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1.0 

1.1 

SUSTAINABLE ECONOMIC GROWTH PROGRAM (SEGP) 
(No. 383-0120) 

SUMMARY 

The Problem 

Sri Lanka's economy has grown steadily since liberalization began in 197.8, with growth 
averaging five percent since 1990. Yet, this economic progress has not been enough to 
improve the income level and living standards of large segments of the population. Sri 
Lanka's per capita income is still under $600 and poverty is widespread. Chronic 
unemployment persists and affects between 15 to 18 percent of the population. In 
addition, some estimates show that between 20 to 25 percent of the labor force is 
underemployed and living in extreme poverty with income well below the national average. 

Recent economic growth has opened up higher income opportunities for some Sri Lankans, 
but the scale and scope of these opportunities are small, relative to the country's needs. 
Fortunately, the prospects for increasing the role of the private sector in Sri Lanka's 
economic growth are good. Sri Lanka has one of the most open investment climates in 
South Asia and its enterprises are beginning to be competitive in key sectors. Yet, private
sector led development, the key to the nation's economic well-being, is still hampered by 
inconsistent policies, low levels of new investments, poor access to new technologies, low 
labor productivity, inadequate managerial capacity, poor economic infrastructure, and 
limited exposure to external markets. 

The momentum of Sri Lanka's economic growth and the prospects of increasing 
employment opportunities and the income of large segments of the population who live in 
poverty cannot be sustained if these bottlenecks are not corrected. USAID/Sri Lanka has 
been cooperating with the Government of Sri Lanka (GSL) in dealing with some of these 
constraints. As a result, significant progress has been made in some areas critical for 
economic growth. Particularly, progress has been notable in the strengthening of Sri 
Lanka's capital markets, the expansion of markets for some Sri Lankan products, the 
introduction of new technologies to some private sector firms, and in improving the 
productivity and efficiency of agro-enterprises. 

However, a comprehensive, broader approach is needed to build on the progress made to
date and to optimize the use of limited resources for the financing of existing and new 
activities in an inter-related and mutually supportive way that maximizes the impact on the 
solution of problems hampering growth and the creation of new jobs for poor people. The 
approach entails the blending of existing and new activities into a consolidated package to 
enhance the prospects of success in addressing in a synergistic way the aforesaid 
problems. A strategy has been conceived, as embodied in the ten-year Sustainable 
Economic Growth Program discussed in the next section, which reflects this approach. 

Program Paper: Sustainable Economic Growth Program (SEGP) 1 



1.2 The Sustainable Economic Growth Program (SEGP) 

1.2.1 The Program 

The purpose of the SEGP is to increase employment opportunities and incomes of the 
unemployed and the underemployed through facilitating the expansion of small and 
medium businesses and microenterprises. 

The basic principle of the SEGP is that economic growth is essential to provide for better 
lives for Sri Lanka's citizens. It is widely recognized that this growth must come from a 
dynamic private sector, which will tap the energies of the country's most valuable resource 
- people working and living in a free market environment - to produce goods and services 
in an increasingly efficient way thereby fostering sustainable economic growth. This is 
the basis for the SEGP's goal of encouraging broad-based economic growth and the 
USAID/Sri Lanka's strategic objective number 1 (S01): to increase private sector 
employment and income. 

To achieve this strategic objective, the SEGP seeks to attain four program outcomes (pas): 

1. Increased private sector participation in the economy; 
2. Adoption of improved technologies by Sri Lanka's private enterprises; 
3. More accessible and effective financial markets; and, 
4. Increased food security. 

Under SEGP, USAID/SL will fund economic growth activities to achieve the program 
outcomes listed above. SEGP will consolidate USAID/SL's existing agribusiness and 
private sector development projects as well as two new activities under the Economic 
Growth Strategic Objective and bring them together under one over-arching program. 

The program's rationale is based on several factors. SEGP will optimize the use of limited 
resources to deal in an inter-related, mutually supportive and synergistic way with the 
development constraints summarized above. SEGP will provide a strategic as well as an 
operational framework for USAID/SL's activities related to its economic growth objectives l 

and will provide greater unity with regard to the Mission's economic growth strategic 
objective. Replacing the individual project approach with a strategic objective program will 
enhance the horizontal integration and interplay among the Mission's economic growth 
activities. SEGP will enable USAID/SL to more effectively engage the GSL on joint 
economic growth objectives and will strengthen integration among the Mission's three 
strategic objectives, as discussed in a subsequent section of this paper. 

Further, SEGP will: 

concentrate scarce USAID economic growth resources in a single high-priority 
strategic objective with supporting program outcomes becoming the focal point of a 
GSL/USAID dialogue; 

create a unified USAID management framework within which all program activities 
will be monitored and evaluated; and 
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enable USAIO/SL to be more responsive to its customers and stakeholders by 
allowing USAIO/SL to shift resources from poor to strong performing activities in 
response to lessons learned, evolving opportunities, and availability of resources, 
without resorting to complex and time-consuming documentation procedures. 

SEGP activities are organized under three major components: 

1. A Technology and Business Assistance (TBAC) component, which will promote 
the transfer of technologies and the development of economic infrastructure by the 
private sector through two existing activities :Technology Initiative for the Private 
Sector (TIPS) and Promotion of Private Infrastructure (PPI). 

2. An Agriculture and Microenterprise Development component (AMDC) to broaden 
the base of economic development by promoting jobs, income growth, and 
entrepreneurship in rural areas and among small farmers through the existing 
activity--Agro-Enterprises (AgEnt) and through a new activity-MESA 
(Microenterprise Support Activity). 

3. An Economic Reform component (ERC) to support improved economic policies in 
four key areas: privatization, financial markets, trade and industry, and food and 
agriculture. 

Further, the SEGP design envisions the addition of activities which might enhance the 
prospects of attaining the program outcomes listed above. Such activities may be 
necessary to address problems which are unforseen now and that may be identified as a 
result of the experience gained during the implementation of the initial package of activities 
and program evaluations. 

In sum, the initial structure of the SEGP is as shown in Table 1-1. 
Table 1-1: SEGP Structure 

SEGP COMPONENT COMPONENT ACTIVITIES 

Technology and Business Assistance ~ Technology Initiative for the Private 
Sector (383-0108) 

~ Promotion of Private Infrastructure (383-
0118) 

Agriculture and Microenterprise Development ~ Agro-Enterprise (383-0111) 
~ Micro-Enterprise Support 

Economic Reform ~ Policy Reform Support 

Full descriptions of each of the above activities, including details about each activity's 
contribution towards the strategic objective as well as implementation, financial, and 
procurement plans, are included as annexes to this document. 

The program assistance completion date (PACD) for this 5 year program is September 30, 
2000. New activities approved under SEGP may be designed to extend for any length of 
time up to the SEGP PACD. 
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1.2.2 Definition of Success 

Each activity included in the initial SEGP package contains a Logical Framework showing 
targets at the goal, strategic objective and purpose level. The main targets and indicators 
of these activities have been consolidated into the SEGP Logical Framework, per Annex H. 
Briefly, some of the key indicators and targets that will be used to measure the success of 
the program towards the strategic objective include: 

I> The number of additional jobs created. The tentative target is at least 37,000 new 
jobs in key sectors, including manufacturing and agricultural processing. 

I> A substantial transfer of government assets to the private sector, leading to 
increased private participation in manufacturing, trade, services, and agriculture, as 
well as increased private sector investment. 

Note that the baseline information to precisely define some of the indicators does not exist 
yet. Such information will be compiled during the early stages of program implementation. 
The success of the program is based on a number of assumptions, as listed in Section 
2.5.1 of this document. Two crucial assumptions are that: 

I> The GSL remains committed to open markets through economic reform, 
deregulation, privatization, and trade liberalization; and 

I> That the USG provides on a timely basis the required funds to carry out the 
program. 

1.3 SEGP's Operational Framework 

SEGP is the programmatic framework which embodies nearly all of USAID/SL's activities in 
support of the economic growth strategic objective. SEGP will serve as the mechanism for 
identifying, designing, and implementing all future activities which clearly fit within the 
over-arching program framework and directly promote USAID/SL's economic growth 
strategic objective and program outcomes. Various USAID-funded economic growth 
activities will be designed, initiated, and completed at different times under SEGP as the 
situation warrants. 

SEGP activities fit into one or more of the following three categories at this time: past, 
present, and/or future. For example, TIPS and PPI are ongoing (past) USAID/SL projects 
which are being redesigned for immediate (present) implementation under SEGP as 
modified activities which will extend beyond their original PACDs (future). AgEnt is an 
ongoing (past) project which will now be implemented under SEGP. PRSA and MESA are 
new activities which will start during the first year of SEGP. It is certain that there are 
other future SEGP activities which have yet to be identified and designed, even on a 
preliminary basis, at this time. 
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1.4 Program Management 

A team approach will form the primary implementation approach to SEGP. The "SO 1 
Team" will include two groups, a core group and an extended group. The core group will 
consist primarily of USAID/SL technical and support staff who playa determinant role in 
defining overall economic growth initiatives and fulfilling required USAID implementation 
monitoring, contract management, and evaluation responsibilities. The core group will also 
include "virtual" members--USAIDIW and USAID regional office staff who participate in 
core group deliberations and decision-making, primarily by means of telecommunications. 
The extended group wi" comprise the core plus others (customers, partners and other 
stakeholders outside of USAID) who are important to managing for results. 

1.5 Program Monitoring and Evaluation 

Performance monitoring at the strategic objective, program outcome, and SEGP activity 
levels will be employed to document successes and progress against established targets, 
to identify problem areas where results are not being achieved, where changes in strategy 
and tactics may be necessary, and where more management attention may be needed. 

For SEGP performance monitoring at the strategic objective and program outcome levels, 
the USAID/SL will employ the SO 1 (and associated pas) PRISM performance indicators as 
presented in USAID/SL's FY 97 Budget Planning Document. Performance monitoring will 
be documented in the Mission's Annual Performance Plan (APP). SEGP activity-specific 
indicators will be used to monitor output level and customer impact performance for each 
of the activities implemented under SEGP. Activity monitoring will be documented in the 
Mission's quarterly Project Implementation Reports (PIR). 

During'the first year of the program, the Mission Evaluation Officer in cooperation with the 
SO 1 Team Leader, will devise an evaluation plan drawing on a mix of methodologies, 
including formal periodic activity evaluations, relying on the evaluation systems used in the 
various SEGP activities, routine data sources, and ad-hoc assessments. A traditional 
evaluation schedule, including an interim and final evaluation, for SEGP as a whole is not 
appropriate given the diversity of activities under SEGP and their phased start and end 
dates. Rather, the tracking of progress of SO 1 performance targets as established under 
PRISM, will document the overall success or failure of SEGP. The performance monitoring 
system can provide an important signal--if expected results have not been achieved or if 
they are being achieved more efficiently and effectively than expected. The decision to 
evaluate or not, and which evaluati.on methodology to use, ultimately rests with the SO 1 
team and Mission management. 

1.6 Financial Plan 

The total cost of the Sustained Economic Growth Program is estimated at US$ 42.5 
million. USAID will contribute US$32 million. The Government of Sri Lanka's contribution 
is estimated at US$2.5 million and NGO's and other private sector organizations are 
expected to provide approximately US$8 million. A summary of these contributions by 
component and inputs is shown in Table 1-2 at the end of this section. Revisions to these 
estimates will be made based on implementation experience. 
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SEGP will be considered as one program consisting of three components under which a 
number of activities, each having its individual elements, will be implemented. Initially, 
seven activities are planned under the three components, of which the Private Sector 
Management Development and the Farmer Organization activities are planned as shelf 
activities, to be carried out depending on the availability of funds. In addition to the 
planned funding for inputs under the three components, the estimated budget includes 
separate line items for audits and evaluations. The costs of SEGP will be accounted for by 
elements and not by activity, thereby facilitating easy transfer of funds between elements 
and activities. 

Disbursements will be based on a yearly workplan that wi" be prepared for each activity. 
This workplan wi" summarize the accomplishments during the previous period and discuss 
the implementation actions that will be carried out in the subsequent period to attain the 
purpose of the activity. A key factor to be considered in the allocation of funds will be 
implementation effectiveness and performance towards the SEGP goal and strategic 
objective. 

1 .7 Other Program Approval Factors 

1.7.1 USAID/W Concurrence 

The New Activity Description for the SEGP was reviewed by the ANE Bureau during Sri 
Lanka Program Week in March 1995, and approved on March 23, 1995 (per State 
141358). 

1.7.2 Environmental Impact 

An Environmental Threshold Decision has been prepared for each SEGP activity. The ANE 
Bureau Environmental Officer has reviewed and approved the threshold decisions, which 
are attached to each SEGP activity description. 

1.7.3 Analyses 

The design of the SEGP and the selection of SEGP activities followed a comprehensive 
analytical process which included: 

~ An intensive internal review of Sri Lanka's development situation; 

~ An intensive review of the USAID/SL project portfolio; 

~ Special evaluations, reports and studies on: financial markets, 
microenterprises, private sector development constraints and opportunities, 
business management education, the Technology Initiative for the Private 
Sector Project, the Promotion of Private Infrastructure Project, the status of 
small farmers in Sri Lanka, the final evaluation of the Agricultural Policy and 
Analysis Project, a study on water user groups, the final report on the 
Mahaweli Agricultural and Rural Development Project, and a consultant's 
report on farmers' organizations; 

Intensive discussions with public and private sector individuals concerned 
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with Sri Lanka's development as well as with prospective participants in 
SEGP activities; 
Discussions with other donors; and 

Recommendations made by concerned USAID direct hire and FSN personnel 
who have an intimate knowledge of Sri Lanka's development situation and 
relevant experience in the implementation of development programs. 

Still, the design recognizes the need for special studies and analyses prior to the initiation 
of assistance under certain activities. The need for such studies and analyses, particularly 
for shelf activities, will be carried out at the appropriate time. 

1.7.4 Program Design Issues 

It should be noted that the SEGP design anticipates obligation of a first tranche of funds in 
the third quarter of FY 96 to the Microenterprise Support Actiivity for implementation of an 
initial "assessment phase" of the activity. A number of detailed feasibility/design issues 
will be examined during this first phase of the activity. Obligation of additional funds for 
MESA is conditional upon satisfactory resolution of these issues. A detailed description of 
this approach is provided in the MESA Activity Description (Annex D of this PP). 

Similar/y, the description of the redesigned Promotion of Private Infrastructure Activity 
(Annex B of this PP) will be revised after the authorization of SEGP to reflect a number of 
ongoing policy and administrative changes on the part of the GSL relative to the PPI 
activity. Obligation of additional funds to the PPI activity is contingent upon acceptable 
execution of needed changes by the GSL, as detailed in Annex B. 

1.7.5 GSL letter of Request 

The GSL letter requesting USAID/SL support to carry out the SEGP is attached as 
Annex H. 
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• 
TABLE 1-2 • 

SEGP SUMMARY COST ESTIMATE AND FINANCIAL PLAN • 
(US $ 000) • 

Source USAID Host Country Total • GSL Other 
Com~onent/ln~ut FX LC FX LC FX LC FX LC • 

---- ---"--. "---- ---- • (A) ECONOMIC REFORM COMPONENT 

• I. Technical Support Services 6100 400 0 2300 0 0 6100 2700 

2. Training 200 300 0 100 0 0 200 400 • --.-
Sub Total 6,300 700 0 2,400 0 0 6,300 3,100 

TOTAL USAID CONTRIBUTION 7,000 • 
:(B) TECHNOLOGY AND BUSINESS ASSISTANCE COMPONENT • .-

. - • I. Technical Support Services 1,350 0 0 100 0 0 1,350 100 

2. Training 200 0 0 0 0 0 200 0 • 4. Technology Grants Support 4,700 1,300 0 0 0 0 4,700 1,300 

5. Technology Grants Program 0 5,000 0 0 0 3,800 0 8,800 • 6. Logistic Support 0 228 0 0 0 0 0 228 

7. Private Infrastructure Projects 0 0 0 0 0 500 0 500 • 
Sub Total 6,250 6,528 0 100 0 4,300 6,250 10,928 

TOTAL USAID CONTRIBUTION 12,778 • . 

(C) AGRICULTURE AND MICRO ENTERPRISE DEVELOPMENT C :>MPONENT • 
II . 

0 
'--it 

2,760 I. Technical Support Services 4,400 1,760 0 Oi I.noo· 4,400 
.. ~--

2. Training 0 242 0 0 0 0 0 242 

• • 3. Commodities 500 0 0 0 0 0 500 0 

4. Grants 1,000 3,490 . 0 0 0 2,700 1,000 6,190 • 
5. Logistic Support 0 80 0 0 0 0 0 80 

,sub Total 5,900 5,572 0 0 0 3,700 5,900 9,272 • 
TOTAL USAID CONTRIBUTION 11,472 • 
(D) OTHER COSTS .. • 
I. Audits & Evaluations 350 400 0 0 0 0 350 400 • Sub Total 350 400 0 0 0 0 350 400 

TOTAL USAID CONTRIBUTION 750 • 
Total 18,800 13,200 0 2,500 0 8,000 18,800 23,700 • 
TOTAL PROJECT COST 32000 2500 8000 42500 • 

• 
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2.0 PROGRAM RATIONALE AND DESCRIPTION 

2.1 Sri Lanka's Setting for Economic Growth 

Sri Lanka's economy is in transition. Although economic growth has averaged over 
five percent per annum in recent years, this expansion has not been balanced, and the 
economic base is fragile. The industrial and manufacturing sectors, including garments, 
textiles, food, chemical and fabricated metal sub-sectors, have expanded rapidly. 
Services, especially in the financial sector, have also shown significant growth. 
Agriculture, historically the mainstay of Sri Lanka's employment and income and the major 
source of national food supplies, has not kept pace. 

Many Sri Lankans have been left behind in this transition. Traditional livelihoods are 
diminished. Chronic unemployment, estimated at 15-18 percent of the labor force plus a 
significant amount of underemployment, remains a major economic and political problem. 
The public sector is over-staffed and inefficient. Employment opportunities in the private 
sector have not kept pace with the rising demand. Workers' educational qualifications, 
skills and experience are often inadequate. Income levels are low. There are increasing 
concerns related to distribution of incomes. Recent surveys indicate a deterioration in 
already very poor nutritional standards for large numbers of Sri Lankans. 

Yet, as the country's recent economic growth suggests, more Sri Lankans are finding 
higher-income employment opportunities in a rapidly growing private sector. However, 
private sector-led development and competitiveness is constrained by inconsistent policies, 
low levels of new investments, low labor productivity, poor access to new technologies, 
poor economic infrastructure, inadequate managerial capacity, and a lack of exposure to 
external markets. The momentum of Sri Lanka's economic growth will be lost if these 
bottlenecks to sustained, private sector-led economic growth are not alleviated. 

2.2 Key Sectoral Level Problems 

Most Sri Lankans have limited economic opportunities. The average monthly per capita 
income is less than US$50. Without access to adequate economic resources and the 
opportunity to live and work in a free market environment, people cannot reach their full 
potential to participate in economic development. 

Sri Lanka's economy must be broader-based and more firmly rooted to sustain economic 
growth and to improve living standards. Mobilizing new private investment funds and 
developing mechanisms to finance a wider range of economic activities is imperative. 
More Sri Lankans must participate in private productive economic activities as owners, 
employees, and shareholders. In this regard, privatizing state-owned enterprises, 
expanding investment in Sri Lanka's rapidly growing financial sector, and increasing private 
participation in infrastructure development are especially promising. However, for many 
Sri Lankans, self-employment in micro- and small-scale enterprises will be the most 
promising path to increased incomes and employment. Sri Lanka is ready to accelerate 
structural economic change. To do so requires strengthened policy and institutional 
structures, and major investments in technology, training and infrastructure. 
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Under the SEGP, the following illustrative constraints wiIJ receive priority attention: 

~ Unclear and restrictive public policies and procedures related to excessive 
government control and interference which limit new investment and competition in 
key economic sectors; 

Lack of viable, self-sustaining, medium and long-term financing for the private 
sector in general, and access to credit for small and micro-enterprises and 
agriculture in particular; 

Insufficient knowledge about, and limited access to~ new production technologies 
and export markets, especially for small and medium-scaJe businesses, 
microenterprises and small farmer associations; 

Insufficient government funds available to invest in ,economic infrastructure and 
services (power, telecommunications, ports, roads, water and sanitation); and 

Low nutritional status of much of the population. 

2.3 A Strategy for Sustainable Economic Growth 

The USAID/Sri Lanka (USAID/SL) program goal, as articulated in the FY 1996 - FY 2000 
Country Program Strategy (CPS)' is "A 'green' democratic Sri Lanka with broad-based 
sustainable development." The CPS concentrates on three policy areas: economic growth, 
environment, and democracy, each of which is represented by a "strategic objective" (SO). 
The objective tree for achieving the Mission's economic growth strategic objective (SO 1) 
is presented in Figure 1-1. The Strategic Objective is: 

Increased private sector employment and income. 

By focusing on private sector employment and income, USAID will tap the energies of the 
country's most valuable resource - people working and living in a free market environment 
- to produce goods and services in an efficient way, thereby fostering sustainable 
economic growth. To achieve this strategic objective, USAID/SL will pursue four program 
outcomes (PO): 

1. Increased private sector participation in the economy; 

2. Adoption of improved technologies; 

3. More accessible and effective financial markets; and 

4. Food security. 

PO 1 will provide greater access to economic resources. Efforts will assist government 
transformation from a commercial producer/competitor to a market maker, regulator, and 
facilitator of private sector development. Targets are greater private participation (less 
government control) in the following sectors: agriculture, manufacturing and trade, 
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infrastructure financing and management, and financial markets. Significant policy support 
activities will be required to achieve this outcome. Expected results are higher levels of 
investment and increased employment andlor productivity. 

PO 2 will help people start, expand, and diversify businesses. USAID/SL assistance will 
support activities which create new products, increase production efficiency, broaden the 
entrepreneurial base of the economy, expand markets, and develop supporting 
infrastructure. Assistance will continue to small and medium-sized businesses under 
USAID/SL's existing Technology Initiative for the Private Sector (TIPS) and Agro-Enterprise 
(AgEnt) projects. These and other possible activities will also support microenterprise 
activities for the smallest businesses and farmer associations. Complementary USAIDIW 
Global Bureau activities, such as the Micro and Small Enterprise Development Program, 
may also contribute to this program outcome. Expected results include increased 
employment and expanded investment in new technologies. 

PO 3 will make it easier for people to save, get credit, and make sound investments. 
USAID/SL assistance will improve financial market institutions, policies and investments. It 
will promote more efficient financing mechanisms, and address market imperfections. 
Technical assistance and training activities will be employed to achieve this outcome. 
USAID Global projects, such as the USAIDIW Global Bureau's loan portfolio guaranty 
programs, can make significant contributions to this program outcome. Expected results 
include increased employment, incomes, and investment. 

PO 4 will focus on improving the nutritional status of the population. The low nutritional 
status of much of the population is both a cause and effect of low incomes and 
productivity. Major impact to this Mission P.O. will be from any future food assistance. 
SEGP will complement this by providing support for policy reform to improve food security. 

2.4 Program Summary and Linkage to Mission's Economic Growth Strategy 

Under a consolidated Sustainable Economic Growth Program (SEGP), USAID/SL will fund 
economic growth activities to achieve the program outcomes presented in Section 2.3 by 
addressing the constraints outlined in Section 2.2. SEGP will consolidate USAID/SL's 
pertinent existing projects as well as two new activities under the Economic Growth 
Strategic Objective by bringing them together under one over-arching program. SEGP's 
rationale is based upon several factors. SEGP will provide a strategic as well as an 
operational framework for USAID/SL's actions toward its economic growth objectives, and 
in doing so will provide a greater sense of unity with regard to the Mission's economic 
growth strategic objective. Replacing the individual project approach with a strategic 
objective program for economic growth will enhance the horizontal integration of the 
projects, and will produce a more productive interplay among the Mission's economic 
growth activities. The coherent outlook provided by SEGP will enable USAID/SL to more 
effectively focus the GSL on joint economic growth objectives. 
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Successful implementation of the program will achieve key development outcomes critical 
to the economic growth objective of USAID's overall country strategy. It will concentrate 
scarce GSL and USAID economic growth resources in a single high-priority strategic 
objective with supporting program outcomes becoming the focal point of a GSL/USAID 
dialogue. It will also allow USAID/SL to shift resources from poor to strong performing 
activities in response to lessons learned, evolving opportunities, and availability of 
resources, without resorting to complex and time-consuming bureaucratic procedures. 

SEGP activities in support of the Program Outcomes presented in Section 2.3 are 
organized under three components:Technology and Business Assistance Component 
(TBAC); Agriculture and Microenterprise Development Component (ADMC) and Economic 
Reform Component (ERC). Existing projects as well as two new activities will be 
implemented under each of the two components of SEGP. Table 2-1 depicts the structure 
of SEGP. 

USAID/SL activities that will complement the activities in SEGP in pursuit of SO 1, but 
which are not included as formal activities under the SEGP framework, are the Housing 
Investment Guarantee (HIG) program, USAID/W loan guaranty programs, and PL-480 
programs. The HIG-004 component of the housing program will continue to mobilize 
market rate, term credit for below median income family housing. The HIG-006 
component, in conjunction with the Promotion of Private Infrastructure Project, supports 
private investment in the development of urban environmental infrastructure such as water 
supply and distribution, solid waste and waste water treatment systems. USAID/w loan 
guaranty programs will continue to support the provision of credit to small and medium 
enterprises through private commercial banks. 

To the extent that PL-480 resources are available, they will generate local currency to fund 
GSL and NGO economic growth activities related to increased agricultural production and 
food security. The existing Title III PL-480 program will continue to address malnutrition 
and food security problems and leverage free market agricultural reforms, while making 
U.S. wheat available to support humanitarian resettlement programs and feeding programs 
for the rural and urban poor. Title I and Title II resources might also contribute to these 
goals. 

Table 2-1. SEGP Structure 

SEGP COMPONENT COMPONENT ACTIVITIES 

Technology and Business Assistance ~ Technology Initiative for the Private 
Sector (383-0108) 

~ Promotion of Private Infrastructure (383-
0118) 

Agriculture and Microenterprise Development ~ Agro-Enterprise (383-0111) 
~ Microemterprise Support 

Economic Reform ~ Policy Reform Support 
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2.4.1 Technology and Business Assistance Component (TBAC) 

Under the TBAC, assistance will be provided through two existing activities--Technology 
Initiative for the Private Sector (TIPS) and Promotion of Private Infrastructure (PPI). 

2.4.1.1 Technology Initiative for the Private Sector (TIPS) Activity 

The Technology Initiative for the Private Sector (TIPS) project was authorized in 1991 with 
a project assistance completion date (PACD) of December 31, 1996. The PACD was 
subsequently extended to December 31, 2000. The project was designed as a demand
driven, cost-sharing activity which provides technology sourcing and business development 
services to small and medium-scale firms. The project sought to reduce the risks and 
costs of searching, acquiring and installing needed technological innovations in the private 
sector in Sri Lanka. The TIPS model has proven over time to be a very effective and 
appropriate technology transfer vehicle for the type of broad-based private sector-led 
development which both USAID and the GSL seek to achieve. 

The redefined TIPS activity under SEGP will focus directly on achieving sustainable 
benefits, as well as on ensLiring the continuation of "TIPS-like" assistance. While the 
current project will have established a wide network of internationally competitive clients, 
successful in terms of clearly measurable impact criteria (such as sales, output value, 
productivity, asset formation and profitability), the new activity will focus beyond 
individual clients. The revised TIPS activity will seek to more effectively promote the 
indirect benefits of project assistance in terms of consolidating widespread sectoral impact, 
accessing established backward linkages to micro-enterprises, widening the current TIPS 
client base to rural entrepreneurs, and actively encouraging environmentally beneficial 
technology initiatives. The revised TIPS activity will also establish formal operational 
linkages with selected development finance institutions, the Export Development Board of 
Sri Lanka and the regional chambers of commerce. Upon its termination, the Activity is 
expected to have built a strengthened indigenous capacity for small and medium enterprise 
development. 

