development is also taking
place in severat countries throughout Asia with AID support. Examples are described

In country reports. RITUDLO/Bangkolc expects to continue Its support of key regional.

and national Institutions In order to sustain the impact of its training and technical
assistance allorts,

Urban Environmental Management

In 1992 RHUDO and AIT began to work collaboratively with the Asian Institute of
Technology (AIT) in the planning of an Urban Environmental Management Program

(URMP) to be development at AIT and intended to serve students and institutions
throughout the region. '

Tralning Perspective for India

Training now supports the FHousing Guarantly Loan Program in Indin, which has as its
goal promoting the development of a financially sound, scll-sustaining, housing
finance system which makes long term lsans available to a wide range of households,
particularly those below the median income. In the near future it will support private

soctor otlontod, Hanclally sustainable systems for tho dalivery ol urhaninfrastrocture
under a new Housing Guaranty Program.

Koy Gulding Pineiples : h ;",:;
In analyzing technical assistance and training needs, there are a number of principles
to keep in mind:

. Tho framewark should address both structural and content areas.

J The framework should include in its target audience all of the actors which play
a rolo, ' .

[}

Tralning and technical assistance should be developed in conformity with the
national policy of decentralization.

, )
. Tralning and technice! assistance should be demand driven and responsive to
tha Job needs of financial engineering firms, local government managers and
staff and the other relevant participants. This requires different training and
technical assistance activities targeted to the different audiences.

Because Infrastructure development must be an intergovernmental undertaking
_.and Involve governmental and nos avernmental contributors, some training
actvities shiould be addressed to It .tlonal "teams™ of participants who must



collaborate In the business of planning, installing and managing urban facilities
and services,

. LLocal gavernments should pay for a large part of the training and technical
assilstance costs and, theirelore, should have optional supplicis of these
services (including the private sector); payment may need to be built into this
on a gradual basls, but full cost recovery should be a goal,

L Training and technica!l assistance services should bg developed in tandem and
artificlal distinctions between the two should be clelminated. There are two
important aspects of this principle. First, there should be permanent domestic
sources of technical assistance available "on call” to the local and other
govarnment managers and stall wiho need them. Intermittent, and externally
funded, projects should not be the primary source of technical assistance.
Second. when technical assistance is provided through projects {funded
externally or domestically) it should be integrated with tralning in the projects
and it should contribute to the institutionalization of regularly-needed training
in the fields concerned. It, therefore, should be linked with the activities of
existing training Institutions.

. Institutions and individuals should be called on to fulfill roles in the training #nd
technleal asslstance delivery system hased on thelr competence and capabtity
rather than organizational mandate. '

. [ ha dovelopmont of taining aod techodeal el assistance system :'.H'n‘ul[l b
consciously "dynamic”, especially at the outset, since It is not clear which
approaches will work best. Furthermore, different approaches may work better
in different regions so that flexible system designs are preferable to a uniform
standard.

. The schedule through which the training and technical assistance strategy Is
implemented should reflect priorities of the target groups for the training.

Target Groups for Tralning for the Urban Infrasiructure Development HG

Target groups in this program include the following: financial Intermediary
implementing organization(s); local government authorities; private sector institutions;

the Ministry of Urban Development and its resource institutions (HUDCO, NIUA, for.

example); selected state and national government agencies.
Trainlng Modalities

Training can be delivered in many forms and with many different levels of intensity.
Savaral modes of training will be supported under this project noted in the chart that
follows. Although most of the tralning will take place In India, sume will be held
abroad.



MOUD, s Nesource nstitution, and Selected Central/State Government Organizations

Training and Technical Assistance will be given to the MOUD, its resource institutions,
as well s other Cential and State Governmental Agencies, to ensuie that thie proper
environment and requisite policles exist to develop the debt market and the urban
environmental infrastructure component of this project. Examples of training follow:
o Policy Workshops, conducted in India, in the region and in the U.S. to raise the

awarnnoss of current research and experience in all aspects of this program.

Bullding training along with TA with documentatlon given to NIUA and 1HUDCO.

0 Tachnical workshops, in India and in the region, on all critical topics.

brainsupport of selected individuals to tegional long and short term

o~



A NOTE ON TRAINING NEEDED BY HUDCO

HUDCO made a presentation to NB and Meera Mehta articulated training needs of the
organization in order to enable it to participate more elffectively in this new activity.

TRAINING AREAS:

Planning and Project Formulation

©y

0o

0o

o)

City 1 oval Strategle Planning (finanmee and aoperations planning)

Project Formulation and Appraisal for Service Groups Like Water and
Sanitatlon, Noads and Bridges, Land development, Transportation
systems, elc.

Environmental Impact Assessmaent
Computer Based Appraisal Systems

Demand Assessment {(Willingness to Pay Studies)

Managamant and Institutionnl Arrangemaents

0o

0o

0o

0o

0o

Existing Institutional Arrangemaoents

Public Private Participation and Regulatory Mechanism
Contracting, BOO - BOT

Leak Detection and Prevention Strategies

Computer Based Monitoring Systems

Infrastructure Finance

o]

Resource Mobilization Options
New Instrumeaents for Resource Mobilizaoon

Municipal Finance and managcment

Priclng and Cost Nocovory



Nature of Training Requirements:

Exposura to Emerging Issues RNelated to

o Commercial Viability
o New Debt Instruments
&) Etficiency Pricing, Ete.

Detailed Understanding of New Potential Instruments
o] Municipal Bonds
o BOO/BOT or Concession
0 Municipal Strategic Planning

Skill Development in

o l_’r_oiecl Appraisal

0 Financinl Annlysis

o Computer Based Tools for Planning and Appraisal '
o Contracting

A Note on Environmental Training Provided Through US-AEP and USEPA

The US-ASIAN Environmental Program has a range of taining programs available to
Indian collcagues which relate to many important aspecls ol this new HG program.
The U.S. Environmental Training Institute offers a set of regularly scheduled programs
each year in the U.S. and Asia as well as being able to design special courses i
needed in developing countries. In addition, thes U.S. Environmental Protection
Agency has a roster of U.S. experts numbering more than 1000 who are available to
conduct training and technical assistance planners for this project. The optimum use
of this resomeo would ho to combine two or three EPA consultants with at a more
expericnced international consultant,