These activities will be particularly important for expanding access to new technologies, 
markets and employment (PO 2). They will also help people to participate more fully in the 
economy (PO 1). Detailed background information, and an analysis and description of the 
redesigned TIPS Activity is presented in Annex A of this PP. 

2.4.1.2 Promotion of Private Infrastructure (PPI) Activity 

The Promotion of Private Infrastructure Project was authorized in September 1992 with a 
$7.0 million life of project (LOP) funding. The project was subsequently amended, adding 
$1 million in technical assistance to support a Housing Investment Guaranty (HIG-006) 
component to promote public/private investment in environmental infrastructure, with loan 
guarantees (currently $5 million under an implementation agreement), totaling up to $30.0 
million over the life of program. The original goal of the PPI Project was to modernize 
economic infrastructure in several sectors including: power, water supply and treatment, 
telecommunications, transportation, and waste management and disposal. The project 
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purpose was to assist the GSL to develop a market for private financing and management 
of economic infrastructure through" Build-Own-Operate/Build-Operate-Transfer" (BOO/BOT) 
and other joint sector approaches. 

PPI is being redesigned based on a 1994 evaluation which found that the project had made 
little progress toward achieving its original purpose. The project's poor performance 
stemmed from original design flaws related to the overemphasis on seeking public-private 
infrastructure deals at the expense of institution-building, policy reform and public 
awareness, as well as a lack of clear GSL commitment to private participation in 
infrastructure. The evaluation confirmed that the purpose is consistent with USAID/SL's 
economic growth strategy, and that the PPI purpose can be achieved through provision of 
focused technical assistance to promote policy change, institutional strengthening and 
public awareness in order to build a market for private financing and management of 
economic infrastructure. 

The redesigned PPI Activity will support PO 1 by increasing private investment in economic 
infrastructure. This will be accomplished by assisting the GSL to establish the institutional, 
legal and regulatory framework necessary for fostering private participation in 
infrastructure projects; establishing a formal network to promote, develop, approve and 
implement private infrastructure projects; increasing public awareness and support for 
private investments in infrastructure activities, and by promoting aggressively private 
financing and operation of economic and environmental infrastructure. Detailed 
background information, including a preliminary analysis and description of the PPI 
Activity as currently proposed for redesign is presented in Annex B of this PP. Since the 
redesign of PPI can not be completed until various policy and administrative decisions are 
finalized by the GSL, the activity description at Annex B is subject to further revision which 
will be completed prior to obligation of additional funds to the PPI activity. 

2.4.2 Agriculture and Microenterprise Development Component (AMDC) 

Under the AM DC, assistance will be provided through one existing activity-Agro
Enterprises (AgEnt) and one new activity -Microenterprise Support Activity (MESA). 
Activities under this component will broaden the base of economic development by 
promoting jobs, income growth, and entrepreneurship in rural areas and among small 
farmers. 

2.4.2.1 Agro-Enterprise (AgEnt) Activity 

The Agro-Enterprise Project was authorized in March 1992. The project purpose is to 
stimulate the development and expansion of private agro-enterprises for domestic and 
export markets. AgEnt contributes to diversified, commercial agriculture by addressing the 
privates sector's unmet demand for technical and financial support for research, 
development and training needed to: (a) introduce new production, processing and 
handling technologies; develop new products and access new markets; (b) establish new 
marketing and management systems; and, (c) introduce new financial instruments and 
financing procedures to facilitate enterprise development and expansion. 

AgEnt is slated for a mid-term evaluation in FY 1996. SEGP includes "self-financing" for 
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extending the AgEnt activity by two years through 9/30/2000. However, future decisions 
regarding modifications to the AgEnt activity will be based on the findings of the 1996 
evaluation. In the meantime, activities under the AgEnt Activity will continue technical 
assistance, training and other support for small and medium businesses (in support of POs 
1 and 2) with emphasis on outreach to women entrepreneurs and small businesses; 
development of new products; and, promotion of contract grower schemes for high value 
crops. Background information on AgEnt, and a summary of the AgEnt Activity as it will 
be initially implemented under SEGP, is presented in Annex C of this PP. 

2.4.2.2 Microenterprise Support Activity (MESA) 

A new activity under AMDC, the purpose of MESA is to strengthen the institutional 
capacity and service delivery capability of at least five financial institutions and non
governmental organizations which provide financial and support services to 
microenterprises. To determine the precise mix of strengthening activities for each 
participating organization, at the outset of Activity implementation MESA will provide 
advisory services to help such organizations carry out self-assessments of their institutional 
strengths, weaknesses and overall service delivery capability. Once these assessments are 
completed, which will be a pre-condition to further assistance, Activity-funded advisors, 
working closely with the prospective participating organizations, will tailor assistance 
packages to strengthen their capability to serve the microenterprise sector. 

MESA will contribute directly to PO 2 -- to expand employment and income through the 
adoption of improved technologies. MESA will work through intermediary non
governmental, public and private enterprise partners to create new employment 
opportunities for people. It will do this by upgrading the efficiency of service delivery 
mechanisms for existing microenterprise programs and by promoting sound, tested 
microenterprise and poverty alleviation strategies. It will also foster an improved 
environment for microenterprise development by supporting the formulation and 
implementation of appropriate policies. 

The Microenterprise Activity will also contribute to PO 3 -- more accessible and ~fficient 
financial markets. The Activity will provide technical services to support the efforts of 
existing micro-finance and poverty lending institutions to increase their efficiency and 
enhance their sustainability. MESA will directly influence growth in the value and number 
of loans that are delivered to small-scale entrepreneurs to meet their cash flow and 
investment needs. Savings will also expected to grow as intermediation and market 
strategies are enhanced through the policy and expanded microenterprise support 
initiatives planned under the MESA. 

A detailed analysis and description of the MESA is presented in Annex D of this PP. 

2.4.3 Economic Reform Component (ERC) 

Under the ERe, the Policy Reform Support Activity (PRSA), a new technical assistance and 
training initiative, will support improved economic policies in two main areas: 
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Policies which affect the development and growth of the private sector in 
general. These include policies related to privatization, financial markets, 
microenterprise development, and trade and industry; and 

Policies which affect the development and growth of the agricultural sector. 
These include policies related to the GSL agricultural development strategy, 
import policies, agro~enterprise development, land tenure, and food security. 

In essence, the PRSA will provide policy analyses and specialized short-term technical 
assistance' and training, combined with longer term assistance where needed, for policy 
reform and institutional development in support of all of SEGP's activities and all Economic 
Growth Program Outcomes. Work under the PRSA will support other program activities to 
expand private sector participation and provide more sustainable and better paying jobs 
(PO 1), facilitate business expansion (PO 2), result in more efficient financial markets (PO 
3) and (PO 4) improve food security. USAID/SL will also explore options to increase policy 
capacity, including non-government participation in policy design and implementation 
through a small grants activity with local economic policy institutes, firms and/or business 
chambers. Targeted support to private sector financial market institutions and regulatory 
institutions will be continued. A more detailed analysis and description of the PRSA is 
presented in Annex E of this PP. 

2.4.4 Expected Results 

.. 

2.5 

Successful implementation of the overall program will result in: 

A substantial transfer of government assets to the private sector, leading to 
increased private participation in manufacturing, trade, services, and 
agriculture, as well as increased 'private sector investment; 

Over 37,000 new jobs in key sectors including manufacturing and agricultural 
processing, through adoption of new technologies representing an estimated 
$45 million in additional investment. 

More accessible and effective financial markets leading to a three~fold increase 
in the number of below-median income households receiving housing loans, 
nearly 60,000 new jobs in listed companies, doubling of the number of 
shareholders of publicly traded equity, a three-fold increase in private capital 
investment, and a three-fold increase in the value of loans to small and micro 
enterprises. 

Key Assumptions and Principal Constraints to Implementation and Sustainability 

2.5.1 Key Assumptions 

The key assumptions which underlie USAID/SL's economic growth strategic objective and 
thus successful implementation of SEGP include: 
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GSl remains committed to open markets throt!§h economic reform, 
deregulation, privatization, and trade liberalization. 

Private sector investment will increase in response to GSl open market 
measures, and this new investment will produce more, better paying, 
sustainable jobs. 

Sri Lanka's major export products remain competitive and access to 
international markets is maintained. 

Progress toward social and political stability wm be maintained or at least not 
deteriorate. 

.. 

USAID/Sri Lanka will receive adequate Development Assistance Funding, at 
least 50-60 percent of which can be utilized foreconomic growth activities. 

The USAID/W policy on economic growth as a core agency strategic priority 
will be maintained. 

Sufficient operating funds are made available tothe Mission through 
USAID/w's annual budget process to meet the Mission management 
requirements for implementing SEGP. 

The Mission's Sri Lankan partners remain committed to supporting SEGP's 
activities. 

2.5.2 Principal Constraints to Implementation and Sustainaiility 

Sri Lanka is a responsible and accountable development partner. The chances of achieving 
development sustainability within the next decade are high. The GSL's policies and overall 
directions are well articulated and fully consistent with SEGP's objectives. The GSL is 
committed to improving the lives of its citizens, and therefore has implemented many 
economic and social reforms, and institutional restructuring. 

Sri Lanka has made good development progress, but this progress and its current record 
are somewhat fragile. Without significant additional progressin economic growth, Sri 
Lanka will not be able to bring more of its people into the economic mainstream and 
sustain gains to date. Economic growth will be continually rnooered by the conflict in the 
North and East. The GSL is diverting funds·to the conflict which could otherwise be 
utilized for productive investments. Additionally, because of tile war, foreign and domestic 
investors are questioning whether Sri Lanka is a wise investment choice. 

Other factors compounding Sri Lanka's economic growth probJems are macroeconomic 
imperfections, persistent unemployment among youth, inade'QUate infrastructure, lack of 
access to land, and environmental degradation. 

Program Paper: Sustainable Economic Growth Program (SEGP) 18 

• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 



• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 
e 

• e-

In summary, Sri Lanka's main constraints to equitable and sustainable economic growth 
are: 

2.6 

Ongoing war in the Northern and Eastern provinces; 

Social unrest due to lack of employment, particularly among youth; 

Inconsistent policies and regulations, and poor implementation of policy and 
regulatory reforms; 

Macroeconomic imperfections which contribute to increased budget deficits, 
high interest rates, high inflation, and currency fluctuations; 

Inadequate economic infrastructure; 

Lack of access to land and insecure land tenure; and 

Environmental degradation. 

Relationship to Host Country Priorities and Other Donor Activities 

In 1994, Sri Lanka began implementing the sixth year of a structural adjustment program 
aimed at moving the country to higher growth through a more open and competitive 
economy. The World Bank and the IMF actively advise and assist with the structural 
adjustment process. The GSL's policy reform objectives, as expressed in its Policy 
Framework Paper (PFP), are to reduce the size and increase the efficiency of the public 
sector and to remove constraints on the private sector. The GSL's PFP includes budget 
restructuring, public enterprise reform, regulatory reform, and financial sector reform, as 
well as sectoral policy reforms in agriculture, infrastructure, transport, water supply and 
sanitation, energy, and environment. Although the speed of reform has sometimes been 
slow, the GSL's progress on its PFP has been satisfactory. The GSL maintains a 
productive, candid, working relationship with the World Bank and the IMF. 

In her January 6, 1995 speech to Parliament, President Chandrika Kumaratunge re
emphasized her government's commitment to "accelerate economic growth to eight 
percent annually and to work unremittingly towards sustaining it." The government's 
strategy for achieving this growth includes: the development of market friendly policies 
where the private sector is the principal engine of growth, significant increases in foreign 
investment for both infrastructure and production, and the expansion of private, small and 
medium scale industries. SEGP is structured to respond to these priorities. 

SEGP will complement the International Monetary Fund (lMF), World Bank (IBRD), and 
Asian Development Bank (ADB) programs, especially those related to sectoral policy 
reforms. The ADB's Financial Sector Program is assisting with a wide range of financial 
sector reforms, including banking, leasing and insurance supervision and private debt 
market development. The World Bank also has a major private finance development 
project, which is aimed at improving macro-economic management by the Central Bank 
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and the Ministry of Finance. Under SEGP, USAID/SL wiUwork closely with the World 
Bank in formulating a joint program to assist the GSL's priwtization program. SEGP will 
also complement the World Bank and ADB's lending progralls for sma" and medium 
manufacturing enterprises. 

3.0 PLAN OF ACTION 

3.1 How the Program Will Work 

SEGP is the programmatic framework under which nearly.at of USAID/SL's activities in 
support of the economic growth strategic objective wiIJ Q,JBOte. In FY 1996, SEGP will 
integrate and consolidate USAID/SL's existing private seCbll' and agribusiness projects and 
the two new activities. SEGP will also serve as the mechaism for identifying, designing, 
and implementing all future activities which clearly fit witliftthe over-arching program 
framework and directly promote USAID/SL's economic gn.th strategic objective and 
program outcomes. SEGP will serve as a programmatic i.mentation "platform" for 
USAID/SL's economic growth strategy throughout SEGP·sive year LOP. Various USAID
funded economic growth activities will be designed, initjatei. and completed at different 
times under SEGP. 

For design purposes, SEGP activities fit into one or more ohhe following three categories 
at this time: past, present, and/or future. For example, TIPS and PPI are ongoing (past) 
USAID/SL projects which are being redesigned for immecflide (present) implementation 
under SEGP as modified activities which will extend beyondtheir original PACDs (future). 
AgEnt is an ongoing (past) project which will be implementJlion under SEGP, with no 
modifications or extension beyond its original PACD plannedat this time. PRSA and MESA 
are new activities which will commence within the first yeB'lof SEGP (present) and wi" 
continue into the future of SEGP. It is certain that there aRcther future SEGP activities 
which have yet to be identified and designed, even on a pRiminary basis, at this time. 

As discussed in Section 2.4, SEGP will combine and integra1:e three USAID/SL activities 
already under implementation: TIPS, PPI, and AgEnt; and wilintroduce two new activities 
in support of the Mission's economic growth strategic objedilte.The remaining mortgages 
of the three ongoing activities ($8.328 million) will be authoized under SEGP (See Section 
5.0). 

An additional $23.672 million in new funding for SEGP wiD be authorized, with a first 
tranche to be obligated in FY 1996. Subsequent tranches wi be obligated in FY 1997 and 
thereafter through amendments to the SEGP agreement. These funds will be used to 
continue on-going assistance and initiate new activities under the three components of 
SEGP, as described in Sections 2.4 and 5.0. As described inSection 5.0, the' financial 
structure of the program will make it possible for USAID/Sl:to shift resources from one 
activity to another under SEGP as the situation warrants. 

The Government of Sri Lanka (GSL) and the private sector and other non-government 
participants in SEGP are expected to finance $10.5 million of program expenses as a 
mixture of cash and in-kind contributions. Their contributions will include staff salaries, 
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private infrastructure projects and grants, and training. New private investments will be 
significantly greater than program costs. 

SEGP funds will be allocated to the constituent program activities based on the 
requirements of the relevant results package (see Section 3.3.1.1) and justified by focused 
annual work plans, corresponding budgets and measurable standards of performance. 
SEGP will concentrate and focus USAID/Sl and GSl attention and resources on the 
strategic objective--increased private sector employment and income. 

The primary criterion which must be met in order for a proposed activity to be eligible for 
funding under SEGP is that it must clearly fit within the program framework and must 
directly promote the economic growth strategic objective and program outcomes. Once 
that condition is met, a proposed new activity will go through a design and approval 
process to ensure that it is cost-effective, and that adequate planning has been completed 
for achieving the intended results in compliance with Section 611 (A) of the Foreign 
Assistance Act. 

Specifically, prior to any obligation of funds for a new activity the following information 
will be developed, reviewed, approved by the Mission Director, and maintained in the 
Mission's files: 

The anticipated results, and the performance indicators and timeframe for 
achieving them; 

An explanation as to how these results contribute to achieving the strategic 
objective; 

The financial and technical resources required to achieve the intended results; 

The measures to be employed to gauge progress in achieving the intended 
results; 

Evidence that the customers these results will serve have participated in the 
design of the activity and that mechanisms to facilitate continued customer 

. participation are included; 

The likely partners and mechanisms for procurement of goods and services 
needed to achieve intended results; 

Environmental threshold decision; and 

Completed statutory checklist. 

With respect to the results, activities necessary to accomplish these results must be 
described (as in the annexes attached to this PP) either as (1) actual activities that have 
been planned and analyzed (technical, financial, environmental, social, etc.)' or (2) 
illustrative activities that have objective criteria and procedures established for (a) selection 
of the actual activities, (b) confirmation that technical and financial planning (and any other· 
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planning) conducted for the illustrative activities still applies to the actual activities, or will 
be updated, and (c) completion of other necessary analyses not previously completed. 

3.2 Implementation Schedule 

SEGP will be authorized by April 1996, with a possible centrally-funded initial 
obligation also in April 1996. The program assistance completion date (PACO) for this 5-
year program is September 30, 2000. New activities approved under SEGP may be 
designed to extend for any length of time up to the PACD. However, unless an extension 
of the PACD is mutually agreed upon by the GSL and US AID, and approved by USAIO/W, 
no activity may be approved with an individual completion date which extends beyond the 
SEGP PACD. 

Given that SEGP is the programmatic framework for implementation of USAID/SL's 
economic strategic objective under the FY 1996-FY 2000 Country Program Strategy (CPS), 
the overall implementation schedule for SEGP is essentially the combination of the 
implementation schedules for the activities to be implemented under the SEGP umbrella. 
Figure 3-1 presents an overview of the SEGP implementation schedule, featuring the 
activities which are being authorized for implementation atthis time, as well as illustrative 
"second generation" SEGP activities which will commence once detailed design of those 
activities has been completed and approved. 
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Figure J -1. SEGP Implementation and Development Schedule, 1996 - 1999 

XX Technology Initiative for Private Sector (TIPS) 
SS Promotion of Private Infrastructure (PPI) 
&& Agro Enterprises (AgEnt) 
EE Micro-Enterprise Support Activity (MESA) 
@@ Policy Reform Support Activity (PRSA) 
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3.3 Management Procedures 

3.3.1 Roles and Responsibilities 

For the three existing projects which are to be brought under the SEGP 
umbrella (TIPS, PPI, AgEnt), the roles and responsibilities of the various GSL ministries, 
implementing agencies, contractors, grantees and USAID/SL staff and management will 
remain essentially as currently outlined in the implementation plans (for TIPS and PPI--as 
amended) of the individual activities. These activities are already focussing on the high 
priority strategic objective and program outcomes discussed in Section 2.0 of this PP. 

A team approach will form the primary implementation approach to SEGP. The "SO 1 
Team" will include two groups, a core group and an extended group. The core group will 
be made up primarily of USAID/SL technical and support staff who playa determinant role 
in defining overall economic growth initiatives and fulfilling required USAID implementation 
monitoring, contract management, and evaluation responsibilities. The core group will 
include "virtual" members--USAIDIW and USAID regional office staff who participate in 
core group deliberations and decision making primarily by means of telecommunications. 
The extended group will comprise the core plus others (customers, partners and other 
stakeholders outside of USAID) who are important to managing for results, but can not be 
directly involved in carrying out specific management actions. 

3.3.1.1 The Core SO 1 Team 

USAID/SL's overall mechanism for implementation of SEGP will be the core SO 1 Team. 
The core SO 1 Team will have the responsibility and authority to manage the achievement 
of the economic growth strategic objective through implementation of SEGP. Within 
USAID/SL, the core SO 1 team will be held accountable for results in support of SO 1. 

The SO 1 Team will be led by a designated SO Team Coordinator. The responsibility for 
serving as the SO 1 Team Coordinator will reside with the Chief of the Office of Program 
Support. The SO 1 Team Coordinator will be accountable for the performance of the team 
and must manage the team to achieve results. Decision making will be collaborative, the 
Coordinator being responsible for framing unresolved higher level issues for decision by the 
Mission Director. While the SO 1 Team will be accountable for achieving results under 
SEGP, individual members of the Team will have specific responsibilities. 

Once SEGP is launched, one of the first tasks of the SO 1 Team will be to organize the SO 
1 Program Outcomes and associated activities into one or more "Results Packages" (RP), 
which are flexible units of work based on the pas and the related activities to be carried 
out to achieve the POs, along with the responsibilities, authorities, skills, people and 
financial resources necessary for activity implementation and result achievement. SEGP 
may be managed as one RP, i.e., the whole SEGP results framework and related activities 
would form one RP, and this would be implemented by the SO 1 Team. Alternatively, the 
SO 1 Team may decide to divide SEGP operations into two or more RPs. For example, RP 
Teams could be organized around the three key SEGP components, with each RP chaired 
by the principal USAID/SL technical office involved in managing the activities under that 
component. The number of RPs under SEGP may change over time as the SO 1 Team 
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responds to changing circumstances. These decisions will be based on Team experience, 
the evolving complexity of the results framework, staff expertise and availability, skill 
requirements, and other management concerns. 

An RP Manager will be identified for each RP which is established. The RP Manager will 
determine how to structure the staffing requirements of the RP. The RP Team will be 
responsible for implementing the pertinent activities for that RP, communicating with 
relevant Sri Lankan institutions and GSL entities and organizing their participation, 
maintaining a customer focus, meeting USAID's internal management requirements, and 
coordinating with other donors. The RP Team will also be responsible for identifying and 
designing any new SEGP activities needed in support of the RP. The RP(s) under SEGP will 
be flexible management tools. Their composition may change at any time at the discretion 
of the SO 1 Team. For example, changes in Mission staff, the SEGP results framework, or 
in resource levels, or poor performance in a certain area, may cause the SO 1 Team to 
"repackage" the SEGP results framework, associated activities, and thus the RP Team 
responsible for its implementation. 

3.3.1.2 The Extended SO 1 Team 

The extended SO 1 Team comprises representatives of the following groups: 

Customers -

Partners -

Counterparts -

Contractors/ 
Grantees -

Sri Lankan people who are end users and beneficiaries of SEGP 
assistance and whose participation is essential to achieving sustainable 
economic growth results. 

Organizations or customer representatives with which/whom USAID/SL 
works cooperatively to achieve SEGP's objectives and to secure 
customer participation. Examples include GSL agencies, NGOs, the 
Economic Growth Center in USAID/W's Global Bureau, other USG 
agencies, multilateral organizations, professional and business 
associations, and private businesses. 

Representatives of partners working with USAID/SL on SEGP. 

Organizations or individuals (including grantees) acting as agents of 
USAID/SL in implementing a SEGP activity and carrying out a scope of 
work specified by USAID. 

The specific functions of the customers, partners, counterparts, contractors and grantees 
within existing activities (TIPS, PPI, AgEnt) under the SEGP program will remain 
fundamentally unchanged from their current responsibilities (except as these activities are 
amended). The primary difference under SEGP is that, as members of the SO 1 Team, 
there will be greater opportunity and encouragement to coordinate efforts with other SEGP 
activities. In practice, activity managers, chiefs of party and long-term advisors will 
operate as before, but will be more involved in advising the SEGP Team on policy 
development in their areas of expertise. 
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For contractors and grantees under SEGP there will continue to be: 

A requirement that the overall project and annual performance indicators, work 
plans and budgets for each of the activities be revised to incorporate and/or 
emphasize the program outcomes and benchmarks that pertain to that activity; and, 

Progress reports will include and emphasize these priority outcomes and 
benchmarks including: results to date, a comparison of results obtained to the 
planned achievements during the period, a discussion of problems encountered, and 
a proposal for dealing with those problems over the next reporting period. 

A summary notional composition of the extended SO 1 Team, organized by activity, is 
presented in Table 3-1. 

Table 3-1: SO 1 Team 

SEGP COMPONENT SELECTED ORGANIZATIONS REPRESENTED ON 
COMPONENT ACTIVITIES THE EXTENDED SO 1 TEAM 

Technology - International Executive Service Corps 
Initiative for the - Ministry of Industrial Development 
Private Sector - Private Business Organizations 
(383-0108) - Private Manufacturing firms 

Technology and - Private Subcontractors - micro-enterprises 

Business Promotion of - Secretariat for Infrastructure Development and 
Assistance Private Investment; Board of Investment 

Infrastructure - Ceylon Electricity Board 
(383-0118) . - Sri Lanka Telecom 

- Urban Development Authority 
- Sri Lanka Ports Authority 

Agro-Enterprise - Ag-Ent Advisory Board 
(383-0111 ) - National Planning Department 

- Export Development Board 

Agriculture and - Ministry of Agriculture 

Microenterprise - Client representatives 

Development Micro-enterprise - Micro-enterprise Development Trust Board 
Support - Affiliated NGO representatives 

- Affiliated Corporate and banking representatives 
- Client representatives 
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SEGP COMPONENT SELECTED ORGANIZATIONS REPRESENTED ON 
COMPONENT ACTIVITIES THE EXTENDED SO 1 TEAM 

Economic Policy Reform - National Planning Department 
Reform Support - Universities 

- Ministry of Finance 
- Central Bank of Sri Lanka 
- Colombo Stock Exchange 
- Public Enterprise Reform Commission 
- Securities and Exchange Commission 
- Private sector financial institutions 
- Relevant Technical Ministries 
- Business Support organizations 

3.3.2 Contracting and Procurement Plan 

There are a number of existing commitments under the three ongoing Mission 
projects which will continue after the commencement of SEGP. A number of new direct 
contracts, cooperative agreements and grants will be awarded under SEGP over the life of 
program. Table 3-2 presents a summary of these projected procurement actions. 

Table 3-2: Current and Projected SEGP-Funded Procurement Actions 

SEGP COMPONENT 
CURRENT ANDIOR PROJECTED CONTRACTUAL 

INSTRUMENTS: PLANNED DATE OF AWARD AND 
COMPONENT ACTIVITIES 

PROPOSED DURATION 

Technology Existing 
Initiative for the Cooperative Agreement - completion date 12196 
Private Sector 
(383-0108) Planned 

Technology Amend Cooperative Agreement - 1/96 - 9/2000 
and Business 
Assistance Promotion of Planned 

Private U.S. Personal Services Contract 9/95 - 9/97, with 
Infrastructure option to renew, Host Country Contracts. 
(383-0118) 1 or 2 buy-ins on OYB transfers to Global Bureau 

Projects for short-term TA and training - 9/95-9/2000 

Agriculture and 
Agro-Enterprise Existing 
(383-0111 ) Cooperative Agreement - 9/98 

Microenterprise Planned 
Development Cooperative Agreement - 10/98 - 9/2000 
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SEGP COMPONENT 
CURRENT AND/OR PROJECTED CONTRACTUAL 

INSTRUMENTS: PLANNED DATE OF AWARD AND 
COMPONENT ACTIVITIES 

PROPOSED DURATION 

Agriculture and Micro-Enterprise None at Present 
Microenterprise Support 
Development Planned 

Contracts - 6/96 - 9/2000 

Policy Reform None at Present 

Economic 
Support Planned 

Institutional and personal services contracts, andlor 
Reform buy-ins and aYB transfers to Global Bureau Projects -

6/96 - 9/2000 

4.0 DEFINITIO~ OF SUCCESS 

4.1 Judging the Results of SEGP 

As noted earlier in this PP, SEGP will be USAID/SL's principal vehicle for achievement of 
its economic growth strategic objective of increased private sector employment and 
income in Sri Lanka. SEGP has been designed to be fully consistent with USAID's new 
strategic management framework, including the Agency's emphasis on "management for 
results." For this reason, particular attention has been given to devising the means for 
judging the results of SEGP in four fundamental aspects: 

~To ensure that all SEGP activities optimally address the established SO and POs; 

~To assure accountability by verifying that the Mission's economic growth resources are 
being well-spent and that SEGP is achieving expected sustainable improvements in the 
lives of our customers; 

~To constantly improve management of SEGP by identifying: progress in achieving 
expected results, problems (and successes) as a basis for strategic and tactical decision 
making, and information gaps where additional knowledge and attention is needed; and, 

"To improve USAID/SL's understanding of the role of economic growth in Sri Lanka's 
overall development by assessing SEGP's impact and identifying lessons learned. 

The two principal tools which the Mission will use to measure and analyze SEGP's results 
are performance monitoring and evaluation. 

4.2 Performance Monitoring 

Economic growth performance monitoring at the strategic objective, program 
outcome, and SEGP activity levels will be employed to document progress toward reaching 
established results targets; and, to identify problem areas where results are not being 
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achieved, where changes in strategy and tactics may be necessary, and where more 
management attention may be needed. 

For SEGP performance monitoring at the strategic objective and program outcome levels, 
the Mission will employ the SO 1 (and associated POs) PRISM performance indicators as 
presented in USAID/SL's approved FY 1996 - FY 2000 Country Program Strategy. The 
Mission will also provide other performance results narrative (e.g., policy reform progress) 
and activity-level indicator information to supplement the S01 and PO indicators. This 
composite performance monitoring will be documented in the Mission's Annual 
Performance Plan (APP). SEGP activity-specific indicators will be employed to monitor 
output level performance for each of the activities implemented under SEGP. Activity 
monitoring will be documented in the Mission's quarterly Project Implementation Reports 
(PIR). 

4.2.1 Performance Indicators for the Strategic Objective and Program Outcomes 

A summary of the economic growth SO and PO indicators and targets is presented in Table 
4-1. Detailed information on the following aspects of the indicators is available in Annex 
1 of the USAID/SL's FY 1996 - FY 2000 Country Program Strategy: 

Precise definition and units of measurement; 
Specific source of data; 
Methods and approaches to data collection; 
Timing and frequency of data collection; 
Baseline data; and, 
Intermediate benchmarks. 
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Table 4-1. SO 1 and PO Performance Indicators 

Strategic Objective! Performance Indicator 
Program Outcome 

SO 1 1. Cumulative increase in total employment in targeted 
enterprises from 5,246 in 1994 to 48,196 by 2000. 

Increased Private 2. Cumulative increase in employment by companies 
Sector Employment raising new capital on the Stock Exchange from 
and Income 10,000 in 1994 to 78,000 by 2000. 

3. Change in per capita GOP. 
4. Decrease in prevalence of stunting and wasting 

among pre-school children from 31 .4 percent in 1994 
to 25 percent in 2000. 

PO 1 1. Increase in value of private sector investment in 
economic infrastructure from $0 million in 1994 to 

Increased Private $350 million in 1999. 
Sector Participation 2. Total of $85 million of targeted government assets 
in the Economy transferred to private control by 2000. 

3. Increase in percentage share of targeted staple food 
trade by the private sector from 36 percent in 1995 
to 70 percent by 2000. 

PO 2 1. Cumulative increase in total value of investments in 
new technologies in targeted enterprises from $3.6 

Adoption of million in 1994 to $36 million by 2000. 
Improved 2. Cumulative value of exports by targeted enterprises 
Technologies from $19.9 million in 1994 to $107.9 million by 

2000. 
3. Cumulative value of domestic sales by targeted 

enterprises from $30.8 million in 1994 to $341 
million by 2000. 

PO 3 1. Increase in number of shareholders of publicly traded 
equity from 127,500 in 1994 to 250,000 in 2000. 

More Accessible 2. Cumulative value of capital raised through private 
and Effective equity and debt issues from $242.3 million in 1994 to 
Financial Markets $1,700 million by 2000. 

3. Cumulative increase in value of loans to targeted 
micro and small enterprises including small farmers 
from $0 million in 1994 to $23.2 million by 2000. 

PO 4 1. Increase in per capita caloric food availability from 
2,346 calories in 1995 to 2,455 calories in 2000. 

Food security 2. Decrease in percent of women with iron deficiencies 
from 45 percent in 1995 to 35 percent in 2000. 
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4.2.2 Activity Level Indicators 

Output-level performance of the activities to be implemented under SEGP will be monitored 
by means of activity-specific indicators. These indicators and associated targets are 
presented in the individual activity descriptions annexed to this PP, and will be recorded 
quarterly in the Mission's Project Implementation Report (PIR) or its successor. 

4.3 Evaluation 

While performance monitoring of SEGP will focus on whether expected results are being 
achieved, periodic evaluation of SEGP's constituent activities will provide a more detailed 
examination of what these results embody, how they are or are not being achieved, and, 
to the extent possible, why. During the first year of the program, the Mission Evaluation 
Officer in cooperation with the SO 1 Team Leader will devise an evaluation plan drawing 
on a mix of methodologies, including formal periodic activity evaluations, routine data 
sources, and ad hoc assessments. A traditional evaluation schedule, including an interim 
and final evaluation, for SEGP as a whole is not appropriate given the diversity of activities 
under SEGP and their phased start and end dates. Rather, the tracking of progress of SO 
1 performance targets as established under PRISM, will document the overall success or 
failure of SEGP. The performance monitoring system can provide an important signal-
because expected results have not been achieved or because they are being achieved more 
efficiently and effectively than expected. The decision to evaluate or not, and which 
evaluation methodology to use, ultimately rests with the SO 1 team and Mission 
management. 

In any event, on a semi-annual basis the full SO 1 team will: 

~ Assess whether program process and mechanisms are valid; 

Identify the major problems impeding progress; 

Identify modifications to be made to make program implementation more effective 
and efficient; and, 

Suggest other corrective actions, including special evaluations of individual SEGP 
activities or a group of activities. 

It is expected that these reviews will result in appointing teams to assess specific aspects 
of program operations, as focused in-house evaluations or analyses of program 
implementation and impact. 

5.0 FINANCIAL PLAN 

The SEGP will fund economic growth activities to achieve the four program outcomes 
stated in Section 2.3 by combining activities under three current USAID/Sri Lanka projects 
along with new activities. The existing activities are the Agro-Enterprises project (383~ 
0111), Technology Initiatives for Private Sector project (383-0108) and the Promotion of 
Private Infrastructure project (383-0118). 

Program Paper: Sustainable Economic Growth Program (SEGP) 31 



These projects are not yet fully obligated and as such have mortgages. These mortgages 
will not be obligated under the current project but instead will be put into the SEGP 
authorization and future funds will be obligated as part of SEGP. Future funds for the 
current as well as new activities to be carried out under SEGP are included in the Cost 
Estimates and Financial Plan of SEGP. The existing mortgages included in the SEGP Cost 
Estimates are Agro-Enterprises (US$ 4,650,000), Promotion of Private Infrastructure (US$ 
1,778,000) and Technology Initiative for the Private Sector ($1 ,900,000L Activities 
already planned for the existing pipelines of the current three projects included in SEGP will 
be implemented independent of SEGP and accounted for separately over its current life of 
project. 

SEGP will be considered as one program consisting of three components under which a 
number of activities, each having its individual elements, will be implemented. Initially five 
activities are planned under the three components to be carried out depending on 
availability of funds. In addition to the three components there will be an Audit and 
Evaluation component which will fund audits and evaluations of all activities. The costs of 
SEGP will be accounted for by elements and not by activity, thereby facilitating easy 
transfer of funds between elements and activities. 

5.1 Summary Cost Estimates 

The total project cost of the Sustained Economic Growth Program is estimated at US$42.5 
million. USAID will contribute US$32 million. The Government of Sri Lanka's contribution 
to the project will be approximately US$2.5 million and NGOs and other private sector 
organizations are expected to provide approximately US$8 million. An analysis of the 
Summary Cost Estimates and Financial Plan by program component, activity and element 
is given in Table 5-1. 

5.2 Sources and Uses of Funds 

Total project funding per activity is given in Table 5-2 and the projection of expenditures 
by fiscal year is given in Table 5-3. The cash flow analysis also reflects the planned 
obligation schedule and is in Table 5-4. 

5.3 Recurrent Costs 

The SEGP program activities will complement traditional GSL capital and recurrent 
expenditures with private sector and other funding, thus ensuring the sustainability of its 
activities. The limited recurrent costs of the activities of the program together with exit 
strategies designed under each activity will ensure that there are no significant recurrent 
costs issues associated with the SEGP program. 

5.4 Counterpart Contribution 

The total foreign exchange and rupee costs of the project are estimated at US$42.5 million 
of which USAID's contribution will be US$32 million and the GSL, Private Sector and other· 
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NGO's contributions US$1 0.5 million. Of this counterpart contribution, the GSL 
contribution will be US$2.5 million. The counterpart contribution is approximately 25 
percent of the total program cost. 

5.5 Methods of Implementation 

The proposed methods of implementation and financing for each SEGP activity are 
included in the pertinent activity descriptions annexed to this PP. 

5.6 Payment Procedures 

The payment procedures for each SEGP activity will be developed for each new activity on 
a case-by-case basis once procurement actions take place. 

5.7 Audit Needs 

The program budget includes US$750,OOO for audits, voucher reviews and financial 
management systems reviews of the five activities included in the program. 
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TABLE 5-1 

SUMMARY COST ESTIMATE AND FINANCIAL PLAN 

(US $ 000) 

: 

Source 

I 

USAID Host Country Total 

GSL Other 

InI!uts FX LC FX LC FX LC FX 
II 

(.6.) ECONOMIC REFORM COMPONENT 
{I) Policy Reform Support Acti"ity 

Technical Support Services 

(A) Privatization Policy 600 50 0 250 0 0 600 

(8) Financial Markets Policy 2100 150 0 1300 0 0 2100 -_. 
(C) Trade & Industrial policy 700 50 0 250 0 0 700 --
I(D) Agriculture & Food Policy 2700 150 0 500 0 0 2700 

1--
Training 200 300 0 100 0 0 200 ---
,Policy Reform Activity Total 6,300 700 0 2,400 0 0 6,300 

TOTAL USAID CONTRIBUTION 7,000 

II 
/B) TECHNOLOGY AND BUSINESS ASSISTANCE COMPONENT 
,(I) TIPS Activity 

Technology Grants Support 4,700 1,300 0 0 0 0 4,700 

Technology Grants Program 0 5,000 0 0 0 3,800 0 

Sub Total 4,700 6,300 0 0 0 3,800 4,700 

TOTAL USAID CONTRIBUTION 11,000 I 

--

(2) PPJ Activity 

Technical Support Services 1,350 0 0 100 0 0 1,350 
.-

Training 200 0 0 0 0 0 200 

I Logistic Support 0 228 0 0 0 0 0 

I!Private Infrastructure Projects 0 0 0 0 0 500 0 

Sub Total 1,550 228 0 100 0 500 1,550 

TOTAL USAID CONTRIBUTION 1,778 

!'Tech.and Business Asst. Total 6,250 6,528 0 100 0 4,300 6,250 

I (C) AGRICULTURE AND MICRO ENTERPRISE DEVELOPMENT COMPONENT 
(1) Micro-Enterprise Support Activity * 
Technical Support Services 1,000 510 0 0 0 1,000 1,000 

I,Logistic Support 0 80 0 0 0 0 0 
Grant 0 2,290 0 0 0 0 0 

Sub Total 1,000 2,880 0 0 0 1,000 1,000 
-----'--

TOTAL USAID CONTRIBUTION 3,880 

LC 

300 

1450 

300 

650 

400 

3,100 

1,300 

8,800 

10,100 

100 

0 

228 

500 

828 

10,928 

1,510 

80 

2,290 

3,880 
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I 

TABLE 5-1 

SUMMARY COST ESTIMATE AND FINANCIAL PI,AN 

Source 

Inl!uts 

(2) AgEnt Activity 
Technical Support Services 
Training 
Grants 

ICommodities 

Sub Total 

TOTAL VSAID CONTRIBUTION 

AMD Total 

(D) Eva!. and Audit 
Total 

Total 
:TOTAL USAID CONTRIBUTION 

Total Project Cost 

Less: Counterpart contribution 

USAlD Contribution 

I 

II 

(US $ 000) 

USAID 
GSL 

FX LC FX 

3,400 1,250 0 

0 242 0 

1,000 1,200 0 

500 0 0 

4,900 2,692 0 

7,592 

5,900 5,572 0 

350 400 0 

750 

18800 13,200 0 

II 32,00011 II 

SUMMARY 

llS1 
42,500 

10,500 

32,000 

The above USAID Contribution includes the following Mortgages: 

TIPS Activity 

AgEnt Activity 

PPI Activity 

1,900 

4,650 

1,778 
8,328 

Host Country 

Other 
LC FX LC 

0 0 0 

0 0 0 -
0 0 2,700 -
0 0 0 

0 0 2,700 

--

0 0 3,700 

0 0 0 

-
2500 0 8000 

II I[ 

Total 

FX LC 

3,400 1,250 

0 242 

1,000 3,900 

500 0 

4,900 5,392 

5,900 9,272 

350 400 

18800 23700 

II II I 

The L.O.P. of the Sustainable Economic Growth Program is 5 years. Activities planned may commence and end anytime during the 
period. 
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TABLE 5-2 

COSTING OF PROJECT OUTPUTSIINPUTS 

(US $ '000) 

I'PROJECT INPUTS PROJECT OUTPUTS 

PRSA TIPS PPI MESA AGENT 

Activity Activity Activity Activity Activi!y 

lAID APPROPRIATED: 

6,500 0 1,350 1,510 4,650 IT'oJ,,;e,' Sopport S''';ce' 
Training 500 0 200 0 242 

Commodities 0 0 0 0 500 

ITeChnOIOgy Grants Support 0 6,000 0 0 01 
ITeChnology Grants Program 0 5,000 0 0 0 

iL09istiC Support 0 0 228 80 0 

iGrants 0 0 0 2,290 ' 2,200 

I~Udit ?l< Evaluation 0 0 0 0 0 

-
Sub Total 7,000 11,000 1,778 3,880 7,592 

HOST COUNTRY: 

(TeChnical Support Services 2,300 0 100 0 0 

Training 100 0 0 0 0 
I d" 0 0 0 0 0 'ICommo Itles 
II 
!iTeChnOIOgy Grants Support 0 0 0 0 0 

iTechnology Grants Program 0 0 0 0 0 

'Iniversity Linkage Program 0 0 0 0 0 

11"09;'tie Sopport 0 0 0 0 0 

-
"SUb Total 2400 0 100 0 0 

I!Oth" (NGO, & P,;v. S.et,,): 
ITechnical Support Services 0 0 0 1,000 0 

!ITechnOIOgy Grants Program 0 3,800 0 0 0 

trivate Infrastructure Projects 0 0 500 0 0 

Grants 0 0 0 0 2,700 

Sub Total 0 3800 500 1000 2700 

Total 9,400 14800 2378 4880 10292 

ITOTAL I 
Program 

Support 

0 14,010 

0 942 

0 500 

0 6,000 

0 5,000 

0 308 

0 4,490 

750 750 

750 32,000 

0 2,400 

0 100 

0 0 

0 0 

0 0 

0 0 

0 0 

0 2500 

0 1,000 

0 3,800 

0 500 

0 2,700 

0 8000 

750 42 SOO 
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TABLE 5-3 

PROJECTION OF EXPENDITURES BY FISCAL YEAR 

(US $ '000) 

Fiscal Year AID Host Country Other(s) Total 

Fy 1996 2,515 0 700 3,215 

Fy 1997 7,358 625 1,300 9,283 

Fy 1998 8,430 650 2,400 11,480 

Fy 1999 7,792 625 2,200 10,617 ---
Fy 2000 5,905 600 1,400 7,905 

TOTAL 32,000 2500 8000 42,500 
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TABLE 5-4 

CASH FLOW 'ANALYSIS - USAID FUNDS 

(US $ '000) 

1996 1997 1998 1999 ---~ --~---~----- ----~--~--- --~-.--- ----

,BALANCE 0 5,228 6,435 6,867 

OBLIGA nONS 

Policy Refonn. Supp. Activity 

(A) Privatization Policy 200 200 50 200 
(B) Financial Markets Policy 300 400 900 650 ---
(C) Trade & Industrial Policy 300 50 100 , 300 
(D) Agriculture & Food Policy 250 600 700 1300 
(E) Training 150 200 150 0 

TIPS Activity 2250 2900 3850 2000 
PPJ Activity 958 500 320 0 
Micro-Enterprise Support Act. 1000 1000 1150 730 
AGENT Activity 2200 2500 1442 1450 
Audit & Evaluation 135 215 200 200 

-'otal Obligations 7,743 8,565 8,862 6,830 
I 

EXPENDITURE 
-,--
I 

Policy Refonn. Supp. Activity 

(A) Privatization Policy 100 100 150 200 
i(B) Financial Markets Policy 200 500 600 500 
(C) Trade & Industrial Policy 150 100 150 150 
(D) Agriculture & Food Policy 140 680 780 700 
(E) Training 150 100 100 150 -.. -

TIPS Activity 200 2,950 2,950 I 2900 
PPJ Activity 0 328 850 350 
Micro-Enterprise Support Act. 500 1000 1200 700 
AGENT Activity 1000 1500 1500 1942 
Audit & Evaluation 75 100 150 200 

Total Expenditure 2,515 7,358 8,430 7,792 

:BALANCE I 5228 6,435 6867 5,905 

2000 

5,905 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 

100 
450 
200 
550 

0 

2,000 
250 
480 

1650 
225 

5,905 

0 
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To: Ariyaratne@PRJ 
From: Peter Sullivan@DIR@BANGKOK 

Cc: Kim Kertson@PRM 
Bcc: 

• • • • • 
Subject: re: SEGP Source, Origin and Nationality Clarification - Rewritt 

Attachment: 
Date: 4/18/96 8:59 AM 

Ari: 

• Yes, you could procure goods and services locally, but only to the extent 
• permitted under Section 18Alc of Handbook lB. Any procurement from non-U.S. 

sources which does not fall within one of the six enumerated categories 
• would require a waiver. 

• Peter 

• • • • • • • • 
• • • • • • • • • • • • • • • • • "C/ ' .... ~) l 
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SUSTAINABLE ECONOMIC GROWTH PROGRAM 
(SEGP 383-0120) 

TECHNOLOGY INITIATIVE FOR THE PRIVATE SECTOR (TIPS) ACTIVITY 

1.0 SUMMARY 

In September 1991, USAID authorized $12.0 million for the Technology Initiative for the 
Private Sector (TIPS) Project1 which has a project assistance completion date (PACD) of 
December 31, 2000. The project was established to accomplish three principal tasks: 1) 
generate demand for technology upgrading from private firms in selected sectors by 
helping firms to diagnose their production and marketing needs and formulate requests for 
assistance to search for technological solutions; 2) improve access to information sources 
and provide financial incentives to firms to reduce their risks and help offset the costs of 
technology search and acquisition; and, 3) provide private firms with a means to obtain 
low cost, rapid and reliable information on international technology, market conditions and 
potential foreign business partners to more fully integrate them into the international 
business community, 

In an interim evaluation by Checchi and Company in August 1993, the consultants 
reported that the TIPS project" had excellent results in all component activities", The 
report showed that total impact, measured by economic activity (domestic sales, imports, 
exports, technology transfer, employment and productivity), compared to project 
allocations, was "enormous", with "a positive ratio of more than 8-to-l "2, In addition, 
"quality changes in both entrepreneurial zeal and technological knowledge" were noted to 
have been "remarkable", TIPS also contributed significantly to USAID's goal of creating 
new jobs and increasing incomes in Sri Lanka, by creating more than 2,800 full-time jobs. 3 

Several critical lessons emerged from this evaluation which highlight the reasons for the 
unique success of the TIPS project, TIPS, supported at a distance by the Government of 
Sri Lanka and USAIO, has been able to provide a rapid response to private sector demand, 
maintain client confidentiality and adhere to a "demand driven" mandate that avoids 
sectoral or industry targeting based on political or economic assumptions. TIPS clients, 

1 Throughout this document, TIPS as a "Project" refers to the original TIPS Project from 
September 1991 through December 1996. TIPS as an "Activity" refers to the newly redesigned 
TIPS as a component of the Sustainable Economic Growth Program (SEGP). The SEGP/TIPS 
Activity will be authorized in April 1996. 

2 This refers to a benefit-to-cost ratio of 8-to-1 which was cited in the interim evaluation of the 
TIPS project. It was determined that benefits from TIPS activities exceeded costs by a factor of 
8: 1, taking into account validated company performance compared to total project expenditures for 
one year of project implementation. The study used a sample of 48 client companies. 

3 Checchi & Company Consulting Inc: Interim Evaluation of the TIPS Project. August 1993. 
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who contribute to activities financially, have provided the commitment that is necessary to' 
ensure cost-effective and beneficial results. Finally, the International Executive Service 
Corps (IESC) has provided an integrated team effort in-country, in the U.S. and globally to 
provide Sri Lankan firms with access to an international network of clients and suppliers. 

TIPS was initially focussed exclusively on establishing certain services and creating a 
demand for technology search and acquisition among the private sector in Sri Lanka, as 
described above. This has been accomplished. Although it was originally envisioned that 
the TIPS project would be terminated at the conclusion of its six-year mandate, none of 
the designers of the project were able to foretell the tremendous success generated by the 
project, the unique nature of the'services that IESC has been able to provide to Sri Lanka's 
private sector, or the substantial impact that the project has had not only on employment, 
domestic sales or exports but on the environment for business in Sri Lanka. 

The TIPS project must now be redesigned to consolidate the successful impact generated 
from current TIPS activities, to ensure that the benefits of these services will be sustained 
over the long term and to establish an institutional capability for continuing these services. 
Finally, since TIPS has demonstrated its ability to generate significant employment and 
enhance incomes through its standard grant activities, it should be noted that as USAID 
implements its economic growth strategy, it is the successful projects like TIPS which 
have the capacity to generate the impact required and contribute to the creation of new 
jobs, both direct and indirect employment, and enhanced incomes in Sri Lanka. Thus, the 
extension of the TIPS project is an essential component of USAID's economic growth 
strategy. . 

The redefined TIPS activity under the Sustained Economic Growth Program (SEGP) will 
focus directly on achieving sustainable benefits, as well as ensuring the delivery of "TIPS
like" assistance after the PACD. While the current project will leave behind a wide 
network of internationally competitive clients, successful in terms of clearly measurable 
impact criteria (such as sales, output value, productivity, asset formation and profitability), 
the new activity will look beyond the individual clients. The original TIPS project was 
focused primarily on encouraging behavioral change among clients in terms of enhancing 
international exposure, enco.uraging increased diversity and use of technology sources and 
promoting more innovative technology search behavior. The TIPS activity under the SEGP 
will seek to more effectively promote the indirect benefits of project assistance in terms of 
consolidating widespread sectoral impact, accessing established backward linkages to 
micro-enterprises, widening the current TIPS client base to rural entrepreneurs and smaller 
businesses, and actively encouraging environmentally beneficial technology initiatives. 

The new TIPS activity will also focus directly on the institutional transfer of TIPS-like 
services by beginning to transfer some of its services to a selected development finance 
institution, either the National Development Bank or the Development Finance Corporation 
of Sri Lanka, in 1998. In addition, TIPS will establish operational linkages with the Export 
Development Board (EDB) of Sri Lanka, the Ceylon Institute for Scientific and Industrial 
Research (CISIR), the Sri Lankan Standards Institute (SLSI) and the regional chambers of 
commerce to leave behind a strengthened indigenous capacity for small and medium 
enterprise development. 
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2.0 BACKGROUND 

2.1 Overview 

The TIPS Project was launched in 1991 as a six-year $12.0 million project to be 
implemented by the International Executive Service Corps (lESC) under a Cooperative 
Agreement arrangement. TIPS was developed to create an awareness of available 
technological options with which the Sri Lankan private sector could take bolder steps 
toward sustained growth and self reliance. The project was designed to reduce the risks 
and costs of searching, acquiring and installing needed technological innovations. The 
project design also incorporated a limited assistance timeframe as an initial effort to create 
a demand-driven form of private sector development assistance. Clients were expected to 
contribute a greater proportion of the cost of activities, eventually assuming total cost. 

It was envisioned that TIPS would ultimately become a fee-based channel for facilitating 
the technological initiatives of private firms. However, results of the interim evaluation4 

indicated that it was premature for TIPS services to be entirely fee-based. Furthermore, 
the universe of potential beneficiaries was found to be much larger than anticipated during 
the original design of the project. In August 1993, an interim evaluation of the project 
assessed progress in implementation activities. A study was carried out (June 1994)5 to 
provide redesign options and recommend possible scenarios for extension and redesign of 
the TIPS project. The latter study offered USAIDISri Lanka six different options for 
redesign, and concluded that the new design should retain the core concept of TIPS and 
refine it to ,address new foreign assistance priorities, provide a more integrated and 
improved package of activities, and focus on sustainability of project benefits. Thus, the 
refined design, described in this SEGP Program Paper Activity Annex, presents USAID with 
a unique opportunity to build on a proven model for technology transfer and strengthen the 
sustainable elements of the TIPS project approach. 

2.2 Relationship to the Economic Growth Goal, the Strategic Objective (SO) and 
Program Outcomes (POs) 

The TIPS approach is fully consistent with and supportive of USAID's economic 
development strategy. TIPS has proven to be highly effective in contributing to the 
Mission's strategic goal and objectives, particularly to the economic growth strategic 
objective of "increased private sector employment and income". TIPS addresses critical 
constraints in the private sector which limit the growth potential of individual firms. By 
reducing such constraints at the firm level, TIPS will improve the prospects for sustainable 
employment and income opportunities in Sri Lanka. It will also contribute to the program 

4. Checchi and Company Consulting Inc.: Interim Evaluation of the Technology Initiative for the Private 
Sector Project. August, 1993. 

5. David H. Holt: Redesign of the Technology Initiative for the Private Sector (TIPS) Project. 
June, 1994. 
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level indicators of increased investments in new technologies, increased exports by 
targeted enterprises and increased domestic sales. Further, TIPS is well positioned, by the 
very nature of its flexible demand-driven approach, to be a responsive mechanism in terms 
of its ability to adjust to changing client needs, as well as USAID's evolving development 
interests. Thus, the redesigned TIPS activity will seek to broaden the TIPS client base to 
rural areas, particularly by assisting microenterprises poised for growth through links with 
established small and medium companies, and to promote the development and use of 
sound environmental technologies. Concerning the latter, TIPS will also contribute 
significantly to the Mission's environment strategic objective of "improved environmental 
practices to support sustainable development" and, specifically, to the underlying objective 
indicator of the number of people benefitted by adoption of environmentally sound 
practices. 

2.3 Original and Revised Goal and Purpose Statement 

The original goal of the TIPS project was to generate economic growth and employment by 
developing and sustaining Sri Lanka's market economy. This goal has been modified and a 
related strategic objective (No.1) has been developed to reflect the refined USAID/Sri 
Lanka development strategy. Thus, the revised goal is now "To encourage broad-based 
economic growth" and the related SO for the Sustained Economic Growth Program (SEGP) 
is lito increase private sector employment and income." 

The original purpose of the TIPS project was to increase the international competitiveness 
of and employment in Sri Lankan private industry by improving its performance in 
choosing, acquiring and mastering technologies, with support from U.S. business and 
technology and by facilitating removal of policy impediments. This purpose is also slightly 
modified by deleting" ... and by facilitating removal of policy impediments. n Industrial 
policy reform will now be addressed under the SEGP policy activity. Accordingly, the 
revised purpose of the TIPS activity is to increase the international competitiveness and 
employment in Sri Lan'ka private industry by improving its performance in choosing, 
acquiring and mastering technologies, with support from U.S. business and technology. 

2.4 Project Interim Evaluation and Findings 

As indicated in the interim evaluation, the redesign study and in routine monitoring reports 
to date, progress under the TIPS project has been impressive. TIPS has achieved or 
exceeded all interim benchmarks, and, in some cases, life of project (LOP) targets as well. 
TIPS has consistently provided technology sourcing and business development services to 
a large number of small and medium-scale firms across nearly eighteen different industrial 
sectors. These sectors account for a major share of overall industrial output in Sri Lanka 
and are playing a key role in the development of the economy. 

There are currently 375 companies in the TIPS grant portfolio, and more than $4.0 million 
has been approved in matching technology grants for firms that can be categorized mostly 
as small (10-50 employees) and medium (50-500 employees) enterprises. The average 
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matching grant, which totals less than $20,000, is used largely to support test-marketing, 
training, production and procurement assistance, and joint venture consultancy. To date, 
TIPS client activities have helped to spur direct and indirect employment, productivity 
gains, fixed asset and capital formation, and increased purchases of domestic and U.S. 
goods and services. TIPS has helped create substantial numbers of new jobs (a 67% 
increase in full-time employment).6 It has also helped small and medium manufacturing 
client firms to become more productive (10% increase in productivity), efficient, and 
therefore more sustainable and competitive. 

TIPS's success is not limited to individual primary beneficiary clients. The "spread effects" 
of the technology transfer process have extended well beyond the mere acquisition of 
technology and marketing of products by such beneficiaries. The TIPS Project has 
encouraged the primary beneficiaries to overcome risk aversion in the introduction of new 
technology. In doing so, competing firms in the same sector have had to make comparable 
technological improvements in their operations in order to remain competitive. These 
spread effects enhance the sustainability of the country's economic growth process and 
the international competitiveness of entire manufacturing sectors (e.g., soft toys, rubber 
based products, jewelry). 

TIPS has shown that it is able to provide indirect assistance to low-income beneficiaries, 
women-owned businesses and microenterprises. Most TIPS clients are located in suburban 
or semi-suburban communities where clients have generated substantial employment 
within their immediate environs, thereby contributing to community development and 
improving skills levels. Moreover, TIPS clients have established procurement and supply 
linkages with ancillary firms, and, as such, TIPS assistance has increased the number of 
micro/small entrepreneurs that have developed as subcontractors or contracted piece-rate 
workers to TIPS clients. 

3.0 AMENDED ACTIVITY DESCRIPTION 

3.1 Activity Objective, Purpose and linkage to SEGP 

As detailed above, the TIPS model has proven over time to be a highly effective and 
appropriate technology transfer vehicle to achieve the type of broad-based private sector 
led development which both USAID and the Government of Sri Lanka seek to attain. 
Thus, the amended goal and purpose of the new TIPS activity will remain ostensibly the 
same as the original TIPS project, although the component which focused on removal of 
policy impediments will be shifted to another activity. 

The TIPS activity will be a crucial link to SEGP's overall strategic objective of increasing 
private sector employment and income. TIPS will address critical constraints in the private 
sector which limit the growth potential of individual firms and the ability for people to 

6. Data obtained from the interim evaluation which surveyed a 48 client sample and concluded 
that the TIPS project had resulted in assistance leverage on the order of 8-to-1 benefits compared to 
costs. 
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participate effectively in the economy. By reducing such constraints at the firm level and 
supporting individual initiative, TIPS will be able to yield substantive results in terms of 
sustainable employment, income opportunities and major investment in new technologies. 
[See Attachment I for Revised Logical Framework]. 

Activity Goal: To encourage broad-based economic growth. 
Activity Strategic Objective: To increase private sector employment and income. 

Activity Purpose: To increase international competitiveness of and employment in Sri 
Lankan private industry by improving its performance in choosing, acquiring and mastering 
technologies, with support from U.S. business and technology. 

3.2 Activity Components 

The TIPS activity will consist of four basic components: 

1. Technology Grant Support 
2. Technology Grants Program 
3. Environmental Technology Promotion 
4. Monitoring and Evaluation 

Component 1 - Technology Grant Support: The Technology Grant Support Component 
[formerly referred to as the Technology Promotions Program under the TIPS Project] will 
provide a variety of services needed for the preparatory phase of the Grants Component, 
the operational and administrative services related to the Grants component, as well as 
promote investments in new technology via more public relations oriented activities. It will 
stimulate demand for technical innovation and acquisition. It will seek to establish the idea 
in the mind of the entrepreneur that technology improvement is available and that its 
introduction will increase profits. 

The following activities will be supported under this component: 

a. Grant Administration: This covers the costs of salaries and standard operating costs of 
project management, promotions, the grants unit, the monitoring and evaluation unit and 
the volunteer executive program. It also covers the operational costs of the U.S. office at 
IESC/Stanford. Any purchases of non-expendable items or upgrading of computer or 
telephone systems in the TIPS office or gaining access to INTERNET services will be 
covered also. 

b. Workshops & Seminars: Workshops and seminars will be held to market the services 
that TIPS offers. Workshops will introduce firms in selected sectors to technical trends, 
new process developments and market trends, as well as broaden awareness in new focus 
areas such as environment, gender issues, quality management and related issues. TIPS 
will also use lEse Volunteer Executives (VEs) who are in Sri Lanka on technical assistance 
assignments to offer industry specific workshops and seminars for targeted groups. 

c. Local Technology Sourcing: Linkages will be established with local research and 
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development institutes, such as the Sri Lanka Standards Institute (SLSJ) and the Ceylon 
Institute for Scientific and Industrial Research (CISIR), by inviting them to participate in 
planned activities. They will also participate in workshops and seminars and perform 
diagnostic appraisals where possible. As a matter of policy, where local technology can be 
used or developed with local expertise, TIPS will link private firms with appropriate local 
sources. 

d. Company Diagnostic Studies: Diagnostic studies will assist client companies to define 
their problems and propose solutions. Business plans will be assessed as well as the 
viability of proposed grant activities. Such studies will assist clients to identify their 
requirements for technology enhancement. 

e. Sector Surveys: Three sector surveys (Light Engineering Industry, Gem and Jewelry 
Industry and the Ceramics Industry) were conducted under the TIPS project prior to 
implementation to ascertain the likely demand for TIPS assistance, technology needs in the 
sector, policy constraints and assess future potential for that industry. During the 
implementation of the current TIPS project [1991-96], two more sector surveys will be 
conducted. One is already planned for 1995 to assess the potential for ISO 9000 standing 
for selected Sri Lankan companies. In addition, it is anticipated that the new TIPS activity 
will fund two additional sector surveys under this component in 1997 and 1998. 

f. American Business Linkage Enterprise Studies (ABLE): TIPS will make information 
searches to facilitate access to U.S. markets, technology and partners available to clients. 
ABLE studies are undertaken by trained staff in IESC/Stanford with direct access to 
volunteer executives in the U.S. IESC will also be providing similar services in Europe with 
EURO-ABLE studies. 

g. Business Advisory Services: TIPS will assist Sri Lankan companies to prepare grant 
applications, follow-up to monitor progress of grant activities, despatch samples to 
TIPS/US and to potential U.S. companies, facilitate trade show attendance, search for 
interested buyers, locate testing and training institutions, source equipment, consultants 
and raw material sources. TIPS will also assist US companies in Sri Lanka by holding 
seminars for U.S. manufacturers, finding potential buyers, finding suppliers and/or potential 
joint venture or co-venture partners. 

Component 2 - Technology Grants Program: The Technology Grants Program Component 
will continue to be the major assistance component for TIPS. The Grants Program will 
lower the cost of searching for and selecting technological improvements to enhance the 
firm's production process. The focus of the Grants Program will be broadened to include 
grants in the following areas: (a) Standard Export Manufacturing Grants; (b) 
Microenterprise Grants; (c) Environmental Technology Grants; and, (d) IESC Volunteer 
Executive Grants. This component will provide funds on a cost-sharing basis to assist 
private firms choose, adapt and master technolbgies; use industrial information resources 
more effectively; develop new products and train personnel to operate new technologies. 
All grants will be reviewed and approved by either the Technology Grants Committee or 
the Environmental Technology Grants Committee. [Attachment C of the SEGP/TIPS 
Activity Annex describes the scope, terms and conditions of the Technology Grants 
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Program Component). 

The following sub line-items will be supported under this component: 

a. Standard Export Manufacturing Grants: Consistent with the existing TIPS Project, 
grants to firms engaged in the export of manufactured products or in export-related 
industries will continue as the major grants activity. Criteria for such grants are described 
in Annex III of the SEGPrrlPS Activity Annex. The focus on export manufacturing firms 
will not necessarily apply to the other sub line-items of this component. Export 
Manufacturing Grants will be provided on a 50/50 cost sharing basis. 

b. Microenterprise Grants: This new activity will expand economic opportunities for the 
less-advantaged in Sri Lanka by promoting microenterprises and small business 
development. While other USAID/Sri Lanka projects are well placed to address traditional 
micro-enterprise development, including poverty lending, the TIPS Activity is uniquely 
placed to focus on a very specific phase in microenterprise development. The TIPS 
Activity will support the transition of microentrepreneurs and small businesses to the 
formal sector by expanding their access to markets and technology. TIPS will identify 
microenterprises and small businesses that are poised to take advantage of potential links 
to standard TIPS manufacturing firms. Moreover, TIPS will encourage the establishment of 
backward linkages with existing and new Colombo-based clients via more favorable cost 
sharing ratios, if these larger clients establish formal sub-contracting relationships with 
microentrepreneurs. 

TIPS staff will also work closely with selected Provincial Chambers of Commerce and the 
established network of development finance banks throughout the country to market TIPS 
services in the rural areas. Because of the need to focus assistance for greatest impact 
potential, such assistance will focus on three regional centers (Kandy, Galle and 
Hambantota). These grants will be provided on a 75/25 cost sharing basis and will be 
implemented in collaboration with business chambers and associations. This approach has 
already been used effectively with the Kandy's Women Association and the Hambantota 
Chamber of Commerce. 

c. Environmental Technology Grants: This new activity will increase promotion of 
environmentally beneficial technology initiatives by linking directly with the Agency's U.S.
Asia Environmental Partnership (USAEP) Program. TIPS' Environmental Technology Grant 
activity will serve two distinct purposes. It will help Sri Lankan enterprises procure 
services and adopt technologies which minimize waste or conserve resources, and more 
proactively, it will encourage the production of environmental goods and services by Sri 
Lankan enterprises. These grants will be provided on a 50/50 cost sharing basis. 

d. Volunteer Executives (VEs): The Colombo office of the IESC was originally established 
in 1984 for the purpose of transferring technical and management skills to private firms by 
utilizing the services of retired U.S. Volunteer Executives to work for up to three months 
with requesting firms. The TIPS project funded the continuation of this program. The 
requesting firms have shared the costs of the volunteers to date, while IESC covered the 
balance from various funding sources. A total of $1,500,000 of the TIPS project funds 
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have been utilized to fund the costs of Volunteer Executiveft"ogram to date. 

The Volunteer Executive Program will continue under the 1W5 Activity. However, it will 
be integrated with the existing TIPS activity components. asopposed to being operated as 
a semi-autonomous program. A potential client will therefw be provided a broad 
spectrum of possible TIPS services which will include the mvices of an IESC Volunteer 
Executive, based on established criteria. While standard tedtrlical assistance projects will 
continue, the new TIPS activity will also encourage 50/50 ClSt-sharing in VE assignments. 
Criteria based on the size and financial capability of the eli_ firm will determine the 
contribution clients will make. IESC will also work toward miucing the costs of the VE 
program (e.g. VEs will travel on economy fare, without theirspouses and wherever 
possible will accept "in kind" accommodation, local trans_and other facilities from 
clients). IESC will also try to reduce costs by accessing SOOl! "piggy-back" projects in 
tandem with YEs who are already scheduled to work in sl..If.RIJnding Asian countries. 
USAID will negotiate new terms and conditions for the VohReer Executive Services 
provided by IESC when extending their Cooperative Agreement for implementation of the 
new TIPS activity. 

Component 3 - Environmental Technology Promotion: This canponent will facilitate the 
adoption of environmental technologies and practices by Sriiankan business and promote 
the production of environmental goods and services, whilep:mnoting the purchase of U.S. 
environmental technology and services. A US-AEP Techn. Representative ["Tech 
Rep"] will be housed in the TIPS office to facilitate the tranSfer of U.S. environmental 
expertise and technology to TIPS clients, as well as other \SID projects. The Tech Rep 
will identify opportunities for the sale of U.S. environmentatlechnologies and services 
through a broad network of contacts with executive-level SJilankan business, trade and 
chamber of commerce leaders and with government officiAklin the relevant ministries and 
line agencies. The position of the US-AEP Environmental Tdnology Representative will 
depend entirely on the availability of US-AEP central fundingior the position and its related 
activities. The Tech Rep will be a member of the EnvironmBdaI Technology Committee 
which will approve all environmental technology grants. 

Component 4 - Monitoring and Evaluation: The Activity will JiWvide funds to strengthen 
capability to monitor and evaluate impact in order to better measure people-level benefits. 
New criteria will be added to track specific information on 11PS' employment-related 
impact, gender-related impact, microenterprise developmentaocl environmental impact, 
among others. The progress of the Activity will be based on fJlarterly data collection of 
the objectively verifiable indicators identified in the logical framework. USAID will conduct 
a client survey prior to the inception of the new activity. Thissurvey will be updated 
annually and will address more subjective issues of technotogyacquisition, behavioral 
changes and provide a basis on which to determine success based on the demonstration 
effects of the activity. 

A sample of 50 representative client companies will be continuously assessed and a set of 
basic performance indicators tracked throughout the life of the activity. This group of 50 
companies will be selected following the client survey. Information on client companies 
will, in general, be obtained over a two year time-frame commencing with baseline data 
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obtained prior to grant approval. All clients will be required to provide information during 
the duration of their grant and for one year following completion of the grant. 

At the outset of the new TIPS activity under SEGP, IESC will procure the required 
computer hardware and software to upgrade its monitoring and evaluation system. This 
will allow IESC to network with its U.S. and Colombo offices and move towards industry 
standard hardware and software. 

3.3 Activity Results and Outputs 

As described in Section 2.2, the TIPS activity will support USAID/Sri Lanka's economic 
growth strategic objective of "increased employment and income". During the period 
1996-2000, TIPS is expected to generate 8,000 new jobs.7 

At the program outcome level, TIPS is expected to attain the following results during the 
period 1996 -2000. 

* $ 10 million in investment in new technologies. 

* $ 45 million in increased exports. 

* $ 1 25 million in increased domestic sales. 

At the purpose level, the new five-year TIPS activity is expected to attain the major results 
listed below. Note, however, that the specific indicators for some of the outputs will be 
determined early during the first year of the new activity, in concert with IESC personnel. 

* 

* 

Increased international competitiveness of private sector. The key targets are: 
75 formal linkages established with foreign investors (co-ventures or joint 
ventures); 
140 informal business linkages established with foreign companies, as 
measured by standing export orders established (U.S. and other); and 
200 one-time export transactions completed (U.S. and other). 

Marketing assistance provided to clients, as measured by: 
250 clients attending trade shows, and 
125 clients utilizing business trip assistance. 

7 Change in total employment in targeted enterprises under the TIPS activity. Baseline (1994): 
4,496 new jobs created through December 1994. 

1996 1,700 
2000 : 1,300 

1997 : 1,700 1998: 1,800 
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* 

* 

* 

* 

* 

* 

Strengthened private sector capability to access and acquire new technologies, as 
measured by: 

140 clients obtaining technology exposure services, 
100 industrial information requests (brief information reports) processed, and 
162 standard technology grants approved. 

Adoption of environmental technology and environmentally sustainable or beneficial 
practices, as measured by: 

40 clients obtaining Environmental Technology grants, and 
4,000 people benefitted by the adoption of environmentally sound practices. 

Strengthening of private sector commitment to technology sourcing and adoption, 
as measured by the completion of 180 consultancy assistance activities and 150 
commodity procurement activities. 

Established linkages between microentrepreneurs and larger mainstream TIPS client 
firms, as measured by: 

25 microenterprise grants approved, and 
350 microentrepreneurs assisted through client firms. 

Assistance to clients outside of the greater Colombo area, measured by: 
appoximately 10 percent of the total Technology Grants line item will be 
allocated for grants to enterprises in Kandy, Galle, Hambantota, or other 
locations other than Colombo. 

Technical assistance to small and medium enterprises. The target is 75 Volunteer 
Executive technical assignments completed. 

4.0 IMPLEMENTATION APPROACH 

To attain the activity purpose, three principal tasks will be conducted: 

*Generate Demand for New Technology: 8 This will consist of helping firms diagnose their 
production and marketing needs and formulate requests for assistance to search for 
technological solutions. This will, in turn, generate demand for new technology. 

*Improve Access to New Technology: Access to information sources and provision of 
financial incentives for firms to reduce their risks and help offset the costs of technology 
search and acquisition will be provided. The emphasis will be on partnerships with U.S. 
businesses and on establishing effective linkages between technology users and 
technology providers and brokers; 

* Increase International Competitiveness of Firms: Assistance will be provided to obtain 
low cost, rapid and reliable information on international technology, market conditions and 

8 Technology is defined here as the technical and managerial knowledge, skirrs, equipment and 
processes used to develop, produce and market goods and services. 
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potential foreign business partners to more fully integrate Sri Lankan firms into the 
international business community. For smaller firms and microenterprises, linkages with 
larger firms will be encouraged and supported. 

4.1 Operational Principles 

Achievement of these tasks will be governed by the following operational principles: 

a. Demand-driven approach: The approach will continue to be demand-driven, i.e., the 
activity will not prescribe technological solutions but encourage individual client initiative. 

b. Independence from government: Activity components will be oriented to private sector 
development and be kept as free as possible from the rigidities of government 
administration. Grant review and approvals procedures will be as similar as possible to 
those used by the private financial institutions, within the limits of USAID and Government 
of Sri Lanka laws and regulations. 

c. Export manufacturing focus: The activity will continue to focus primarily on firms 
manufacturing for export or those with close linkages to export industries. 9 The only 
exceptions will be beneficiary firms in rural areas and firms adopting environmental 
technology. 

d. Significant cost-sharing: Clients will continue to share, with TIPS, the financial risk of 
instituting technological innovation on a declining cost sharing basis (50/50 for first grants 
and 75125 for second grants) with a limitation of $50,000 per client. Third grants will 
usually not be provided to clients. The only exception to the third grant prohibition policy 
will be for special sector-wide programs aimed at improving quality control and productivity 
(e.g. ISO 9000 program). This sharing of risk assures the client's commitment and justifies 
leaving decisions concerning the selection of technology transfer agents (whether local or 
foreign) and the content of individual assistance programs to the applicants, as much as 
possible. Criteria for selecting second grant clients will be made relatively more stringent 
and, for the most part, based on revised business plans and proactive follow up. 

9. Manufactured Exports = Jobs + Sustainable Growth: Export growth in the non-garment 
manufacturing sectors is widely recognized as the key to long-term sustainable development and creation of 
jobs in Sri Lanka over the next decade, especially with the recent passage of GATT. By focusing on helping 
small and medium sized manufacturing firms to export, the TIPS Project will be best positioned to contribute to 
the Mission's economic growth strategic objectives. Small and medium export manufacturing firms can readily 
adopt new technologies. capture most economies of scale to compete internationally. provide significant direct 
and indirect employment opportunities for the poor. and generate multiplier effects throughout the economy. 
An additional rationale for an export manufacturing focus is the need to enhance growth in non-garment 
manufacturing sectors, as such sectors will have to bear a greater responsibility in creating job opportunities. 
With the gradual phaseout of the Multi-Fiber Agreement beginning in 1995, Sri Lanka's garment industry will 
be exposed to greater competition. Coupled with a shortage of quotas, the future of Sri Lanka's garment 
industry is less promising. Thus, it is critical to address the need to diversify and expand non-garment 
manufactured exports. TIPS represents an excellent vehicle for doing so. Moreover. TIPS grant funds are 
limited. and, while retaining the demand-driven approach to delivering assistance, focussing on export 
manufacturing firms provides an effective means to achieve broad impact with scarce resources. 
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e. Institution building: The activity will not support institution building, particularly public 
institution building, except in unusual cases and only with the written prior mutual 
agreement of the Parties. However, the activity will collaborate with a range of business 
support institutions in Sri Lanka, including the National Development Bank (NDB), 
Development Finance Corporation of Sri Lanka (DFCC), the Export Development Board 
(EDB), the Ceylon Institute of Scientific and Industrial Research (CISIR) and the Sri Lankan 
Standards Institution (SLSI), as well as private sector business organizations and chambers 
of commerce. 

f. Proactive follow-up of clients: TIPS will establish a proactive follow~up system which 
will give specialized services to a small segment of "graduated" clients. These clients will 
have completed the standard business service activities which provide access to 
international export markets, but will require direct support to obtain a standing order from 
a foreign buyer or establish a co-venture or joint venture. TIPS staff will assist these 
selected clients by establishing the credibility of buyers or potential business partners, 
maintaining close personal contact using lEse Volunteer Executives in the U.S. and 
supporting Sri Lankan clients through the critical steps that lead to a final business 
venture. 

g. Integration with other Mission projects: Under the new SEGP program framework, the 
activity will forge new linkages with the Agro-Enterprise and the proposed Microenterprise 
Support activities by sharing information and working together, to better leverage scarce 
resources. Every effort will be made to assist only those sectors in which TIPS has a clear 
comparative advantage, while joint assistance on prescribed lines will not be precluded. 
Any policy initiatives which need to be addressed in terms of industrial policy and policy
related constraints that affect the environment in which Sri Lankan industry will operate, 
will be addressed jointly with other SEGP activities, under the new Policy Reform Support 
Activity of the SEGP program. 

h. Access to finance: TIPS will develop closer contacts with development finance 
institutions to fulfill the pressing need by most TIPS clients for improved access to loans 
and capital. Closer links are also anticipated with the USAIDlWashington Micro and Small 
Enterprise Development (MSED) Program, through its loan portfolio activity. 

I. Focus on sustainability: A redesigned TIPS activity will focus directly on achieving 
sustainable benefits, as well as ensuring the delivery of "TIPS-like" assistance after the 
PACD. Thus, sustainability as it is defined for the TIPS activity will include the 
demonstrated impact of TIPS assistance on the viability, growth and economic impact of 
this assistance on private firms as well as the transfer of TIPS institutional role at the end 
of the activity. [See Section 7.0. Sustainability and Exit Strategy for a more detailed 
description of sustainability). 
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5.0 MANAGEMENT PROCEDURES 

The TIPS project is currently being implemented under a Cooperative Agreement with the 
International Executive Service Corps (lESC). This Cooperative Agreement will be 
amended, following authorization of the SEGP, to incorporate its redesign as an activity 
under SEGP, and to extend the completion date of the agreement to September 30, 2000. 
Implementation actions related to this will involve a PlaIT to request the Regional 
Contracting Officer/Bangkok to revise and amend the IESC Cooperative Agreement, the 
receipt of a proposal from IESC which indicates their interest in implementing the 
redesigned TIPS activity under SEGP, and finally, the execution of the new Cooperative 
Agreement. This will be done after the authorization and obligation of SEGP. 

5.1 USAID and GSL Management 

The TIPS activity will be managed by the Private Sector Development and Housing Office. 
This Office will assign one full-time FSN PSC project manager who will carry out the day
to-day monitoring and coordinating tasks and perform the related reporting, administrative 
and financial management work under the supervision of a USDH Officer. All activity 
documentation (P.O.'s, PILs) will be countersigned by the Secretary, Ministry of Industrial 
Development with information copies to the Department of External Resources of the 
Ministry of Finance. 

5.1.1 The TIPS Advisory Board 

Advice on overall activity direction will be provided by the TIPS Advisory Board. 10 USAID 
anticipates that, with the concurrence of the Ministry of Industrial Development, the TIPS 
Advisory Board will be reconstituted as part of the redesign of the TIPS activity. The 
Board must bring a broad range of expertise to bear on questions of overall Activity 
strategy. In view of the proposed working relationships with certain local institutions and 
in light of the future sustainability of TIPS activities, it is recommended that the TIPS 
Advisory Board consist of the following ex-officio members: 

Secretary, Ministry of Industrial Development 
Deputy SecretaryITreasury, Ministry of Finance 
[or Director General, Department of External Resources} 
President/Federation of Chambers of Commerce and Industry (FCCISL) 
Secretary General/Ceylon Chamber of Commerce (CCC) 
Chairman/Export Development Board (EDB) 
Chairman/Ceylon Institute of Scientific and Industrial Research (CISIR) 
Chairman/Sri Lanka Standards Institution (SLSI) 

10. The TIPS Advisory Board presently consists of the Secretary to the Ministry of Industries, 
Secretary/Ministry of Tourism and Rural Industrial Development, Deputy Secretary to the Treasury, 
President/Federation of Chambers of Commerce and Industry, Chairman/Export Development Board, 
General Manager/Development Finance Corporation of Ceylon (DFCC), Chairman/Arthur Clark 
Center, Managing Director/Metalix Engineering, Country Credit Manager/ANZ Grindlays Bank, 
General Manager/National Development Bank. 
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General Manager, Development Finance Corporation of Ceylon (DFCC) 
General Manager, National Development Bank (NDB) 
USAID [FSN TIPS Project Manager and Chief of Private Sector Development & Housing] 

The Secretary, Ministry of Industrial Development will chair the Advisory Board Meetings. 
The IESC Project Manager (Chief Executive Officer of TIPS) will serve as ex-officio member 
and co-chair. An IESC Activity Director will be nominated as the Secretary to the Advisory 
Board. The Board will meet on a quarterly basis, or as and when required under special 
circumstances. 

The Board shall perform the following functions: 

* 

* 

* 

* 

provide advice on policies and recommend guidelines and criteria by which 
TIPS activity components should be implemented; Is the activity generally on 
track toward achieving its objectives? Are the activities undertaken effective 
in producing intended results? 

Reviewing and commenting on the TIPS annual work plan. 

Monitor awards of Technology Grants on a quarterly basis to ensure 
adherence to activity requirements and policies. Monthly grant approval 
reports and quarterly progress reports will be provided to the Advisory Board 
on a timely basis. 

Assess the effectiveness of IESC's efforts to involve local technical 
resources and achieve sustainability of the TIPS related services. 

5.2 Implementing Organization 

Based on their predominant capability and success in implementing the TIPS project to 
date, the implementing agency for the new TIPS activity will be the International Executive 
Service Corps (IESC). The contribution provided by IESC, especially its support team in the 
U.S., has been vital to the overall success of TIPS, and an integral part of TIPS services. 
The extensive networking through IESC's global affiliations, access to volunteer executives 
and through them to thousands of American firms is a distinguishing feature of TIPS and 
one which no other institution in Sri Lanka is in a position to provide. IESC's contribution 
to the activity is unique in that it represents a departure from its traditional activities, and 
yet one which utilizes its established strengths. 

Established in 1964 as a non-profit corporation under the inspiration of David Rockefeller, 
IESC fields retired volunteer experts to provide technical assistance to companies in 
developing countries. IESC headquarters is located at Stamford, CT., and it has offices in 
25 countries. It has enjoyed a special, continuing relationship with USAID since its 
incorporation, when USAID started providing core grants. It is capable of accessing the 
U.S. private manufacturing sector, both directly and through its network of 12,000 
volunteer executives. Moreover, IESC has undertaken intensive and comprehensive 
programs for USAID in other countries (Eastern Europe, Egypt, Morocco) and has 

Annex A: Technology Initiative for the Private Sector Activity 15 

• • • • • • • • • • • • • • • • • • • • • • • • • 
• • • • • • • • 

11 • I~ • \ 
I' 



• • • • • • • • 
• • • 
• • • • • • • • • • • 
• • • • • • • • • 
• • • 

performed well. [see Attachment II: Waiver of Competition] When IESC undertook the 
management of the TIPS project it embarked on a completely new type of activity with an 
approach that differed substantially from its standard activities. IESC's success in 
undertaking this project is reflection of its flexibility and its ability to adapt to USAID's 
evolving interests and goals. 

IESC's Colombo office was established in 1984, and has provided 141 (91 prior to TIPS 
and 52 under TIPS) retired executives to work with Sri Lankan companies. IESC will 
continue to call upon its network of retired volunteer executives for use both in Sri Lanka 
and in the U.S. to access technology sources, assist Sri Lankan firms in their quest for 
information and search for technology options and in marketing products. Where 
necessary, IESC will develop subcontracting relationships with others, including active U.S. 
firms, technical business and marketing firms, technical and academic institutions, 
technical information suppliers and similar organizations to secure the required services for 
TIPS. 

5.2.1 IESC{TIPS Project Management 

The IESC staff required to implement the TIPS activity include the following: 

a. Chief Executive Officer (CEO): The CEO will be the key activity manager, and will 
manage the overall implementation units described below. The CEO will be a full time 
position responsible to the Regional Vice President of IESC's U.S. headquarters in 
Stanford, CT. The CEO will be a senior and highly qualified manager with substantial 
industrial management and private sector experience, with preference given to individuals 
who have had experience in developing countries. The CEO will be selected by IESC with 
USAID concurrence. 

b. Project Directors: The components of the TIPS activity will be managed by five Project 
Directors. (Operations, Project Development, Grants Administration, Monitoring & 
Evaluation, and Volunteer Executive Program). When necessary, depending on the 
workload, each director may have 1-2 staff assistants. 

Director/Operations: This person will be responsible for staff administration 
and coordination of overall operation of the different management units. 

Director/Project Development: This person will be responsible for creating 
awareness of the TIPS activity amongst private sector companies. The 
person will be also responsible for preparing grants and disbursement claims 
to selected companies. 

Director/Grants Administration: This person will have overall responsibility 
for processing of grants for approval, disbursements of claims and 
coordination of follow-up activities with IESC Headquarters Unit. 

Director/Monitoring and Evaluation: This person will be responsible for 
monitoring and evaluation of client performance after TIPS assistance, 
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financial control and computer operations. 

Country ManagerNE Program: This person will manage the marketing, co
ordination and evaluation of the volunteer executive technical assistance 
program with TIPS and IESC/Stanford. 

A diagram of the IESCrrlPS management team is shown in the attached TIPS Organization 
Chart [following page). 

IESC will set-up the following management units for the TIPS activity: 

a. Grant Support Unit: The Grants Support Unit will assist potential clients in the 
preparation of their applications and will review, recommend approval, and manage all 
Technology Grants (standard, environmental, microenterprise) intended to reduce firm's 
costs of technological searches and upgrading. The Grants Support Unit will process 
approximately 45 new grants per year and service the TIPS current client portfolio. Three 
professional staff (Director/Project Development, Director/Grants Administration and 
DirectorNolunteer Executive Program), three staff assistants and one secretary will operate 
this unit. All proposals for technology grants will be reviewed by a committee. 

b. Environmental Technology Promotion Unit: The Environmental Technology Unit will 
consist of the US-AEP Environmental Technology Representative (See Section 3.2). The 
Environmental Technology Representative ["Tech Rep"] will develop technology trade 
opportunities through proactive activities involving private and public sector entities. The 
Tech Rep will facilitate the adoption of U.S. environmental technologies and practices by 
Sri Lankan firms, and also promote the production of environmental goods and services. 
This objective underscores the Mission's efforts to promote economic growth while 
simultaneously protecting natural resources. This unit will be supported directly by the 
U.S.-Asia Environmental Partnership (US-AEP). 

c. Monitoring & Evaluation (M&EJ Unit: The IESC Colombo office will have a monitoring 
and evaluation unit which will maintain a continuous record of all activities so that the 
impact of operations can be monitored. The M&E Unit will obtain information on clients 
over a two-year time-frame commencing with base line data prior to grant approval, during 
the grant duration and for one year post completion of the grant. Data requirements will 
be specified in writing in all grant agreements to ensure understanding of reporting 
requirements and compliance by client companies. In addition to this general information, 
the M&E Unit will track a selected group of 50 companies throughout the life of the 
activity by prior arrangement. This !-Init will also be responsible for verification and audit of 
reimbursement requests. 

h. IESC Headquarters Unit: A U.S. TIPS office, located at IESC headquarters, Stanford, 
CT. will operate as the Colombo office's window to the United States. It will provide 
quick response to requests for: market and technology information, U.S. technical 
personnel and, proactive follow-up for clients. The U.S. office will receive guidance from 
IESC's Trade and Investment Service. The U.S. Office will consist of one project manager, 
one assistant project officer and a project assistant. 
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In addition to the staff and management units described above, two committees will be 
established for the purpose of reviewing grant proposals: 

a. Technology Grant Approval Committee: The Technology Grant Approval Committee 
will approve or decline applications for Technology Grants. The Committee will consist of 
the IESC Project Manager (CEO) and all project managers involved in grant administration 
and development. The Committee will meet formally approximately once a week to 
discuss grants and vote on approval. Minutes from the Committee will be kept as a formal 
record of discussions. Criteria for grant approval are given in Attachment C to the 
SEGPITIPS Activity Annex. 

b. Environmental Technology Grant Approval Committee: The Environmental Technology 
Grant Approval Committee will approve or decline all environmental technology grants. 
The Committee will consist of the IESC Project Manager (CEO), the USAEP Environmental 
Technology Representative (see Section 3.3), two project managers involved in grant 
administration and the USAEP Coordinator (based qt USAID). The Committee will meet 
twice monthly to discuss proposed environmental technology grants. Minutes from the 
Grant Approval Committee will be kept as a formal record of discussions. This committee 
will function as a technical evaluation committee. 

5.3 Procurement Plan 

IESC plans to upgrade its existing telephone system to enable it to be more accessible to 
private sector clients. IESC will upgrade its monitoring and evaluation system through the 
purchase of new computer hardware and software, which will allow it to network with its 
U.S. and Colombo offices and move towards industry standard application packages. IESC 
will also obtain a full INTERNET and e-mail linkup. This procurement will be completed at 
the inception of the new TIPS activity under SEGP in fiscal year 1996. 

5.4 Implementation Schedule 

The following show the major key dates for the implementation of the TIPS Activity, 
following authorization of the SEGP. 

January1996 

Febrtuary 1996 

April 1996 

January 1997 

January 1998 

Revised Cooperative Agreement with IESC 

Baseline survey of current TIPS clients 

Upgraded Monitoring & Evaluation System in place 

Interim Evaluationl TIPS project 

Midterm Evaluation/SEGPlTlPS activity; establish "'exit strategy" for 
TIPS focussed on sustainability. Assess local institutional capability 
for transfer of some TIPS functions to a selected development finance 
institution. 
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August 1998 

May 2000 

Begin transition to a selected development 
finance institution. Formalize established 
operational linkages with CISIR, SLSI and EDB 
(or their respective successors). 

Final Evaluation/SEGprrlPS activity 

6.0 COST ESTIMATE AND FINANCIAL PLAN 

6.1 Current TIPS Project Financial Plan 

The existing financial plan for the TIPS project is shown below. 

Current Tips 
Project 

Project Inputs Obligations to Expenditure Planned Future 
date to date Obligations 

[30/9/95) 

Technology Promotion 4,725,000 3,541,032 1,000,000 
Program/Grant Sum~ort 

Technology Grants Program 7,525,000 4,659,968 900,000 
"/Technology: Grants 

Environmental Technology 75,000 0 0 
Promotion 

Evaluation and Audit 100,000 36,012 

Industrialization Support 175,000 78,021 --_ .. -
Total 12,600,000 8,315,033 1,900,000 

6.2 Revised Activity Cost 

Total 

5,725,000 

8,425,000 

75,000 

100,000 

175,000 

14,500,000 

Table 3 shown later in this section shows the projected financial plan for TIPS under the 
SEGP framework. The Regional Legal Officer has made a determination that SEGP will 
come on line with concurrent funding from existing obligations in the current TIPS financial 
plan and new SEGP obligations. Based on this, both the existing TIPS project obligation 
and SEGP funds will be utilized for the TIPS activity. 

11. Technology Grants Program: In the new TIPS Activity this line item will include funding for 
all of the following types of grants: 

+ Standard Technology (Export Manufacturing) grants 
+ IESC Volunteer Executive grants 
+ USAEP funded environment technology grants 
+ Micro-Enterprise grants 
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Under this scenario, funding for the current TIPS project will continue through December 
31, 1996. Partial SEGP funding will be required during FY 1996. Therefore, during FY 
1996, both TIPS project obligations and SEGP obligations will be utilized. Complete 
funding under the SEGP will begin in FY 1997 and continue through the new PACD of the 
SEGPrrlPS activity on September 30, 2000. 

6.3 Methods of Implementation and Financing 

I I 
Method of Method of Amount 

Item Implementation Financing ('000) 

Technology Grants Coop. Direct Payment, I 
Support Agreement Letter of Credit $ 6,000 

Technology Grants Coop. Direct Payment, 
Program Agreement Letter of Credit $ 5,000 

TOTAL $ 11,000 
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FINANCIAL TABLES 

TABLE 1: CURRENT TIPS PROJECT: FINANCIAL PLAN 

TOTAL DISBURSEMENTS as at given date US - AEP FUNDING TOTAL BUDGET 

Cost Elements June, 1995 end FY 95 end FY 96 FY 95 FY 96 

Technology Promotion 3,042,182 3,795,188 4,525,000 75,000 100,00012 4,700,000 

Technology Grants ProgramllESC 4,734,668 5,482,621 7,200,000 75,000 250,000 13 7,525,000 

Evaluation and Audit 36,012 62,000 100,000 0 0 100,000 

Industrialization Support 36,296 175,000 175,000 0 0 175,000 

TOTAL 7,849,158 9,514,809 12,000,000 150,000 350,000 12,500,000 

Note: lOP funding of TIPS project was increased to $12.5 million to accommodate future USAEP funding. 

12 During FY 95 and FY 96, US-AEP will provide funds for the costs associated with the Environmental Technology Representative. 

13 During FY 95 and FY 96, US-AEP will provide funding for environmental grants. 
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TABLE 2 

TIPS PROJECT ACTUAL 
EXPENDITURE 

Cost Element FY 91 FY 92 FY 93 FY 94 FY 95 FY 96 TOTAL 

Technology Promotion 333,398 1,023,591 804,204 751,285 812,522 800,000 4,525,000 

Technology Grants Program!lESC 12,483 1,467,299 1,671,908 814 .. 380 1.683.930 1,550,000 7,200,000 

Evaluation and Audit 0 0 0 36,012 25.988 38,000 100,000 

Industrialization Support 0 0 0 32,297 142.703 0 175,000 

TOTAL 345,881 2,490.890 2,476,112 1,633.974 2.665.143 2,388,000 12,000.000 

TABLE 3 

SEGP/TIPS ACTIVITY 
FINANCIAL PLAN 

Cost Elements FY96 FY97 FY98 FY99 FY 2000 TOTAL 
I 

1 .1. Standard tech. grants 850,000 850.000 850.000 800,000 0 3,350,000 

1.2 VE type grants 0 250.000 250,000 250.000 0 750.000 

1.3 Environment tech. grants 0 150.000 150.000 150.000 0 450.000 * 

1.4 Microenterprise grants 0 150.000 150.000 150.000 0 450.000 

1. TECHNOLOGY GRANTS (TOTAL) 850.000 1,400.000 1,400.000 1.350.000 0 5.000.000 

2. GRANT SUPPORT 200.000 1.240.000 1,405.000 1.500.000 1.655.000 6,000,000 

TOTAL 1.050,000 2,640.000 2.805.000 2.850.000 1.655.000 11.000.000 

* Any additional environment grants should be funded with USAEP funds. 
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TABLE 4 

Breakdown of GRANT SUPPORT FY 96 FY97 FY98 FY99 FY2000 TOTAL 
LINE ITEM 

1. Project Management 0 350,000 390,000 430,000 475,000 1,645,000 

2. Project Development 0 110,000 135,000 140,000 150,000 535,000 

3. Sector Surveys 0 30,000 30,000 0 60,000 

4. Grants Administration 0 130,000 150,000 160,000 180,000 620,000 

4. Monitoring & Evaluations 0 130,000 150,000 160,000 180,000 620,000 

5. IESC Headquarters 0 400,000 450,000 500,000 550,000 1,900,000 

6. VE Program 0 90,000 100,000 110,000 120,000 420,000 

7. Environmental Tech. Promotion (75,000) USAEP USAEP USAEP USAEP from US-AEP Central funds 

8. Equipment/Computer software 200,000 0 0 0 0 200,000 

TOTAL 200,000 1,240,000 1,405,000 1,500,000 1,655,000 6,000,000 

TABLE 5 

BREAKDOWN OF GRANTS LINE ITEM 

Standard Manufacturing Export Grants New grants 2,500,000 125 grants 20,000 

Regrants 500,000 50 grants 10,000 

Environmental Tech Grants 500,000 25 grants 20,000 

VE technical assistance grants 1,000,000 11 grants 22,000 

Microenterprise grants 500,000 25 grants 20,000 

TOTAL 5,000,000 
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7.0 FEASIBILITY ANALYSES UPDATE14 

7.1 Technical Analysis 

The TIPS project has had a remarkable record of success, demonstrating significant 
leverage of assistance funding for a strong ratio of benefits to project costs. It is unique 
and respected within the development community and by its clientele. Although several 
new elements have been included into the project design, the nucleus of TIPS and its 
philosophy of private sector development remain unchanged. Some modifications to the 
original design were necessary to focus attention to new USAIOIWashington priorities, yet 
TIPS has already addressed these priorities under the existing project. Specifically, TIPS' 
clients include a significant number of small enterprises and new ventures and the project 
has a well established record of assisting women and pursuing environmental activities in a 
pragmatic manner. Also, by assisting clients with employment opportunities in low-skill 
occupations, a majority of those employed have come from a population of economically 
disadvantaged persons. Employment benefits, particularly for women and marginally 
employable persons, have also been significant due to sub-contracting arrangements which 
are used increasingly by TIPS client firms. 

There have also been many unmeasurable benefits from TIPS activities. Through 
promotional activities, seminars, workshops, trade show activities, and industry visits 
market concepts of a free enterprise system have been introduced to more than 6,000 Sri 
Lankan beneficiaries. Strictly from the perspective of grant clients, TIPS has been involved 
with more than 1,000 companies representing more than 32,000 employees. Many of 
these people have become keenly aware of the TIPS project and how their companies have 
benefitted from assistance. Although we cannot account for attitude changes, many 
managers and workers have learned more about free enterprise, trade, new technology, 
new work methods, market mechanisms, and the constituent benefits of an open 
democratic economy. 

Thus, it has been evident during project implementation that the TIPS project is able to 
demonstrate impact in terms of industry behavior, increased awareness of the need for 
continued technological improvement, and improved productivity growth. The 
performance of TIPS and its impressive results for increased sales, increased employment, 
enhanced technology, and substantially improved value-added output are not short term 
consequences of temporary assistance. They represent structural changes in client firms 
that are crucial for sustained growth. Consequently, TIPS has fulfilled its role as a catalyst 
of change that can perpetuate that growth. Although it is unlikely that an exponential rate 
of growth can be maintained indefinitely among TIPS' clients, even modest results would 
far exceed normal growth rates in Sri Lanka. It is also important to emphasize that private 
sector industrial development is now considered to be the engine of growth for Sri Lanka, 
and TIPS is unique in its ability to provide precisely the kind of services needed to achieve 
this growth during the foreseeable future. 

• • • • • • • • • 
• • • • • • • • • • • • • • • • • 

14 Conclusions. Redesign of the Technology Initiative for the Private Sector (TIPS) Project. David H.Holt. (June, 

• • 
1994). • 
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In conclusion, it is in the best interests of USAIO and the Government of Sri Lanka that the 
new TIPS activity be continued within the existing design approach. While the 
modifications outlined in this activity annex will redefine certain TIPS services, the basic 
mode of operation remains the same. In doing so, TIPS provides a low-risk means to 
leverage results that fully address the major USAIO objectives of sustainable development 
in Sri Lanka and the strategic goals of U.S. foreign assistance. 

7.2 Environmental Analysis 

The ANE Bureau's Environmental Coordinator agreed with the TIPS Activity PIO Approval 
Cable 15 that the Activity meets criteria for a categorical exclusion since the Mission does 
not have direct control over detailed implementation of project activities. The Reg 216 
Portfolio Review that was conducted in October, 1994 by the ANE Bureau Environmental 
Coordinator, concluded that the SEGP{TIPS activity should contain an Initial Environmental 
Examination (lEE) recommending a negative determination in preference to the categorical 
exclusion. The review further stated that "the recommendation for the negative 
determination should be based on the argument that safeguards built into project 
implementation will ensure that significant adverse environmental impacts do not occur". 

Therefore, it was determined that the Mission should ensure that TIPS client activities 
contribute to environmental soundness and comply with Sri Lanka's environmental 
regulations. The original Environmental Analysis [Annex G-4 of the original TIPS Project 
Paper] stated that while TIPS was not a pollution abatement technology program, TIPS can 
contribute toward technological innovations that ensure that industries operate with cost
effective pollution controls where appropriate. It also emphasized that environmental 
considerations have been integrated into TIPS grant approval criteria to ensure that risks of 
stimulating environmentally adverse technological impacts are minimized, relying on GSL 
requirements for pollution licenses and environmental impact assessments. It was 
anticipated that these GSL requirement would be bolstered by the institution-building 
components of USAIO/Sri Lanka's Natural Resources and Environmental Policy Project 
(NAREPP). 

The redesigned TIPS activity under SEGP will seek to increase promotion of 
environmentally beneficial technology initiatives as part of its new mandate. Initial 
concerns that the original project missed an opportunity to address industrial pollution 
prevention have now been addressed with the creation of an Environmental Technology 
Unit and the position of the Environmental Technology Representative. Industries faced 
with pollution control needs under Sri Lanka's environmental regulations will now have 
access to a US-AEP Technology Representative who will promote U.S. environmental 
technology and source environmental technology information, and, to a unit which will 
assist firms in sourcing available technology that will help achieve environmental objectives 
while maintaining or increasing productivity and profitability. 

15. TIPS Project - (383--0108) Project Committee Meeting; STATE CABLE 90 - 170158 , para. 
6; dated 26 May 1990. 
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TIPS is designed to avoid support for technological transfers that are environmentally 
harmful. TIPS will not engage in any obviously sensitive areas such as supplying 
pesticides or building roads. TIPS client activities will range from minimal testing 
,equipment (for quality control) to assistance for client participation in reconnaissance 
missions, trade show, acquiring or mastering technology which will make Sri Lankan 
companies more internationally competitive in export oriented manufactured goods. TIPS 
will also minimize the environmental risk associated with the introduction of technology 
through a grant screening process that will include a review of the potential environmental 
impacts of the activity.16 For example, proposals for technology to generate or use 
hazardous materials, heavy metal or other toxins for which Sri Lanka lacks disposal 
facilities or other standards or control procedures can be screened out under these criteria. 

Therefore, both the nature of TIPS Grant activities and the due diligence management 
review process by TIPS will provide adequate safeguards against any reasonably 
foreseeable adverse environmental impacts resulting from TIPS activities. This will ensure 
that Government of Sri Lanka environmental requirements are met and that grants meet 
USAID's environmental regulations. 

8.0 WOMEN IN DEVELOPMENT 

The TIPS activity will have particular benefits for women, although TIPS will not directly 
target women as beneficiaries, or provide any additional incentives for women to become 
TIPS clients. Women constitute a majority of the work forces in some of the sectors in 
which TIPS has already had a significant contribution, (ceramics, gems/jewelry, soft toys 
and wooden toys) and women would benefit from upgraded technology and skill levels and 
improved quality control that make Sri Lankan products more competitive and increase 
value added. Moreover, the current trend in the private sector to shift production off-site 
to microentrepreneurs through sub-contracting arrangements is creating a clear advantage 
for women. Increasingly, sub-contractors are self-employed microentrepreneurs who are 
provided with machinery, quality inputs, financing and established marketing mechanisms 
by larger firms who use their services to meet their own production requirements and 
standards. These microentrepreneurs initially consist of nuclear family members and tend 
to grow from 2-3 employees to as much as 25-30 employees in some cases. New 
production arrangements of this type provide greater opportunities for women, particularly 
rural women, to enter the job market. As part of the monitoring and evaluation system, 
the TIPS activity will track the participation of women in TIPS programs, both in terms of 
direct and indirect employment created by client companies. TIPS will also track the 
number of women-owned businesses it assists directly under the Technology Grants 
Program. 

16 See Questions (19a) through (19h) and question (20) and (21) in the TIPS Application Check 
List in Annex III. 
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9.0 SUSTAINABILITY AND EXIT STRATEGY 

9.1 Consistency with USAID and GSl Economic Development Strategies 

The TIPS approach continues to be fully consistent with and supportive of USAID and GSL 
economic development strategies. With respect to USAID's development agenda, TIPS 
has proven to be highly effective in contributing substantially to the Mission's strategic 
goal and objectives. TIPS is addressing critical constraints in the private sector which limit 
the growth potential of individual firms. By reducing such constraints at the firm level, 
-TIPS is able to improve the prospects for sustainable employment and income opportunities 
in Sri Lanka. Furthermore, TIPS is well positioned, by the very nature of its flexible 
demand-driven approach, to be a responsive project mechanism in terms of its ability to 
adjust to changing economic conditions, client needs, as well as USAID's evolving 
development interests. 

TIPS also benefits from strong support from the GSL. TIPS is recognized by a number of 
senior policy-makers as one of the most successful small and medium enterprise 
development projects in Sri Lanka. Within the context of a more open and less pf(~tected 
market, TIPS is viewed by the GSL as easing the adjustment burden of small and medium 
enterprises to a more competitive marketplace. In light of the GSL's focus on the role of 
the private sector in achieving sustainable economic growth, TIPS continues to represent 
an important development resource for the GSL. Prospects for continued GSL support for 
TIPS are excellent. Furthermore, there are initial indications that the GSL might be willing 
to mobilize parallel funding for the project, either through its own resources or through 
multilateral donors such as the World Bank. 

9.2 Contribution to Sustainable Development 

Sustainability, as described in the Agency's Strategies for Sustainable Development (March 
1994), has a variety of interrelated definitions (noted below in quotes), all with their 
foundations in achieving broad-based economic development. Development is considered 
sustainable when it "permanently enhances the capacity of a society to improve its quality 
of life". What is important to note, in the context of the TIPS project, is that this 
"capacity" is not simply found in a USAID-created institution that is left behind at the 
conclusion of a project with the assumption that the original mandate of the project will be 
continued. 

The sustainability of the TIPS Project is vested in the success (clearly measurable in terms 
of impact criteria such as employment, sales, output value, productivity, asset formation 
and profitability) of individual clients. Every client that TIPS assists sets off a chain
reaction throughout the private sector and strengthens the "indigenous capacity of the 
private sector "to generate technology appropriate to local needs". It is these clients who 
then provide the impetus for the "policies and institutions that facilitate the transfer and 
adaptation of technology from abroad", and encourage the development of a business 
environment conducive to economic growth. A wide network of clients results in a viable 
private sector that can generate jobs, provide essential services and boost productivity. 
Sustainability in terms of the TIPS project is thus demonstrated in the viability, growth and 
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economic impact of individual firms that have received assistance. Sustainability is evident 
in the demonstrated effects of viable private enterprises that obtain information on 
appropriate technology, embark on innovative product lines, effectively market their 
products in foreign markets, maintain the quality of their products and establish long-term 
formal business relationships in competitive international markets. 

The sustainability of the project will also be evident in the demonstrated success of TIPS 
activities. In 1998, TIPS will establish a formal operational linkage with a selected 
development finance institution in Sri Lanka, as a means by which TIPS can transfer its 
institutional role at the end of the project. This will be based on an nexit strategyn 
assessment scheduled to take place in August, 1997. The TIPS activity will then 
commence a "transitional" phase in which the process of transferring TIPS activities to the 
selected local development finance institutions will commence. With this goal in mind, 
TIPS is already undertaking joint activities with the two development finance institutions as 
well as the Export Development Board, SLSI and CISIR. 

ATTACHMENTS: 

A Revised Logical Framework 
B. IESC Waiver of Competition 
C. Grant Criteria and Administration 
D. Environmental Threshold Decision 

Annex A: Technology Initiative for the Private Sector Activity 29 

--~ i 

• • • • • 
• 
•• 
• 
• • • • 
• • 
• 
• 
• 
• • • • • • 
• • 
• • • 
• • • • 
• 
• 



• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 

LOGICAL FRAMEWORK Attachment A 

TECHNOLOGY INITIATIVE FOR PRIVATE SECTOR ACTIVITY 
-- ----------- -------- ------ - -- ---

Narrative Summary Objectively Verifiable Indicator Means of Verification Important Assumptions 

GOAL: 
To encourage broad-based ( See SEGP Logical Framework - Annex H) 

economic growth * No global economic shocks 
* Political stability 
* Free market orientation of 
economy continues 

STRATEGIC OBJECTIVE: * sample surveys during * Improved enabling environment 
Increased private sector employment * 8,000 new jobs generated in targeted evaluation for private sector development 
and income. enterprises 

I 

ACTIVITY PURPOSE: * $1 0 mn in investment in new technologies in 
To increase international targeted enterprises * Activity monitoring * Macro economic stability 
competitiveness of, and employment in data and progress reports * Average 5% GOP growth per 
Sri Lankan private industry by * $45 mn in increased exports in targeted * Sample survey during year 
improving its performance in choosing, enterprises evaluation * Improved enabling environment 
acquiring and mastering technologies, for private sector development 
with support from U.S. business and * $125 mn in increased domestic sales in * Continued international market 
technology targeted enterprises access for Sri Lankan firms 

* 75 formal linkages established with foreign 
investors (co-ventures or joint ventures) 
* 280 one-time export transactions completed 
(U.S. lother) 

I 

* 140 standing export orders established 
I (U.S./other) 

I 

30 

.", 
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ACTIVITY OUTPUTS: 

,. Marketing assistance to clients 
,. Strengthened private sector 
capability to access and acquire new 
technologies 
,. Adoption of environmental 
technology and environmentally 
sustainable or beneficial practices 
,. Linkages between micro
entrepreneurs and larger mainstream 
TIPS client firms 
,. Technical assistance to small and 
medium enterprises 

INPUTS: 

Promotion 
IT ech grants 

Grants IVE Program 
I USAEP/Environment 
(Microenterprise 

,. 250 clients attending trade shows 
,. 125 clients utilizing business trip assistance 
,. 140 clients obtaining technology exposure 

services 
,. 1 00 industrial information requests (brief 

information reports) processed 
,. 1 62 standard technology grants approved 
,. 40 clients obtaining environmentally related 

grants 
,. 350 microentrepreneurs assisted through 

client firms 
,. 25 microentreprise grants approved 
,. 75 Volunteer Executive technical assistance 

assignments completed 

($'000) USAID Host Country 

,. Activity monitoring data 

,. Sample surveys during 
evaluation 

Grant Support 
Grants 

$6,000 
$5,000 

$0 I Activity reports 
$3,800 

Total $11,000 $3,800 

,. Demand for TIPS assistance 
continues unchanged 
,. TIPS clients continue to value 
improved technology and accessing 
new markets 

,. Planned USAID funding and host 
country contributions are available 
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ATTACHMENT B: IESC WAIVER OF COMPETITION· Justification of Non-Competitive Assistance 

AID Handbook 13, Section 28 requires competition to be used to the maximum practicable extent 
for the awards of grants or cooperative agreements. Section 283 lists approved criteria under 
which competition is not required. Section 284 requires the technical officer to certify in writing 
that the non-competitive award is based upon approved criteria. 

Section 283c provides for a non-competitive assistance award where one recipient is considered to 
have exclusive or predominant capability, based upon experience, specialized facilities or technical 
competence. 

This project requires that the implementing agent have the following capabilities to perform the 
required services: 

1. It must be highly regarded by the international business community, have access 
to firms, technology, and markets and be able to facilitate business linkages 
between Sri Lankan and foreign firms. 

2. It must have a knowledge base in the technical areas where Sri Lankan industry 
needs technological improvements. 

3. It must have had extensive experience in providing technical assistance to private 
industry in developing countries, particularly Sri Lanka, and have a foundation on 
which to provide the services contemplated under this activity within a short period 
of time. 

4. It must have a record of providing cost-effective assistance to a broad range of 
clients in the private sector. 

5. It must be cognizant of and responsive to USAID's sustainable development 
mandates. 

During development of the original TIPS project, USAID examined various institutions that would 
have the capability to implement this project. Institutions, such as U.S. universities, foundation, 
contractors and non-governmental organizations with capability in science, technology and industry 
were considered. Subsequent to this search, the International Executive Service Corps (IESC) was 
selected as an institution with predominant capability to implement the TIPS project. 

The International Executive Service Corps (IESC), established in 1964, provides retired U.S. 
volunteer executives to furnish technical assistance to private sector firms in developing countries. 
It is a non-profit organization that enjoys widespread recognition and support from the U.S. business 
community. It has experience gained through regular and special volunteer executive programs 
throughout the world and in Sri Lanka. It has specialized facilities for recruiting experts for overseas 
service among its pool of 12,000 retired U.S. business executives. This pool of former executives 
has been found to provide excellent access through their long standing business relationships, to 
their former employers, their competitors, traders, and suppliers. It has technical competence of 
successfully providing a wide variety of technical assistance to the private sector for more than 31 
years. 

IESC has enjoyed a longstanding relationship with AID since it was established, and it has received 
AI D financial support for both its headquarters and overseas operations. In Sri Lanka, I ESC has 
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operated for more than 10 years, has placed 135 volunteers prior to the commencement of the TIPS 
project, and 52 volunteers thereafter, and has earned a solid reputation for providing highly valued 
technical services to Sri Lanka's private sector. Under the existing TIPS project, TIPS has 
effectively managed $ 4,600,000 in technology grants to 410 Sri Lankan firms las at June 30, 
1995). The interim evaluation of the TIPS project notes that the contribution of IESC has been vital 
to the overall success of TIPS and is an integral part of TIPS services. No other institution meets 
the five requirements described above. 

In summary, IESC has the predominant capability, based upon its proven experience and technical 

• • • • 
• 
• • 

capability in Sri Lanka to implement the TIPS activity. It is therefore recommended that the RCO • 
enter into a non-competitive amendment and extension of the IESC Cooperative Agreement based 
upon the justification provided above. • 
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ATTACHMENT C:- GRANT CRITERIA AND ADMINISTRATION 

Rules and Procedures Governing the Technology Grants Component: 

1. Eligible Applicants: Eligible applicants will be privately owned enterprises, manufacturing for 
export or export support17

, operating in Sri Lanka. Associations of private firms and firms in a joint 
effort with research institutes will also be eligible. Applicants must provide some basis to support 
the assumption that they will be financially able to implement investment or business operations 
recommended by grant activity. 

No applicant shall be discriminated against on the basis of sex, religious beliefs, age, ethnic or 
national origin. 

Applicants can, based on their individual needs, may apply for anyone of four available grant types 
- microenterprise, volunteer executive, environmental or standard technology, or some combination 
thereof. 

During the life of the USAIO Agricultural Enterprise (Ag-Ent) Project, IESCrrlPS will refer all 
agricultural and agro-processing enterprise clients to Ag-Ent for "first refusal". 

2. Eligible Activities: Grant funds may pay for the following activities: 

a) Technical experts to analyze and implement: 

I. 

ii. 

iii. 

iv. 

v. 

vi. 

vii. 

cost reduction and quality improvement programs to increase 
production/sales volume; improve material handling, processing and tooling; 
or increase production efficiency and quality; 

choice of process or product technology to expand exports; 

setting up of productivity cells with specific work plans and with measurable 
achievements on projected yields and quality of production; 

shared R&D efforts to increase production efficiency; 

projects for energy conservation, pollution control and industrial safety; and 

projects to improve packaging. 

projects to improve marketing. 

b) Supervisor training: training and materials to develop and implement supervisor training in formal 
sessions and on the shop floor to improve their effectiveness. 

17 Export support or export related manufacturing enterprises may include packaging, computer 
software and global communications which provide essential backward linkages to the export 
industry. Similarly, any distinct product which is created or produced in Sri Lanka and has a market 
outside the country can be defined as an "export". 
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cl Design and Production Adaptation: consultancy and small commodity expenditures to design 
production changes. Visits to plants in other countries to tap the strong capabilities among Sri 
Lanka manufacturers to adapt appropriate production practices. 

d) Workshops, Seminars and firm level work by collaborators or institutions which see potential for 
expanding exports through technology improvement. 

e) Expenditures on: 

I. 

ii. 

iii. 

iv. 

v. 

vi. 

acquiring design/process know-how; 

R&D, especially of a developmental nature to adapt products to export 
demand; 

product testing; 

supply of sample & trial shipment; 

marketing; and, 

environmental technology and pollution abatement. 

f) In-company training programs: facilitating the adoption of new machinery, such as acquisition of 
soft technology or setting up in-company training programs. 

g) Exploring options for complying with environmental regulations. 

3. Terms and Conditions. 

3.1 General: 

Grant activities shall, to the maximum extent possible, support directly USAID's strategic objectives 
related to increasing private sector employment, incomes and investment. Special emphasis will be 
given to those activities that increase product quality, enterprise productivity, and introduce 
technological innovations. 

Grants will cover only activities which can be completed within 12 months. The maximum amount 
of any single grant shall be $50,000 and the minimum, $1,500. 

The grant shall normally be provided on a 50/50 cost sharing basis for first grants and a 75/25 basis 
for second grants, except where specifically stated, as with microenterprise grants and volunteer 
executive grants. Third grants will not be provided to clients. The only exception to the third grant 
prohibition policy will be for special sector-wide programs arrived at improving quality control and 
productivity (eg .. JSO 7,000). 

The cut-off point for Small & Medium Enterprises (SMEs) will be a level of annual sales turnover of 
$8 million. Larger enterprises may be eligible if they are able to show significant employment 
creation or microenterprise linkage capability. Grants to larger enterprises will be jointly evaluated 
by USAID and IESC in terms of consistency with TIPS project objectives and USAID Mission goals. 
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TIPS will consider requests for services from firms not eligible for grant assistance if those firms are 
prepared to pay 100% of the cost of services. 

Subject to the concurrence of the client, the Grant Support Unit may utilize a technical consultant 
who is employed under a grant for a short period while that consultant is in Sri Lanka. In that 
event, the Grant Support Unit will cover the cost of that consultant (fee plus per diem) for that 
period and utilize his services as needed. 

3.2 Environmental Technology Grants: 

Environmental Technology Grants will serve two distinct purposes. They will help Sri Lankan 
enterprises procure services and adopt technologies which minimize waste, reduce industrial 
pollution or conserve resources, and more proactively, it will encourage the production of 
environmental goods and services by Sri Lankan enterprises. These grants will be provided on a 
50/50 cost sharing basis as with standard technology grants. 

3.3. Microenterprise Grants: 

Where grant activities will improve or establish linkages between larger small and medium 
enterprises and microentrepreneurs, that will transfer technology, provide employment to 
subcontractors and provide microenterprises access to export markets, the Grant Approval 
Committee (described in Section 3.2.3.(i) IESC Project Management) may reduce the larger firm's 
client contribution to 33 %. The client firm must be able to demonstrate an established 
microenterprise linkage capability or express its interest in establishing new microenterprise links as 
part of the TIPS Grant. A company must work with a minimum of 5 microentrepreneurs to be 
eligible for these enhanced terms. 

3.4. Volunteer Executive Grant Criteria: 

IESC Volunteer Executive (technical assistance) Grants will be integrated with the overall TIPS 
activity and will be offered to those firms where appropriate. The option of mobilizing a volunteer 
executive will be exercised as part of the spectrum of services offered by TIPS. All VE assignments 
will be discussed and reviewed for consistency with TIPS project objectives and USAID Mission 
goals prior to IESC embarking on a search for appropriate candidates. This discussion will occur 
informally at the IESC/USAID weekly meetings between the CEO/IESC and the cognizant USAID 
direct hire and the FSN Project Manager in the USAID Private Sector Development and Housing 
Office. VE grants will seek to meet the following criteria: 

+ Client's stated business objectives - does the client require hands-on, longer term 
technical assistance? 

+ Does the grant have the potential to enhance the performance of an entire sector. 
Does this activity have potential impact beyond the client's immediate needs? 

+ Will the VEts contribution bring new technology, techniques or skills to the 
country? 

+ Will the VE's contribution create a local knowledge base? Will it encourage the 
use of local resources? 

+ Does the grant have the potential to develop mutually beneficial business 
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linkages, Le., trade with U.S. 

.. Does the proposed activity have the potential to substantially increase 

• • • • 
employment? • 

.. Will the activity strE!ngthen private sector associations? • 

The Annual Sales Turnover of the client company (not the overall holding company) will be the basis • 
on which client contributions will be determined for Volunteer Executive grants. 

Annual Sales $ 0 - 3 million $ 3 -5 million $ 5 - 8 million > $ 8 million 
Turnover 

Type of firm small enterprise; requires small and medium to large larger 
substantial subsidy to medium enterprises that enterprises; 
afford VE services. enterprise have the ability to financial 

provide VEs with in- institutions that 
kind services of high have ability to 
standard. pay full cost. 

Client 20% 35-40% 50/50 100 % cost of 
Contribution (use budget VEs Budget VEs only 

where possible) 

5. Ineligible Expenditure: 

The Cooperative Agreement with the implementing entity under TIPS and all subgrants will include 
standard USAID clauses that indicate various restrictions, rules and procedures governing USAID 
assistance. In addition, however, there are special statutory restrictions that might be an issue 
under TIPS and they have been addressed as indicated below. 

I. AID Policy Determination 71 restricts AID assistance for palm oil, citrus fruit and sugar products 
for export. 

No funds under TIPS will be utilized to assist firms in connection with export of palm 
oil, citrus or sugar products. 

The Lautenberg Amendment (Section 521 (c) of the FY 91 Appropriations Act) prohibits AID from 
providing "direct" assistance relating to the manufacture for export of certain textile, apparel and 
leather items. When an intermediary is used, as under TIPS (Le. IESC), to provide assistance, such 
assistance is considered indirect and therefore exempt from the restrictions of the Lautenberg 
Amendment unless (1) it is AID's intent to avoid the statute's effect by purposefully channeling 
assistance through and intermediary; or, (2) AID has retained authority to approve o~ disapprove the 
project funded by the intermediary and so long as the intermediary exercises a sufficiently 
independent role in managing the assistance so that it is more than a mere conduit for AID 
assistance, and, the assistance is aimed at support of the private sector generally without prior 
knowledge of the ultimate beneficiaries. 

Based on the application of the exemption criteria noted above, a determination was 
made that the subgrants under TIPS are exempt from the Lautenberg Amendment 
restrictions. However, no funds under TIPS will be utilized to assist firms who 
manufacture for export of textiles, apparel or leather items. 
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The Bumpers Amendment (Section 521 (b) of the FY 91 Appropriations Act) restricts AID 
assistance relating to the growth and production of any agricultural commodity for export which 
would compete with a similar commodity grown or produced in the U.S. 

TIPS does not provide any assistance for agricultural production activities. 

Impact on U.S.Jobs (PO 20 Guidelines incorporating Section 599 and Section 547 of the FY 93 
Foreign Operations Appropriations Act): Under Sections 599 and 547 of the FY 93 Appropriations 
Act, a project must not 1) have a negative impact on U.S. jobs; 2) provide assistance to export 
processing zones; and 3) violate international workers rights. Based on discussions with the 
Regional Legal Advisor, it was concluded that normal project activities supported through the IESC 
Cooperative Agreement are not anticipated to violate Section 599 since sub-grants under the project 
can only be made to Sri Lankan private firms and not to U.S. firms or entities, nor to Export 
Processing Zones. IESC management has two appointed managers at Stanford who routinely clear 
grants based on a Section 599 compliance review. 

No direct or indirect TIPS assistance is permitted for "establishing or developing" an 
export promotion zone in which the tax, tariff, labor, environment and safety laws of 
the country do not apply. 

No TIPS assistance may be utilized for investment promotion missions to the U.S. 
and media advertising to encourage relocation of U.S. firms. In situations where a 
U.S. firm may benefit indirectly through direct financial assistance to a Sri Lankan 
firm, TIPS should determine if the activity is likely to result in factory relocation/loss 
of U.S. jobs, using information that TIPS can reasonably be expected to obtain. 

TIPS will not actively solicit U.S. firms to enter into agreements with Sri Lankan 
firms that may result in their relocation to Sri Lanka and the loss of U.S. jobs, or 
promote Sri Lanka as a country with special investment zones where the tax, tariff, 
labor, environment and safety laws of the country do not apply. All TIPS 
correspondence with U.S. firms should include a standard clause which states that it 
is prohibited by law from providing assistance for any of the prohibited purposes in 
Section 599 of Public Law 102-391 . 

To the extent that the implementing agency, IESC, is unclear regarding the application or 
interpretation of any U.S. law or USAID rules and procedures to a particular request for assistance 
and/or regarding the eligibility of a grant applicant, IESC will refer such issues to USAID for 
clarification and interpretation. 

6. Procedures for Application and Approval of Grants 

All applications will be submitted in single copy to the Chief Executive Officer, IESC/TIPS office, 1 
Spathodea Avenue, Colombo 5, Sri Lanka and shall be date stamped upon receipt. Receipt of the 
application will be acknowledged within three days of delivery and will be acted upon 
(approve/disapprove or request clarification) in a timely manner upon receipt of all required 
documentation. The application shall provide the following data. 

Name and address of applicant 

Details of project finance already approved or being considered. 
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Cost details and quotations where applicable. Terms of 
Reference in the case of consultancies. 

Monetary assistance sought and evidence of ability of 
applicant to contribute the balance amount. 

Goals and benefits expected. Business plan. 

Time schedule for implementation. 

Applicants should certify that all information submitted in the application is correct. 

7. Review of Applications: 

Review of each application will be made by the relevant IESC/TIPS grant approval committee to 
determine its completeness, whether it qualifies for approval under the activity criteria, and whether 
the IESC/TIPS has the capacity to offer the assistance being sought, whether local resources exist 
that can offer similar assistance. A site visit to the firm by IESCfTlPS staff is required for all grants. 

It may not be possible at the time the firm initially applies for a grant to plan, in detail, all sequential 
actions needed to be taken by a firm to accomplish a technology transfer. The approval may cover 
those aspects that can be reasonably anticipated, and the firm may reapply subsequent to the 
completion of the first stage grant, or a grant can be amended as needed. Second and subsequent 
requests for assistance from the same client will be reviewed by the Technology Grant Approval 
Committee (or the Environmental Technology Grant Approval Committee for environmental grants) 
on a case by case basis and with increasingly stringent criteria. If the Grant Approval Committee is 
persuaded that a firm will proceed with the technology acquisition, notwithstanding the rejection of 
the grant application, it should not approve second or subsequent applications. 

8. Payment Procedures: 

IESC will have the flexibility to advance a portion of the funds if reimbursement will pose a hardship 
for the grantee. In some instances IESC will make direct payments in U.S. dollars at the time 
services are performed (i.e. to U.S. consultants working either in U.S. or Sri Lanka for grantee 
companies) rathe~ than reimburse the grant recipient in rupees after the fact. TIPS clients will pay 
their required share in rupees, regardless of the grant costs between dollars and rupees. 

Grantee will submit receipts for reimbursement within 30 days of the completion of an activity. 

Attachment: IESC Standard Grant Documentation 
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ATTACHMENT: IESC STANDARD GRANT DOCUMENTATION (samples) 

TECHNOLOGY INITIATIVE FOR THE PRIVATE SECTOR 

SRI LANKA 

I TO : KAREN MUIR 

I 
FROM: 
ALWIS 

RE : TIPS # 

CLIENT 

REQUEST: 

309.1 

TIPS/SL US will handle the above activity. 

Following documents are attached for your information: 

1. 
2. 
3. 
4. 

Client letter dated ........... & company profile 
Client signed grant approval letter dated ............ . 
Grant Approval Committee Form 
MBS Initiatives Approval Form 

ALEX PONWEERA I SUJEEWA DE 

II DATE: April 18, 1996 
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Dear 

RE: TIPS ASSISTANCE - ............... MANUFACTURING PROJECT 

This has reference to your letter dated ............. and the discussions you had with Mr. Sujeewa 
de Alwis on the above project. 

It gives me great pleasure to inform you that your Company Application to TIPS for a 
Technology Grant has been approved. The specific expenditures authorized by this letter, 
estimated in US Dollars, are as follows: 

TOTAL PROJECT EXPENDITURE 
TIPS share of costs 50% 

~ 
US$ 

Your share of costs 50% US$ 

Detailed workings are in Annexure 1. Our agreement to share costs as estimated above, is 
subject to the following terms and conditions: 

A. 

B. 

F. 

C. 

t. 

D. 

This approval is given on the basis of the statements contained in your application. If 
any statement is later found to be false or inaccurate, this approval shall be null and 
void. 

You are requested to meet the expenditures related to all activities in Annexure 1. 
Documentary evidence such as original receipts and evidence of payment for all cost 
items including air ticket stubs on completion of each activity will be required when 
seeking reimbursement. In no case, however, can we reimburse you for more than the 
approved U.S. Government per diem rates for the various cities involved. 

We will instruct our TIPS/US office located at our Stanford, Connecticut headquarters, 
to begin a search for trade Exhibition in US with emphasis on paper/packaging. Once we 
locate the trade Exhibition we presume that you will apply for a grant to share part of 
the costs. However, the approval of the grant will be subject to availability of funds. 

With respect to purchase of testing equipment as per Activity .... in Annexure " you are 
requested to submit three competitive quotations for our approval. If the cost of the 
equipment is less than US$ 5,000, one quotation would suffice. If the equipment is to 
be purchased in more than one transaction, for anyone transaction that is more than 
US$ 5,000, then the source & origin of such item should be U.S.A. Please note that 
TIPS' share on materials is limited to 50% or US$ 5000 whichever is less. Further, a 
TIPS official will inspect the equipment and affix USAID stickers, before reimbursement 
is made. 

With regard to Activity 4 you are requested to submit three independent quotations of 
the training materials to be purchased, for our prior approval. Thereafter you are 
requested to meet the expenditures related to this activity in Annexure 1 and should 
submit documentary evidence such as original receipts and evidence of payment for all 
costs. 

With respect to designing and printing of a promotional brochure as per Activity ... , we 
approve a quantity of 1,000 copies. Before commencing this activity you are requested 
to submit -three independent quotations for our prior approval. 5 copies of the Brochure 
will be requested in addition to documentary evidence of payment when seeking 
reimbursement of our share of costs. 

We hereby approve your selection of the quotation submitted by .......... for Rs ........... .. 
dated .................... 1995. On completion of activity 5 copies of the brochure will be 
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E. 

• 

D. 

D. 

E. 

C. 

B. 

B. 

F. 

G. 

H. 

I. 

of our share of costs. 

With regard to Activity ... in Annexure 1 please furnish your detailed itineraries with 
confirmed appointments for each visit for our prior approval, before undertaking the 
visits. 

You will be required to submit evidence of participation in the trade show, such as trade 
show literature, registration fees etc. and a report on the outcome of each visit citing 
your findings, and action you will take as a result of these findings to qualify for 
reimbursement of our share of costs. 

Prior approval of our TIPS representative at the Fair will be required for any additional 
costs associated with follow-up visits that your company representative wishes to 
undertake on any contacts made at the fair. 

With respect to the consultancy visit to Sri Lanka by consultant from USA as per 
Activity 4, you are requested to submit to TIPS, his CV, proposal, quotation for the 
consultancy and work plan for the duration of the consultancy, for our prior approval. 
You are also required to forward a copy of the contract between the Consultant and 
your company at the time of engaging the consultant for our records. 

A report by the consultant including your own report on the outcome of the consultancy, 
citing the action you will take on any recommendations made, will also be needed. 

With regard to the training visit as per Activity 3 the participants are required to pass an 
English proficiency test conducted by the USAID office before the training activity 
commence. Therefore you are requested to submit the names of the participants in· 
order to arrange for the English test. Further, details of the training program including 
the work program and letter of invitation/acceptance are also required from the 
sponsor/training organization, for our prior approval before undertaking the visit. 

With regard to the training visit to UK as per Activity 1, please find attached the advise 
letter to sit the CEPA test scheduled for April 5, 1995. The trainee participant will be 
required to pass this proficiency test conducted by the USAID office before proceeding 
for training. 

We will initiate an in-depth market research through American Business Linkage 
Enterprise (ABLE) of 60 hours duration, to locate suppliers & distributors for your 
products in the US. Before commencement of this market research we will forward the 
ABLE proposal for your approval. Along with your approval you will be requested to 
deposit your share of the study in order to enable us to advise ABLE to commence the 
study. 

Please note that each person traveling out of Sri Lanka with TIPS assistance is required 
to I) sign and return a disclaimer form given in Annexure 3 and ii) should obtain travel 
insurance cover for accident and health, before his/her departure from Sri Lanka. 

Please also note that all expenditures should be incurred after this grant approval date, 
to qualify for reimbursement. 

We anticipate providing your company with additional future grants related to your 
.. ................ Manufacturing Project and have attached in Annexure 2 the revised 
"ILLUSTRATIVE TERMS AND CONDITIONS GOVERNING THE APPLICATION FOR AND 
THE REIMBURSEMENT OF FUNDS EXPENDED UNDER APPROVED TECHNOLOGY 
GRANTS" which describes the restrictions applicable to the eligibility for reimbursement 
of costs paid by your company. 

This approval is valid for 12 months from the date of this letter. All Activities must be 
completed within this period, at which time this approval shall be considered to have 
expired. 
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• 
Claims for reimbursement with supporting documents should be submitted to TIPS • 
within 30 days of completion of each activity. Allocated funds for that activity shall 
thereafter lapse. If for any reason an extension to the above stipulated 30 days is • 
required, a written request with adequate justification should be forwarded to TIPS 
within the 30 day period, for approval. • 

Please confirm your acceptance of the above terms and conditions, by signing and returning the • 
attached copy of this letter and the "Illustrative Terms and Conditions governing the application 
for and the reimbursement of funds expended under approved technology grants". Please note • 
that if copies of these documents duly signed are not received in this office within 30 days of 
receipt of this letter we will treat this grant approval as canceled. • 

By signing you also indicate your agreement not to offer any financial reward to any IESCfflPS • 
employee and certify that no IESCfflPS employee has now, or will have in future any direct or 
indirect financial interest in your company or any company which may benefit from this TIPS • 
grant. This conflict of interest prohibition applies to the IESCfflPS employees, any member of 
his/her immediate family and their partners. • 

Please quote our Reference Number in future correspondence with TIPS. We look forward to a 
successful relationship with your company during your contemplated technology initiative. 

Sincerely, . 

SPENCER KING 
CHIEF EXECUTIVE OFFICER 
TIPS/SRI LANKA 

We acknowledge receipt of this letter along with the attached Annexure and agree with the 
contents therein. 

Signature: Date: 

Name: Designation: 
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TECHNOLOGY INITIATIVE FOR THE PRIVATE SECTOR 

GRANTS APPROVAL COMMITTEE 

1. NAME OF COMPANY: 

2. DESCRIPTION OF PROJECT FOR WHICH ASSISTANCE IS SOUGHT: 

3. 

316.1 
316.2 
316.3 
316.4 

DOES THIS ACTIVITY INVOLVE: a) 
b) 

TIPS GRANT: Yes. 
SEARCH etc: No 

4. DOES THIS ACTIVITY SATISFY THE CRITERIA LAID DOWN IN THE CHECK LIST: Yes 

5. TOTAL ESTIMATED GRANT TO BE AUTHORIZED: US $ •••••• 

6. TIPS SHARE OF ELIGIBLE COSTS: 50% 

WE HEREBY GRANT OUR APPROVAL FOR TIPS ASSISTANCE TO THIS PROJECT, DATED 
.............. 1995. 

Spencer King 
PROJECT MANAGER 

Quintus Suriaratchie 
MANAGER - VOLUNTEER EXECUTIVE PROGRAM 

Nelun Mendis 
CHIEF OF THE OPERATIONS UNIT 

Keith Bernard 

Signature 

Signature 

Signature 

CHIEF OF THE MONITORING & EVALUATION UNIT Signature 

MBS Initiatives Approval Form 
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Applicant: # Country of Applicant: Sri Lanka 
Data: 

Applicant Nama: ... 
Address: 

Applicant Contact ExecutivelTitle : Telephone: 
.......... Fax: 94-1-

Product or Service of Applicant: 
......... Manufacturing Project 

Transaction Objective : 
to obtain technology exposure and to explore international markets 

I Ultimate Country Target/Market: 

Name of Person Submitting This Form: Title: 

I 

• • • • • • • • • 

Mr. Spencer King Chief Executive Officer 

• • • 
• • • • • • 

Comments and Summary of Expected Services and Applicant's Goals: 

316.1 
316.2 
316.3 
316.4 
316.5 

Approved Questioned Rejected 
Initials/Date Initials/Date Initials/Date 

TIS Control Exec: I I I 
Job Impact Screening 
Committee (JISC) I / I 
Regional VP l l I 
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TIPS SRI LANKA 

ILLUSTRATIVE TERMS AND CONDITIONS 
GOVERNING APPLICATION FOR AND THE REIMBURSEMENT OF 
FUNDS EXPENDED UNDER APPROVED TECHNOLOGY GRANTS 

1. Procurement of Goods and Services: 

A - Grant funds cannot be used to fund procurement of production equipment and/or any 
other commodities that would in the absence of TIPS, be acquired in the normal course of 
business nor shall the procurement of such commodities be considered as part or full 
compliance of the cost sharing requirement of grantee. There is one exception to the rule 
in that Procurement of certain types of commodities such as testing or laboratory 
equipment may be funded under a TIPS grant for procurements not exceeding 5000 USD 
per grant. 

S - Commodity procurements must be US source and origin if the commodity cost exceeds 
5000 USD. 

C - If the grant funded portion of the value, of services does not exceed 5000 USD per 
transaction, the nationality of the suppliers of such services can be of any "Free World" 
country (AID Geographic Code 935). Otherwise the source/origin must be Sri Lanka or the 
U.S.A. unless the price differential exceeds 50% of the delivered price from the US or Sri 
Lanka or the services are not available in the US or Sri Lanka. 

D - All goods and services shall be purchased at reasonable market rates. 

E - All transactions for acquisition of goods and services which exceed 5000 USD must be 
subjected to three competitive bids. Specifications must be given to each bidder to assure 
that the suppliers are bidding for identical goods or services. All suppliers must provide 
the conditions under which the contract may be terminated. TIPS reserves the right to 
obtain a fourth independent bid. 

Copies of the bids along with the grantees justification for selection or rejection of bidders 
must be provided to TIPS for approval before any contract is signed or work begun. 

2. International individual travel or shipments of goods shall be on U.S. carriers based on the 
standard travel requirements for USAID funded activities. 

3. All charges to the approved project, including that portion to be reimbursed under the grant, 
shall be appropriately documented with original receipts and other evidence of expenditures to 
sufficiently substantiate the charges. These receipts shall be provided for review and audit to 
IESC at the time reimbursement is requested. The grantee's share of costs and the 
reimbursements by TIPS will be made in Rupees. 

4. The costs incurred by grantees must be incurred subsequent to the date of the TIPS Grant 
Approval. 

5. For Training activities abroad, including attending conferences, workshops, seminars and 
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professional study tours, trainee participants must successfully complete an English Proficiency 
Test conducted by USAID. A waiver however could be obtained in instances where the 
participants have obtained a degree from an University in the USA, UK, Canada, Australia or 
New Zealand (within the past 10 years). Prior to departure, the participants will also have to 
undergo a medical examination and duly perfect other USAID documentation for training. 

6. Termination Procedures: 

Express Restrictive Conditions 
Each and every applicant (hereinafter referred to as "Client") shall be fully and wholly 
responsible for the veracity and accuracy of all statements and documents submitted by said 
client to TIPS for acceptance and approval or for authorized Grant Payments. TIPS expressly 
reserves the right to immediately cancel or terminate at it's own discretion the application or 
grant of any client who has submitted false or grossly inaccurate information, including that 
information which may be derived or prepared from third parties upon which the client may rely. 

This cancellation may be in whole or in part. Should client be deemed (within the sale 
discretion of TIPS Management) to be uncooperative in the accurate and timely submission of 
appropriate documentation for grant disbursement reimbursement, TIPS reserves the right to 
unilaterally cancel said grant immediately. All clients duly canceled as a result of any breach as 
set forth above shall not be eligible for future TIPS grants. 

In addition to the above restrictive Terms and Conditions on those provisions for treatment of 
these breaches, this agreement may be terminated, in whole or in part, by either party at 
anytime upon 30 days written notice of termination. 

Upon receipt of and in accordance with a termination notice from IESC, the grantee shall take 
immediate action to cease all expenditures financed by this grant and to cancel all unliquidated 
obligations if possible. Further upon receipt of notice of termination, the grantee shall not enter 
into any further obligations under this grant, except as provided below, no further 
reimbursement shall be made after the effective date of termination. The grantee shall within 
30 days of the effective date of termination repay to IESC all unexpended A.J.D. funds which 
are not otherwise obligated by a legally binding transaction applicable to this grant. Should the 
funds paid by IESC to the grantee prior to the effective date of termination be insufficient to 
cover the grantee's obligations in a legally binding transaction, the grantee may submit to IESC 
within 90 days after the effective date of termination a written claim for such amounts. IESC 
shall determine the amount(s) to be paid to the grantee under such claim in accordance with the 
terms of this grant. 

Client now voluntarily agrees, by signing below, to accept all Terms and Conditions as set forth 
and to waive any rights, express or implied, subject to the above stated Terms and Conditions. 

APPLICANT/CLIENT 

WAIVER AND INDEMNITY AGREEMENT 

September 21, 1994 
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WHEREAS International Executive Service Corps, a corporation established under the laws of the 

United States of America having its principal office at 333 Ludlow Street, Stanford, Connecticut, 

USA and a branch office in Sri Lanka presently located at One, Spathodea Avenue, Colombo 5 

(hereinafter called "the said Corporation" which term herein used shall where the context so 

requires or admits mean and include the said International Executive Service Corps and its 

employees and volunteers and successors) has agreed at the request of 

................................................................................... (full name) presently of 

................................................................................. (hereinafter called "the said Indemnitor" 

which term herein used shall where the context so requires or admits mean and include the said 

.................................................... his heirs and executors and administrators) to make a partial 

reimbursement of the costs incurred or to be incurred by the said indemnitor in connection with his 

travel to and from ......................... (name of country) for the purpose of .......................... .. 

............................... (title of programme) the first part of such travel to be undertaken in 

................. (Month and year). 

IN CONSIDERATION of the said partial reimbursement of costs and for other diverse causes him 

hereunto moving the said Indemnitor hereby -

(I) 

(ii) 

(iii) 

indemnifies and holds harmless the said Corporation and its employees and 

volunteers against any claim demand prosecution loss damage and expense which 

may arise from or in connection with the said travel or any act thing or matter 

incidental to the said travel, whether made, incurred or suffered by him or any third 

party ; 

renounces and waives on behalf of himself and his dependent relatives all claims and 

demands which he or the said relatives may have against the said Corporation and its 

employees and volunteers in connection with the said travel; and 

agrees and confirms that the said indemnity and the said renunciation and waiver shall not 

be altered, modified, canceled or revoked except with the consent in writing of the said 

Corporation. Contd .. 21 
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The said Indemnitor hereby agrees that this instrument shall be construed and interpreted according 
to the laws of Sri Lanka and the said indemnity and tha said renunciation and waiver shall be 

enforced through the courts of faw of Sri lanka. 

IN WITNESS WHEREOF the said ....................................................... has set his hands hereunto 

at Colombo on the .................. day of .................... One thousand nina hundred and ninety ...... . 

in the presence of the following witnesses. 

Signature of the said Indemnitor 

Witnesses :. 

1 . Signature· 

Name 

Address . 

2. Signature· 

Name 

Address • 

• • • • • 
• • • • • • • 
• • 
• • • • • • • • • • 
• • • • • • 
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ATTACHMENT D 

THRESHOLD DECISION BASED ON 
INITIAL ENVIRONMENTAL EXAMINATION 

, . Activity Location: Sri lanka 

2. Program Title/lD: Sustainable Economic Growth Program (383-0120) 
Technology Initiative for the Private Sector Activity 

3. Funding (Fiscal Year and Amount): 

4. Prepared By: 

) 

I), ~\. \ ClJ.,~ t C ~j-(.\ 
Jay~nth~ Perera, PRJ 
Engineering Specialist 

5. Environmental Action Recommended: 

FY 96 - FY 00, $11 million 

Date: 

C7/C5/95 
I 

Negative Determination as per 22 CFR 
216.3(a)(2)(iii) 

6. Discussion of Environmental Aspects of Activity: 

Background 

Under a Consolidated Sustainable Economic Growth Program (SEGP), USAIO/Sri lanka 
(USAID/SL) will fund economic growth activities to achieve its Economic Growth 
Strategic Objective. SEGP will c~nsolidate USAID/SL's existing agribusiness and 
private sector development projects as well as several new activities under the 
Economic Growth Strategic Objective and bring them together under one over-arching 
program. 

SEGP is the programmatic framework under which nearly all of USAIO/SL's activities 
in support of the economic growth strategic objective will operate. SEGP will serve 
as the mechanism for identifying, designing, and implementing all future activities 
which clearly fit within the over-arching program framework and directly promote 
USAID/SL's economic growth strategic objective and program outcomes. Various 
USAID-funded economic growth activities will be designed, initiated, and completed at 
different times under SEGP as the situation warrants. 

The program's rationale is based on several factors. SEGP will provide a strategic as 
well as an operational framework for USAIO/SL's activities related to its economic 
growth objectives, and will provide greater unity with regard to the Mission's 
economic growth strategic objective. Replacing the individual project approach with a 
strategic objective program will enhance the horizontal integration and interplay 
among the Mission's economic growth activities. SEGP will enable USAID/SL to more 
effectively engage the Government of Sri Lanka (GSL) on joint economic growth 
objectives and will strengthen integration among the Mission's three strategic 
objectives. 

SEGP will be authorized in September 1995, with a possible centrally-funded initial 
obligation also in September 1995. The program assistance completion date WACO) 
for this 10 year program is fixed as September 30, 2005. New activities approved 
under SEGP may be designed to extend for any length of time up to the SEGP PACD. 



• • 
- 2 - • 

SEGP activities are organized under three major components: Economic Reform • 
Component (ERC); Technology and Business Assistance Component (TBAC); and, 
Agriculture and Microenterprise Development Component (AMDC). Existing projects • 
as well as new activities will be implemented under each of the three components of 
SEGP. The following table depicts the structure of SEGP: • 

SEGP COMPONENT COMPONENT ACTIVITIES 

Economic Reform ~ Policy Reform Support 

Technology and Business Assistance .. Technology Initiative for the Private 
Sector (383·0108) 

~ Promotion of Private Infrastructure 
(383·0118) 

.. Private Sector Management 
Development 

Agriculture and Microenterprise ~ Agro-Enterprise (383-0111) 
Development 

~ Micro-Enterprise Support 

.. Farmer Organizations 

The Technology Initiative for the Private Sector (TIPS) project was authorized in 1991 
with a project assistance completion date (PACD) of December 31, 1996. The 
project was designed as a demand-driven, cost-sharing activity which provides 
technology sourcing and business development services to small and medium-scale 
firms .. The project sought to reduce the risks and costs of searching, acquiring and 
installing needed technological innovations in the private sector in Sri Lanka. The 
TIPS model has proven over time to be the most appropriate vehicle for a technology 
transfer project for achieving the type of broad-based private sector led development 
which both USAID and the GSL seek to achieve. 

The redefined TIPS activity under SEGP will focus directly on achieving sustainable 
benefits, as well as ensuring the continuance of "TIPS-like" assistance. While the 
current project will leave behind a wide network-of internationally competitive clients, 
successful in terms of clearly measurable impact criteria (such as sales, output value, 
productivity, asset formation and profitability), the new activity will look beyond 
individual clients. The revised TIPS activity will seek to more effectively promote the 
indirect benefits of project assistance in terms of consolidating widespread sectoral 
impact, accessing established backward linkages to micro-enterprises, widening the 
current TIPS client base to rural entrepreneurs, and actively encouraging 
environmentally beneficial technology initiatives. The revised TIPS activity will also 
establish formal operational linkages with selected development finance institutions, 
the Export Development Board of Sri Lanka and the regional chambers of commerce 
to leave behind a strengthened indigenous capacity for small and medium enterprise 
development coupled with financing capability. These activities will be particularly 
important for expanding access to new technologies, markets and employment, and 
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will also help people to participate more fully in the economy. 

The types of activities funded by TIPS grants would almost entirely be eligible for 
categorical exclusion if considered independently under AID regulations. For the most 
part they include business-related studies and analyses, TA, "reconnaissance" 
missions, trade fairs, special consultancies and training activities, and all activities are 
oriented towards improving specific aspects of specific businesses. The implementing 
entity under the Cooperative Agreement (lESC) maintains an internal system to review 
the environmental impacts of subactivities. 

A negative determination is justified based on the fact that safeguards have been built 
into activity implementation to ensure that significant adverse environmental impacts 
do not occur. In the redesigned activity the Mission will take steps to: (1) ensure that 
responsibility for environmental screening and 'review is placed on IESC; (2) ensure 
that an appropriate impact screening and review process is in place; (3) require 
periodic reporting by IESC on the impact screening and review process; and (4) retain 
final oversight and review authority. 

Discussion 

Pursuant to 22 CFR 216.3(a)(2)(iii), the originator of the proposed action has 
reviewed the potential environmental impacts of the action summarized in the 
foregoing lEE, and has determined that the proposed activity, if implemented as 
designed, will not have a significant effect on the environment. The environmental 
status of the activity will be reviewed periodically during implementation by means of 
routine site visits by USAID/SL technical staff. Any required adjustm~nts in 
implementation will be made on the basis of these findings. 

Pursuant to 22 CFR 216.3(a)(2)(iii), the originator of the proposed action recommends 
a negative determination of significant environment effect for the activity, and 
requests ANE Bureau approval of a negative threshold decision. 
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1. SUMMARY 

The purpose of this project paper supplement is twofold: It is intended to lay the 
groundwork to move the Promotion of Private Infrastructure (PPI) project under the 
umbrella of the Sustainable Economic Growth Program (SEGP); and it modifies the project 
design according to GSL-inspired organizational changes and the lessons learned from two 
years of implementation. Under SEGP, PPI will support the Mission's Strategic EC,onomic 
Objective which is, "Increased private sector employment and income." 

According to this Project Paper Supplement, the project design will be modified to 
capitalize on the respective strengths of the primary implementing organizations, as well as 
those of relevant line ministries and agencies. Under PPI, the Bureau of Infrastructure 
Investment (BII), previously known as the Secretariat for Infrastructure Development and 
Investment (SIDI) was created in 1992 under the Ministry for Policy and Plan 
Implementation to facilitate the development of economic and environmental 
infrastructure. In late 1995, the Bureau was aligned under the Board of Investment (BOI) 
under the Ministry of Finance. This organizational change strengthened the BII by 
providing it greater authority. BII is the primary point of contact for line ministries, 
agencies and the private sector in the development of Sri Lanka's infrastructure. BII is 
vested with primary responsibility for facilitating the development of economic 
infrastructure, with environmental initiatives including solid waste management, water 
supply and wastewater treatment coordinated and managed by the Urban Development 
Authority (UDA). 

Under this modification, increased emphasis will be placed on process, policy and 
regulatory reform, as well as marketing and public awareness. The goal and purpose of 
PPI will remain materially unchanged in seeking to expand Sri Lanka's economic and 
environmental infrastructure through private sector participation in project development, 
financing and operation. 

In order for the BII to become a "CENTER OF EXCELLENCE," it must be staffed by experienced 
professionals with core technical, financial and legal expertise. These professionals will 
serve line ministries, agencies and the private sector. In its capacity as a facilitator and 
service center, the BII will ultimately be able to generate income through fees, thereby 
moving towards cost recovery and eventually financial independence. The GSL and USAID 
will continue to provide support as the BII moves toward financial sustainability. 

In addition to restructuring the BII, the Bureau must strengthen its relationships with the 
line ministries and agencies: its ultimate partners and customers. Such bridges will be built 
by the BII chairperson, who will concurrently serve as the Director General of the BOI. 
Primary executive authority for the 811 will be vested in; a full-time General Manager. 

The backdrop to this project modification has evolved since PPl's launch in 1992. The 
project's unambiguous mandate at that time was to promote private participation in the 
development of Sri Lanka's infrastructure. However, efforts to "close deals" did not yield 
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results. By 1994, numerous factors conspired against the achievement of PPl's objectives 
and targets. The mid-term evaluation in November 1994 concurred, and as a result, 
USAID took several steps to address the weaknesses. In December 1994, the long-term 
technical assistance contract was terminated, and USAID simultaneously released Project 
Implementation Letter #34 (PIL 34) with conditions precedent to continued assistance (see 
Section 2.5 and Annex B). PIL 34 called for: a reaffirmation of GSL commitment to 
BOO/BOT development; the creation of an Interministerial Committee to oversee 
infrastructure development; a strengthened BII; and, enabling policies and procedures. All 
four conditions will be met when the proposed BOO/BOT procurement policies and 
guidelines are ratified, which is expected early in the second quarter of 1996. 

2. BACKGROUND 

2.1 Overview 

2.1.1 Macroeconomic Overview 

Sri Lanka's economy has grown rapidly over the past five years as a result of the 
dismantling of price, investment and foreign exchange controls, and various trade and 
policy reforms. In response, direct and portfolio investment in manufacturing and service 
industries increased dramatically between 1989 and 1994 driving unemployment down to 
13%, and per capita GOP growth up to 4.3%/annum. 

These economic gains were based upon the structural transformation of Sri Lanka's 
economy away from agriculture and towards manufacturing and service industries. 
Agricultural exports fell from 51 % of the total in 1989 to 22% in 1994, as contrasts with 
industrial exports which leapt to 74% of the total over the same period. 

Over the next six years, Sri Lanka will need to create an estimated 1.3 million jobs. The 
greatest opportunity for doing so is in the manufacturing and service sectors, as opposed 
to agriculture where productivity gains have been stalled for the past decade. However, in 
order to sustain economic and private sector growth, significantly improved and expanded 
economic and environmental infrastructure is urgently needed. 1 

Infrastructure development is critical for its obvious tangible benefits, but also for its less 
apparent links to capital market expansion. Electricity, for instance, provides power which 
fuels economic growth. Transport and telecommunications make the physical movement 
of goods and information possible for manufacturers and the service sectors, respectively. 
8y contrast, infrastructure's impact on markets is less obvious, but no less important. 
Private sector growth depends upon the availability of factor inputs, including capital. 
Recently, foreign and domestic direct investment have provided this source of funds 
through the share market which was made possible by strong corporate earnings growth. 

• • • • • • • • 
• • • • • • • • • 
• • • 
• 
• 
• 
• 
• • • 

Economic infrastructure is defined as power, transport (road, rail, and port) and • 
telecommunications. Environmental infrastructure includes solid waste management, water 
supply and distribution, and waste water treatment. • 
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In the absence of infrastructural development, corporate earnings will fall, and as a result, 
portfolio investment will decline. Without equity capital, the private sector will cease 
growing at recent rates, and job creation will slow. 

The impact of inadequate infrastructure on employment, as a result of the equity market 
link alone, could be significant. Equity finance generated more than 50,000 direct and 
indirect jobs at the 88 firms that raised share capital in Sri Lanka between 1990 and 
1993.2 

Infrastructure development has historically been public sector financed. In 1989, for 
instance, the GSL spent nearly 14% of GOP on capital projects. However, in an effort to 
trim the government budget deficit, capital expenditures were slashed, and by 1992 
represented only 6.5% of GOP. Capital expenditures as a per cent of GOP have stagnated, 
though public sector salaries, direct transfers and commodity subsidies have increased 
steadily, soaring to 22% of GOP in 1994 as a result of election year campaign promises. 
Consequently, Sri Lanka's budget deficit rose to nearly 10% of GDP, making future public 
investment in infrastructure unlikely, if not impossible. 

In order to sustain its economic growth, the World Bank estimates that Sri Lanka will need 
billions of dollars in infrastructure investment, which the government cannot afford. 3 The 
private sector must fill this gap, but foreign and domestic investment is contingent upon 

. investor confidence, and the existence of strong facilitating institutions and an enabling 
environment comprising the necessary legal, regulatory and financial structures and 
mechanisms. The Promotion of Private Infrastructure (PPI) project is aimed primarily at 
strengthening the capacity of the GSL's Bureau of Infrastructure Investment to facilitate 
and enable private investment in infrastructure. 

2.1.2 Project Overview 

The Promotion of Private Infrastructure project was authorized in September 1992 at $7.0 
million life of project funding. The project was subsequently amended, adding a Housing 
Guaranty (HG-006) component to promote investment in environmental infrastructure that 
improves living standards of below median income households. The HG-006 component 
authorized guarantees totaling $30.0 million and added $1 million in grant assistance, 
boosting the project total to $8.0 million. The HG-006 guarantees support the refinance of 
commercial loans made by retail institutions for private sector or municipal investment in 
infrastructure development. 

Under PPI, the Government of Sri Lanka created the Secretariat for Infrastructure 
Development and Investment (SIDI) in 1992 to facilitate and promote private participation 

2 Colombo Stock Exchange and the International Science and Technology Institute, Inc. 
Employment Created by Companies Raising New Capital on the Colombo Stock Exchange. 
February 1995. 

3 IBRD, "Sri Lanka Aid Group," Washington, D.C., April 16, 1995. p. 3. 
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in infrastructure. At inception, SIDI functioned under the Ministry of Policy and Plan 
Implementation with relatively well-defined authority and access to key decision-makers. 
SIDl's effectiveness was threatened, however, by politicaf changes occurring in the past 
two years. This culminated in the 1994 decision to suspend project implementation 
pending government affirmation of its commitment to BOO/BOT infrastructure projects. At 
the same time, the three-year technical assistance contract with the Center for Financial 
Engineering and Development (CFED) was terminated. 

In the fall of 1995, SIDI was repositioned under the Board of Investment (BOI) thereby 
gaining greater authority, and consolidating infrastructure promotion under one agency, as 
the BOJ is the government unit capable of offering incentives and concessions to 
infrastructure project sponsors. In March 1996, SIDI was renamed the Bureau of 
Infrastructure Investment (BII). 

2.2 Relationship to Mission Objectives 

PPI and HG-006 were conceived to promote private participation in the expansion of Sri 
Lanka's economic and environmental infrastructure. As such, the project supports the 
Missions' economic growth and environmental strategic and program objectives by 
contributing to increased private sector employment and income, and improved 
environmental practices. 

Infrastructure is a linchpin of economic growth. In order to sustain Sri Lanka's recent rates 
of GOP growth, infrastructure investment of nearly $4 billiGn will be needed over the next 
two years. Such a sum is clearly beyond the realm of public sector possibilities, and must 
be served by the private sector. Thus, promoting private participation under PPIIHG-006 
will yield needed infrastructure, thereby contributing to GOP growth, and in turn increased 
demand for labor in manufacturing, and a spectrum of service industries including 
insurance, banking, finance, and tourism. Creating jobs and increased income are key 
indicators of success under the Strategic Economic Growth Objective. 

Economic growth, however, is often accompanied by urban and industrial impacts, many 
of which fall disproportionately on below median income families. HG-006 responds by 
providing the technical and financial impetus for private participation in municipal 
infrastructure: specifically; waste management, water supply and wastewater treatment. 
Such an initiative will undeniably produce local benefits. Improved solid waste 
management, for instance, will mitigate threats to groundwater, and therefore human 
health, from unsustainable landfilling. Environmental infrastructure also produces larger 
ecosystemic benefits. For example, the overwhelming majority of Sri Lanka's'(jquid wastes 
are currently disposed of directly into surface and coastal waters. Introducing industrial 
and municipal wastewater treatment will contribute significantly to improved water quality, 
benefitting fragile ecosystems, and also human health. 

2.3 Original Goal and Purpose 

The original goal of the PPI Project was to modernize economic infrastructure including: 
power, telecommunications, transport, solid waste management, water supply and 
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wastewater treatment. The project purpose was to assist the Government of Sri Lanka to 
develop a market for private financing and management of economic infrastructure through 
"Build-Own-Operate/Build-Operate-Transfer" (BOO/BOT) and other joint sector approaches. 
The PPI/HG-006 project included a sub-purpose which was to encourage and support U.S. 
trade and investment in Sri Lanka's infrastructure. Subject to the original goal and 
purpose, promoting private participation in infrastructure development will create 
opportunities for foreign and domestic firms. Promoting American participation, a corollary 
interest under PPI, will be achieved by assuring that the tendering process for 
infrastructure development is transparent, open, and thus competitive. 

2.4 Mid-term Project Evaluation and Findings 

PPI and the HG-006 component were evaluated in November 1994. The evaluation team 
concluded that PPI had not progressed toward achieving its purpose.: "The development of 
a market for private financing and operation of economic infrastructure." This was 
attributed to ambiguous government commitment to private infrastructure, and by weak 
project implementation. The principal criticism was PPI's emphasis on deal-making without 
first establishing the institutions and policies necessary for infrastructure development. 
The evaluation supported the conceptual basis for the project, and underscored its 
importance in promoting Sri Lanka's development, but nevertheless recommended that the 
focus of the project be modified to accommodate greater foundation-building. 

2.5 Implementation Actions 

In response to the evaluation findings significant action was taken in late 1994. USAID 
terminated the project's technical assistance contract with the Center for Financial 
Engineering and Development in December 1994, and issued Project Implementation Letter 
#34 (PIL 34)(See Annex B). The GSL subsequently concurred with PIL 34 which called for 
the following: 

1. 

2. 

Demonstrated GSL commitment to private participation in infrastructure by March 
1, 1995. 

Establishment of an Interministerial Committee on Infrastructure Development and 
Investment (lMCID) to promote inter-agency coordination and address policy issues 
related to infrastructure planning and development by March 1, 1995. 

3. Strengthen the role of the BII by increasing its authority and by reorganizing staff by 
June 1, 1995. 

4. Develop and implement supportive BOO/BOT policies which increase competition, 
reduce regulatory constraints, and liberalize price and tariff controls. 

Based upon the GSL's concurrence, USAID initiated the project modification, while 
continuing to provide short-term technical assistance. The GSL has met the first two 
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interim benchmarks,4 and has made significant progress in achieving the third and fourth. 

3. AMENDED PROJECT DESCRIPTION 

3.1 Project goal and purpose 

The goal and purpose of the redesigned PPI are materially unchanged, except for the 
addition of language including environmental infrastructure more specifically. Accordingly, 
the goal of PPI is to: 

Expand Sri Lanka's economic and environmental infrastructure focusing on: power, 
telecommunications, transport, solid waste management, water supply and 
distribution, and wastewater treatment. 

The project purpose is to: 

Assist Sri Lanka to develop a market for private sector participation in infrastructure 
development, finance and operation through Build-Own-Operate (BOO), Build
Operate-Transfer (BOT) or other joint sector approaches. 

In addition to the goal and purpose above, PPI/HG-006 previously included a sub-purpose 
which supported U.S. participation in Sri Lanka's infrastructure development. In order to 
achieve this sub-purpose, PPI will coordinate closely with other Mission projects and 
initiatives, including the USAEP/Sri Lanka Technology Representative. 

The goal and purpose will be accomplished by strengthening the BII and other GSL 
institutions which have a stake in infrastructure development. Policy reform, marketing 
and public awareness will be supported by USAID in conjunction with the GSL, other multi 
and bilateral donors, as well as the private sector. 

4 On January 6, 1995 in her address to Parliament, President Chandrika Bandaranaike indicated 
the GSL's support for private participation in infrastructure development. The President stated, 
"The private sector will therefore be expected to playa key role in the financing and running 
of public utility and infrastructure. This would take the form of BOO/BOT arrangements and 
privatization of some infrastructure services owned by the State with a view to attracting the 
massive investments required for the expansion, modernization and improved efficiency." This 
commitment was reaffirmed in her February budget presentation, and at the Paris Consultative 
Group meeting which concluded April 28, 1995. 

The Interministerial Committee was created by Cabinet Paper 94/100F/035 in January 1995. 

• • • • • • • • • • • • • • • • • • • • • • • • • • • 
The Director General of the BII was named as the convener and secretary to IMCID. This • 
Cabinet Paper once again reaffirmed the role of the BII and the GSL's commitment to private 
infrastructure. • 
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3.2 Implementation 

On January 31, 1995, PPI became the responsibility of the Private Sector Development 
and Housing Office (PSD/H), and as such, project management and oversight changed 
within USAID/SL. Technical assistance under PPI was delivered through an institutional 
contractor until late 1994. At that time, the contract was terminated and implementation 
functions were assumed by USAID, and in turn by PSD/H. 

The principal host-country counterpart for economic infrastructure is, and will remain, the 
Bureau of Infrastructure Investment, a unit under the Board of Investment (BOI). The 
government-appointed Director General of the BOI will also serve as the Chairman of the 
BII. 

Under the modified PPI project, implementation of environmental infrastructure activities 
will be assumed by the Infrastructure Development Unit of the Urban Development 
Authority. The UDA is based under the Ministry of Housing, Construction and Public 
Utilities, and is well-staffed and equipped to mobilize private sector participation in solid 
waste management, waste water treatment and water supply. The UDA has historically 
served as a hub for such urban infrastructure, integrating the interests and needs of 
ministries, agencies and local government. 

3.2.1 USAID Management 

USAID project management responsibility for PPI and HG-006 resides in PSD/H. Having 
terminated the institutional contract, PSD/H is responsible for project-actions, including all 
contracting for technical assistance, training, commodities, and logistic support. PPI will 
be implemented and managed by the USDH project officer and two FSN project managers 
in conjunction with long and short-term technical assistance. General oversight will be 
provided by USAID/Sri Lanka and by RHUDO/South Asia. Oversight on Strategic 
Objectives will be provided by the S01 Coordinator and team. 

The PPI and HG-006 project managers will keep the PSD/H project officer, the Mission 
Controller, Executive Office, RHUDO/South Asia and other relevant USAID managers 
apprised of program implementation matters. Project managers will be responsible for day
to-day and operational correspondence between USAID, the BII, the UDA and the GSL. 

3.2.2 811 Management 

Under the terms of the original grant agreement, SIDI was created to facilitate and promote 
private participation in power, road, rail and port infrastructure. These functions were 
overseen by a part-time Director General. When the Environmental Infrastructure Unit was 
added in 1993, activities targeting municipal infrastructure were overseen by a Director 
who reported to the Director General of SIDI. 

Under the modified project, the BII will be re-configured in order to provide high-caliber 
services to line ministries, agencies and the private sector. This reconfiguration involves 
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the realignment of the BII as a unit under the BOI which will simultaneously better 
integrate government agencies involved with direct investment in Sri Lanka, as well as 
increase the authority of the Bureau to facilitate infrastructure development. 

BII will be directed by a Chairman and a General Manager fGM). The Chairman will be the 
government-appointed Director General of the Board of lmestment (BOI) who will serve 
on a part-time basis as the policy liaison between the BlI, Cabinet, Parliament and the line 
agencies. The General Manager (GM) will be eompetitiveJyrecruited by the BII, and will 
have executive authority within the Bureau to promote private sector participation in 
infrastructure. The GM will work closely with the line ministries and agencies to identify, 
tender and evaluate viable projects. 

Deputy general managers (DGM) will be highly qualified professionals with demonstrated 
experience and achievement in their respective fields. Thedeputies will be recruited locally 
from the public or private sector, and will provide the coreaf the BII's expertise. The 
DGMs will be responsible for project review and assessment, and for ensuring that the 
terms and conditions proscribed for private investment are met. These individuals are not 
expected to serve as the definitive source of project analySis, rather they are to serve as 
expert counsel in the tender and evaluation processes which will include line agencies and 
ministries. These core staff will be supported by full-time analysts, and also by line agency 
staff seconded for specific projects or activities. 

3.2.2.1 Role and Function of the BII 

• • • • • • • • • • • • • • • • 
The principal host-country counterpart for economic infrastructure is, and will remain, the • 
Bureau of Infrastructure Investment, a unit under the Board of Investment. The 
government-appointed Director General of the BOI will alsoserve as the Chairman of the • 
BII. 

B/I's role is to facilitate infrastructure development based upon Build-Own-Operate (BOO), 
Build-Operate-Transfer (80T) and other joint-sector approadles. 811 will work closely with 
ministries, line agencies, and other government units to identify, develop, tender and bring 
projects to financial closure. 

Under PPI, the BII will be established as, a "Center of Excellence" serving the relevant GSL 
Ministries and agencies involved with infrastructure develo.pment. 811 will be the GSL's 
primary outlet for solicited proposals, and its primary point of contact for unsolicited 
proposals. 

In order to play its intended role, the BII must develop and implement a regularized and 
transparent project development process for government agencies and project sponsors. 
BII must be staffed with core professionals who will assist in the identification, tender, 
evaluation, and negotiation of infrastructure projects according to line agency or ministry 
needs. Staff will deliver technical assistance as needed, but are not themselves expected 
to be expert across all sectors. 

BII's role also includes marketing and public awareness. In conjunction with the BOI, the 
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BII will launch a marketing campaign targeting foreign project sponsors, and will develop 
an incentives package to attract investment in infrastructure. In addition, the BII will 
initiate domestic awareness campaigns to educate the government and public about 
private participation in infrastructure. 

3.2.3 UDA Management 

Under the modified PPI project, implementation of environmental infrastructure activities 
will be assumed by the Infrastructure Development Unit of the Urban Development 
Authority. The UDA is based under the Ministry of Housing, Construction and Public 
Utilities, and is well-staffed and equipped to mobilize private sector participation in solid 
waste management, waste water treatment and water supply. The UDA has historically 
served as a hub for such urban infrastructure, integrating the interests and needs of 
ministries, agencies and local government. 

Formally integrating the UDA into PPI is intended to capitalize on the Authority's unique 
role in regional and municipal planning and project development. The UDA has enjoyed 
this role as a result of its staff of proven professionals who work across sectors and 
political strata to develop municipal and regional projects. The UDA is being involved 
directly in PPI as a result of its ability to promote environmental infrastructure, and 
because of its central role in the development of the transport sector. 

The primary UDA unit responsible for developing PPI-supported initiatives in environmental 
infrastructure will be the Infrastructure Development Unit (lDU). The IDU will identify 
urban projects and develop proposals in conjunction with relevant government officials, 
community and non-government organizations, and the private sector. The IDU is under 
the Planning and Operations Division which is managed by a Deputy Director General 
appointed by the Board of Directors of the UDA. This Infrastructure Development Unit is 
headed by a Director with one Senior Deputy Director. 

3.2.3.1 Role and Function of the UDA 

The UDA's Infrastructure Developmer)t Unit will be the primary operating group responsible 
for PPI-supported environmental infrastructure activities. BII is hereby removed from the 
role which it has played to date in environmental project identification and formulation. BII 
will, however, work collaboratively with the UDA, as with other Agencies and Ministries, 
to facilitate project tendering, evaluation and negotiation. 

3.2.4 Technical Assistance 

Technical assistance, both long and short-term, will continue to be a principal input to PPI. 
Short-term needs will be satisfied through direct procurement, though more often through 
buy-ins to centrally funded projects, and through central and local Indefinite Quantity 
Contracts (lOCs) as appropriate. 
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3.2.4.1 Long-term Technical Assistance 

Under PPI, two long-term technical advisors are provided: one supporting Economic 
Infrastructure, the other Environmental Infrastructure. The two advisors will support joint 
workplanning and progress reporting. The Economic Infrastructure advisor is a new 
position which is being created as a result of the December 1994 termination of the long
term institutional contractor. This advisor will be based at the BII providing full-time 
support on policy and procedural issues relating to private participation in infrastructure 
development. The economic infrastructure advisor will report directly to the 811 General 
Manager; PSD/H will provide oversight and guidance. 

The Environmental Infrastructure advisor will commit 75% of his/her time to the 
Infrastructure Development Unit at the UDA. 5 This advisor will playa fundamental role 
training and supporting UDA staff, and promoting private participation in solid waste 
management, water supply, and waste water treatment. 

3.2.4.2 Short-term Technical Assistance 

Short-term legal, financial and technical assistance will be procured as needed, or as 
stipulated in the BII and UDA workplans. Such assistance will be contracted directly, or 
through buy-ins to USAID Global Bureau projects or IOCs (see below). 

In addition, the BII and the UDA will develop a Technical Assistance database of local 
legal, financial and technical expertise for project evaluation tasks. Such assistance could 
be procured directly, or through a local IOC. 

3.2.4.3 Buy-in to the Global Bureau Energy Technology Innovation Project 

In order to access top-flight technical assistance, PPI will buy-in to centrally funded 
projects such as those managed by the Global Bureau's Energy and Environment 
Technology Division (G/ENV/EET). Under one such project, the Energy Technology 
Innovation Project (ETIP), Technical Assistance would be delivered by the prime contractor, 
Bechtel, or the sub-contractors Price Waterhouse and Hunton & Williams. Specific ETIP 
assistance could include: development of bid and tender documents, participation, the 
promotion of policy reforms, or the evaluation and promotion of individual projects. 

3.2.4.4 Local Indefinite Quantity Contract (I0C) 

Under the redesigned PPI project, financial, legal and technical analysis may be needed 

6 The Long-term technical assistant to the EIU is only partially paid for with PPI project funds, and 
thus, effort is divided on a pro-rata basis. The balance of the effort is dedicated 25% to the 
Low Income Shelter Program (HG-004) and to regional housing projects: these two activities 
are paid for by RHUDO/Delhi. 
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which cannot be performed by the BII or UDA staff as and when required. In order to 
procure such assistance on a timely basis, technical assistance may be procured under a 
USAID/Sri Lanka IOC. 

3.2.5 Donor Coordination 

USAID will work closely with other donors to support policy and regulatory reforms, and to 
leverage greater financial resources in promoting infrastructure development in Sri Lanka. 
To date, USAID, the World Bank and the Asian Development Bank (ADB) have worked 
collaboratively to promote private participation in infrastructure development, and concur 
that the BII should be established as a "one stop shop" for infrastructure investment in Sri 
Lanka. 

As noted earlier, USAID has supported the World Bank on the development of a Private 
Sector Infrastructure Investment Company and Fund. The World Bank has incorporated 
the Infrastructure Investment Company (PSI/C) which will be capitalized with an initial $50 
million to be disbursed through the Fund which will provide up to 30% of project costs in 
the form of long-term subordinated debt. The Asian Development Bank (ADB) and the 
German Kreditanstalt fur Wiederaufbau (KfW) have expressed interest in participating in 
this fund, and the Japanese Overseas Economic Cooperation Fund (OECF) is also 
considering support. 

In addition to the World Bank fund, KfW is establishing a similarly valuable Pollution 
Control and Abatement Fund (PCAF) to support urban and industrial waste minimization. 

3.3 Activities 

PPI promotes infrastructure development which includes policy development, institution 
building, and marketing and public awareness. As noted in the mid-term evaluation, PPI 
focused initially on signing deals and not on creating the institutions or policy and 
procedural foundations for BOO/BOT transactions. Consequently, under the modified 
project additional emphasis will be placed on these areas. 

The project delivery plan is premised upon the use of technical assistance which will 
support the following broad goals: 

• Strengthen the Bureau of Infrastructure Investment through reorganization 
and restaffing in order for it to deliver services to line ministries and 
agencies, and the private sector in the development of economic 
infrastructure. 

• Assist the GSL to create the regulations, policies and procedures supporting 
private infrastructure projects. 

• Increase understanding of, and support for, private financing and operation 
of economic and environmental infrastructure 

• Develop and implement public awareness, marketing and incentive programs 
related to private infrastructure projects. 
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• Create financial mechanisms to provide resources supporting private 
participation in infrastructure development. 

Activities to be supported under the Economic Infrastructure and Environmental 
components are described below: 

3.3.1 Policy Development and Reform 

Facilitating private sector investment in infrastructure requires a clear and transparent 
process, and enabling policies, regulations and legislation. Currently there are no binding 
rules or regulations establishing the procedures to tender and evaluate infrastructure 
projects. Such rules and regulations are imperative in order to assure that the GSL and 
project sponsors secure competitive and fair deals. 

Under this activity, USAID will support the establishment of the processes and procedures 
for the tender, evaluation and negotiation of infrastructure projects. Policy and regulatory 
reform will focus on the four principal economic sectors: power, transport, 
telecommunications and environmental infrastructure. 

3.3.2 Institutional Strengthening Component 

Institutional strengthening is critical to infrastructure development in Sri Lanka and to the 
success of the PPI project. As defined in herein, institutional strengthening includes 
activities which increase the ability and proficiency of the BII, the UDA and relevant 
agencies and ministries to promote private sector investment in infrastructure. The 
objective is to create the necessary expertise within government to identify, design, 
tender, evaluate, negotiate and approve private infrastructure projects. In order for this to 
occur, PPI seeks to establish the BII as a single center of high-level expertise. Doing so 
requires staffing the Bureau with professionals who are able to serve the needs of 
government and private participants. Under PPI, USAID agrees to reimburse the 
Government of Sri Lanka for the salaries of the BII General Manager, two Deputy General 
Managers and two analysts. Each of these five positions will be filled under a "host 
country contract." In the first contract year, 100% of the staff cost will be reimbursed; 
for the second and third years the reimbursement will be 75% and 50% respectively. In 
addition, staff seconded from ministries or line agencies will work directly with the BII, 
thus building skills more broadly and an intra-governmental bridge. 

Institutional strengthening will also involve, training which will continue to be a core 
activity buttressing the provision of technical assistance. Each of the project counterparts 
will develop independent training plans to be supported by their respective budgets. 
Training activities will be designed and delivered to focus on infrastructure-related issues, 
such as legal and regulatory reform; BOO/BOT project evaluation, negotiation and 
contracting; marketing of BOO/BOT projects, etc. In addition to the provision of formal 
training, participation in workshops, conferences, seminars and other infrastructure 
development fora are provided for under this line item. 

Finally institutional strengthening will include the provision of legal, financial and technical 
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expertise required to develop, negotiate and contract infrastructure projects. 

3.3.3 Marketing and Public Awareness Component 

BII will assist with the marketing of individual projects or sectoral initiatives to domestic 
and international investors. This will be accomplished through the print and broadcast 
media, but can include the organization of workshops, seminars, and conferences. 

Public awareness will target the population at large, key policy-makers in cabinet, 
parliament and the line agencies, and organized labor. These efforts could include 
workshops for government officials or large scale public relations campaigns in print and 
other media. The objective is to garner popular support for private participation in 
infrastructure in order to fuel economic growth and create jobs. 

3.3.4 Infrastructure Development and Finance Component 

Infrastructure development and finance are the ultimate objectives of the GSL efforts and 
of this project. Under this component, USAID will support both project specific initiatives, 
as well as efforts to develop a sustainable infrastructure finance facility. 

BII will assist the line ministries and agencies to identify and conceive viable projects for 
tender. Assistance will be delivered to line ministries and agencies through the BII for 
specific project-related support involving either solicited and unsolicited proposals. Such 
support includes financial, legal and technical assistance. 

This component will also promote the development of a sustainable infrastructure finance 
system. Private and public sector mechanisms will be explored to increase the availability 
and flow of funds for economic and environmental infrastructure development. One 
promising mechanism for doing so will be through the newly established Private Sector 
Infrastructure Investment Company (PSIIC), a World Bank initiative. USAID, through PPI, 
will work closely with the PSIIC. 

When the Environmental Infrastructure component was added to PPI in 1993, USAID 
created an Environmental Account (EA) to facilitate private sector investment in municipal 
infrastructure. The EA was capitalized with funds from USAID's Housing Guaranty 
Program and is now housed at the National Development Bank (NOB) to channel long-term 
commercial-rate local-currency loans to environmental infrastructure. The EA provides 
subordinated equity-matching up to 30% of project costs. A draft guideline for the NOB, 
and a detailed description regarding the use of EA funds, is contained in the "National 
Development Refinance Scheme under the USAID Environmental Account Component," 
and in "Use of HG Funds for and Environmental Account & Suggested Roles and 
Responsibilities. " Under HG-006, USAID will continue to support a loan refinance 
program through the NDB, and will also examine the prospect of using HG-006 funds as 
credit enhancements for non-sovereign guarantees, guarantees supporting revenue bonds, 
or guarantees supporting municipal debt for environmental infrastructure. 
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3.4 Implementation Schedule 

Project Implementation 

Key Events Starting Date 

1. BII and UDA Composite Workplans April 1996 

2. Semi-Annual Review of BlI's Progress July 1996 

3. Annual Review of BII's Progress December 1996 

4. Semi-annual Review of BII's Progress June 1997 

5. Interim Evaluation August 1997 

6. Annual Review of BII's Progress December 1997 

7. Annual Review of BlI's Progress December 1998 

8. Final Evaluation October 1999 

9. PACD December 1999 

3.4.1 Revised Project Activity Completion Date 

The original PACD of PPI project was September 30, 1996. Per PPI Project 
Implementation Letter No. 46, the PACD has been extended until December 31, 1999. 
This extension required no additional funds. 

3.5 Financial Plan 

This Project Paper modification signals a new point of departure for the PPI project. 
USAID will concentrate its efforts in the provision of technical assistance for the project 
activities discussed above. USAID will support two long-term technical advisors, and 
short-term assistance on a demand driven basis. Long-term Technical assistance will 
remain in place for three years through December 31, 1998. 

Restaffing the BII is critical to infrastructure development in Sri Lanka and to the success 
of PPJ. According to the agreement negotiated with the GSL, USAID will support a portion 
of the salaries for key management staff for a limited period of time (PIL 44). USAID will 
not support the BII's operating costs such as rent, electricity, or communications costs. 
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3.5.1 Revised Project Cost 

The total PPI activity cost under SEGP is $2.378 million, of which USAID will contribute 
$1.778 million, and the host country, either through direct or indirect support as defined 
above, will contribute a total of $600,000.· As a SEGP activity, any funds that PPI does 
not use effectively in accomplishing its purpose may be transferred to other activities as 
appropriate. 

TABLE 1 

Summary of Project Costs by Activity 
(in thousands) 

Host Country Total Cost 
Inputs USAID 

GSL Other 

Technical Support Services $1,350 $100 $0 $1,450 
Training $200 $0 $0 $200 
Logistic Support $228 $0 $0 $228 
Private Infrastructure Projects $0 $0 $500 $500 

TOTAL $1,778 $100 $500 $2,378 

3.5.2 Sources and uses of funds 

Project funds will be used to support the activities described in Section 3.3, and USAID 
will deliver technical assistance through long and short-term consultants. Long term 
advisors will support economic and environmental infrastructure respectively. Short-term 
assistance will be procured directly, through Global Bureau Buy-ins, or through local 
indefinite quantity contracts. 

Logistic support reflects the costs associated with relocating and restaffing the BII. 
Training activities will potentially support participation in in-country seminars and 
workshops, or travel to the U.S. or third countries for relevant study tours. The costs 
ascribed to private infrastructure projects represent the sum value of government 
concessions and incentives offered to private project sponsors. This host-country 
contribution will only be credited when projects have reached financial closure. 
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TABLE 2 

Sources and Uses of Funds 
(in thousands) 

Components Host Country Total Cost 
USAID 

GSL Other 

Technical Support SeNices $1.350 $0 $0 $1.350 
Training $200 $0 $0 $200 
Logistic Support $228 $100 $0 $328 
Pri. Infrastructure Projects $0 $0 $500 $500 

TOTAL $1.778 $100 $500 $2.378 

3.5.3 Methods of Implementation and Financing 

The PPI project activites will be implemented using a combination mechanism which are 
summarized below. 

TABLE 3 

Methods of Implementation and Financing 
(in thousands) 

Element Method of Implementation Financing Estimated 
Mechanism Amount 

Long Term Technical Assistance 
Economic Infrastructure Non-personal SeNices Contract Direct Payment $500 
Environmental Infrastructure Personal SeNices Contract Direct Payment $100 

Short Term Technical Assistance 
Global Bureau Buy-in; USAID/W procurement Direct Reimb. $450 
Local Personal SeNices Contract Direct Payment $300 

Training Host Country procurement DirectReimb. $200 
Logistic Support USAID/SL proc.; Host Country Dir. Pay/Reimb. $228 

TOTAL $1.778 

3.6 Monitoring and Evaluation Plan 

3.6.1 Monitoring Plan 

The monitoring plan for PPI/HG-006 will be developed by the 811 General Manager, and the 
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UDA Deputy Director General in conjunction with the long-term Technical Advisors, and 
the USAID Project Officer and team. A workplan will be developed, and will include 
activities, tasks, a policy agenda, and achievable objectives for the first year. Workplans 
will be prepared annually. 

The project officer, in conjunction with the project team, will maintain all relevant records, 
will monitor progress, and report quarterly through the Project Implementation Report (PIR). 

3.6.2 Evaluation Plan 

The PPIIHG-006 was evaluated in November 1994. Subject to this PP Supplement 
extending the Project Assistance Completion Date to December 31, 1999, an evaluation of 
the SEGP/PPI activity will be conducted in the fourth fiscal quarter of 1997, and then again 
upon termination of the activity. The first of these evaluations will seek to identify 
opportunities for enhancement and strengthening, whereas the latter will focus more on 
accomplishments, impact and sustainability. 

USAID may also conduct program audits as authorized by, and provided for, under the 
terms of the project grant and subsidiary contracts. 

3.7 Outputs 

The principal results that will occur as a result of the PPI project are summarized below. 
the Logical Framework (see Annex A) includes a more complete listing of the expected 
results, the indicators and the outputs that will be used to measure PPI's performance. 

Economic Infrastructure 

• BII will be firmly established as a "Center of Expertise and Excellence" to 
promote private sector participation in the development of Sri Lanka's 
economic and environmental infrastructure. 

• BII will seek to establish a firm and binding set of procedures for the tender 
of proposals for private participation in infrastructure development. 

• BII will establish well-defined evaluation criteria and a transparent evaluation 
process for the selection of private participants in infrastructure 
development. 

• BJI will implement a competitive project tender process as demonstrated by 
at least five internationally released "Requests for proposals" for private 
participation in power, road, rail, port, or telecommunications infrastructure. 

• At least two BOO/BOT projects will be contracted by the PACD. Note that 
such contractual agreements mark a very important and significant 
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benchmark in the project development life-cycle, though they may precede 
financial closure and groundbreaking by a year or more, and project 
commissioning by as much as a decade. 

Environmental Infrastructure 

• The EIU will be firmly established under UDA as a focal point to promote 
private participation in environmental infrastructure. 

• RFPs will be issued for at least one environmental infrastructure project for 
private sector participation. 

4. CONDITIONS OF CONTINUED PROJECT SUPPORT 

In advance of renewed support for PPI, the GSL must affirm the following conditions, and 
agree to a schedule for meeting them. 

• BII will be vested with the authority and funding necessary to support its role 
as a promoter and facilitator of private sector participation in infrastructure 
development. 

• The GSL will prepare and authorize an organizational plan which will allow 
the BII to become a "Center of Expertise and Excellence." This plan will 
include a clear definition of the BII's position and role in infrastructure 
development vis a vis the line ministries and agencies, as well as a staffing 
plan authorizing the hire of a General Manager at a salary competitive with 
the private sector. 

• The GSL will appoint a Chairman to the BII who will have access and 
influence at the highest levels of government. 

5. PROJECT AGENDA 

In order for the GSL to develop a viable market for the private sector to participate in 
infrastructure development, the fol/owing core policy ~genda is proposed. Additional items 
will be identified in conjunction with the BII, the UDA and the GSL. 

• Amend the BOI Act, as appropriate, in order to vest the 811 with the 
authorities and privileges enjoyed by the Board of Investment thereunder. 

• Advance sectoral development policies (power, road, rail, port, 
telecommunication and environment) identify needs and facilitate private 
sector participation. 

• BII will ensure that all private infrastructure development projects comply 
with all relevant environmental policies. 

• The UDA will formulate, in conjunction with central and provincial 
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government, policy papers covering the following: 

~ UDA authority to assist local governments to develop and implement 
environmental infrastructure, and to contract with the private sector 
for the provision of such infrastructure. 

~ 

6. SUSTAINABILITY 

Policies on the treatment and compensation of municipal labor which 
is paid for by the central government and made redundant by private 
participation in urban infrastructure. 

BII and the UDA will function as increasingly important catalysts and facilitators for private 
sector participation in economic and environmental infrastructure development, 
respectively. Institutional and financial sustainability, as always, are the objectives. 
USAID will invest in strengthening the BII, as well as creating the policy and institutional 
frameworks within which it will operate. 

As a first step towards sustainability, the BII must establish itself as a center of expertise 
and excellence which requires that full-time professional staff be recruited and hired. 

In addition to internal reforms, the BlI's external relations with ministries, line agencies and 
other government agencies must be strengthened. As a facilitator, these interests are the 
Bil's customers as well as partners. Already, many steps have been taken to strengthen 
these ties, but the BII must work cooperatively identify, evaluate, and develop project 
proposals. As needed, line agency and ministerial staff will be housed at the BII for 
specific projects or tasks, and will work with the Bil's permanent-hire staff. Such 
secondments will permit broad representation and input to project development, and also 
provides a mechanism to train line agency staff who will transfer newly learned skills to 
their permanent posts. Intragovernmental linkages are critical to the sustainability of 
infrastructure development, and significant steps have been taken thus far. 

Finally, sustainability will be predicated upon the Bil's ability to be financially self
supporting. As the Bil's competence and expertise grow, it will increasingly perform a 
valuable and recompensable service. Ultimately, the BII must be able to generate fee
based income from private project sponsors. In order to generate any revenue, the BII 
must develop the proficiency to deliver expert assistance. Preliminary targets are for the 
BII to support 50% of its expenses either through fees or GSL appropriation, and 100% in 
1999. 

7. ENVIRONMENT 

The activities to be funded under PPI consist of technical services and training. The ANE 
Bureau Environmental Officer has approved PPI for a categorical exclusion from USAID 
environmental procedures (Attachment C). 
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Narrative Summary 

~ 
h"o encourage broad-based 
economic growth . 

iSTRATEGIC OB.!I' IVI' 

h"o increase private sector .. 
employment and income 

iACTIVITV PIIIlPnC:J: .. 
h" 0 assist the Government of Sri Lanka 
o develop a market for private sector 

participation in infrastructure development. 
~inance and operation through BOO/BOT and .. 
other private sector approaches 

- institutional strengthening 
• contractual arrangements .. 
- public awareness 
- policies .. 

.. 

.. 

.. 

.. 

.. 

LOGICAL FRAMEWORK 
PROMOTION OF PRIVATE INFRASTRUCTURE ACTIVITY 

Objectively Varifiable Indicator Means of Verification 

(See SEGP Logical Framework· Annex H) 

# private sector employment opportunities .. Activity reports 
increased (TBD) .. Sample surveys 

A significant increase in private sector investments .. GSL records 
for infrastructure projects (level to be determined .. SLT records 
duirng the first year of activity 
implementation) .. Activity reports 
SIDI firmly established to be a "Center of Expertise 
and Excellence" to promote private sector .. Opinion surveys 
participation in infrastructure development .. Evaluations 
At least two contractual arrangements involving 
private sector investments 
Level of public support for private sector 
infrastructure contracting increased 
Clear and consistent policies in key infrastructure 
areas developed and implemented 
RFP and LOI requesting private sector proposals 
for the construction of 300 MW of electriocal powe 
issued 
RFP for additional port terminal issued 
Private sector participation in solid waste collection 
and management in 6 municipalities or towns 
increased 
Private sector participation in waste water 
management increased 

.. 

.. 

.. 

.. 

.. 

.. 

Attachment A 

Page 1 of2 

Important Assumptions 

Global economic expansion 
Political stability 
Free market orientation of economy 
continues 

Macro economic reform 
continues 
Private sector activities offer more 
opportunities for people 

Linkages between implementing 
agency and line ministries. line 
agencies BOI and PERC 
strengthened 

I 
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Narrative Summary 

A.CIJ.YJr~ OUTPUTS 

1. Training 

2.. Number of studies on infrastructure 
carried out 

3. Sectoral pOlicies developed 

4. Tender procedures established 

5. Public awareness programs conducted 

6. Model documents guiding private 
investment 

IINPUT8 

1. Technical Support Services 
2 Training 
3. Logistical support 
4. Private infrastructure projects 

c:-r-J 

LOGICAL FRAMEWORK 
PROMOTION OF PRIVATE INFRASTRUCTURE ACTIVITY 

------ -- ---- - ~--- ------ - ---- _ .. _-- - ~--

Objectively Varifiable Indicator Means of Verification 

.. # of 5101 staff trained (TBO) .. Activity reports .. GSL records .. (TBO) 

.. PolicIes In energy, transport, communications, .. Program reports 
and environment .. A set of sImplified tender procedures 

.. One campaign developed and carried out 

.. RFPs bidder instructions. performance compliance 
bonds. power purchase. fuel supply. implementation 
and concession agreements 

($'000) USAIO Host Country 
Technical Support Services $1.350 $100 .. Activity reports 

Training $200 $0 
logistic Support $2.2.8 $0 
Project support 0 $500 
Total $1.778 $600 

-

.. 

.. 

.. 

.. 

Attachment A 

Page 1 of2 
~ - ----

Important Assumptions 

Linkages between implementing 
agency and line ministries. line 
agencies and PERC strengthened 

Experienced professional staff 
available 

Legal. financial and technical 
assistance available 

Demand for PPI assistance 
continues 

I 

I 
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- ATTACHMENT B 

UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 
MISSION TO SRI LANKA. 

Tel No. (94·1)574333, Fax No. (94·1)574264/574500 

P.O. BO)l; 106, USAiD/Colomho 

******* 
356, Galle Road 
Colomho 3, Sri Lanka. 

Department of Stale 
Washington D.C. 20521·6100 

Dr. P. Ramanujam 
Director General 
Secretariat for Infrastructure Development 

and Investment 
Ministry of Policy Planning & Implementation 
No. 87 Horton Place 
Colombo 7 

. L Ct,· 

January 6, 1995 

Project: 
Subject: 

Promotion of Private Infrastructure (383-0118) 
Memorandum of Understanding 
Project Implementation letter No. 34 

Dear Dr. Ramanujam: 

The recently completed interim evaluation of the Promotion of Private Infrastructure 
(PPI) Project has shown the need for USAID and the Secretariat for Infrastructure 
Development and Investment (SIDI) to address jointly a number of critical project 
implementation issues. We have a!ready had the opportunity to discuss these issues 
a:1d :,€.:ated ieco.i,l-:1endatior.3 contained in i:he im~rim evaluation report. This Project 
Implementation Letter establishes a formal unqerstanding between SIDI and USAID 
on specific actions which are urgently needed to achieve the PPI objectives" 

USAID believes that the underlying justificC'!ion and assumptions for the project 
remain vand. First, there is an urgent need tc expand and modernize Sri Lanka's 
economic infrastructure in order to sustain robust economic growth. Second, it is 
clear that Government of Sri Lanka (GSL) and donor concessio"nary funds are 
insufficient to meet the country's growing demand for infrastructure finance. Third, 
to meet this finance gap, expansion of the role of the private sector in provision of 
infrastructure services through public/private partnerships, primarily BOO (Build, 
Operate and Own) and BOT (Build, Operate and Transfer), is critical. Finally, the GSL 
has stated its commitment to such public/private partnerships in attaining Sri Lanka's 
development goals. 
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In light of the above, USAID remains committed to PPl's fundamental objectives, 
which are to modernize economic infrastructure and develop a market for private 
financing and management of such infrastructure. The project represents an 
important technical assistance resource, with combined grant and loan guarantee 
resources 'totaling nearly US $40 million, and has the potential to contribute 
significantly to the improvement and expansion of Sri lanka's economic infrastructure. 

One of the principle recommendations contained in the interim evaluation is for USAID 
and SIDI to re-design the project. The evaluation recommends that project inputs be 
aimed primarily at: (1) policy and regulatory refurms needed to enc:bie and facilit3te 
private sector investment in the provision of economic infrastructure; and, (2) 
institutional development of SIDI to fulfill its mandate .. USAID agrees, in principle, 
with these recom:nenr.ati"C'I',1;' cr.id ~as conc:udsd thzt they wili te incorporated into a 
re-designed project. 

As a first step in the re-design of the project, USA/D has terminated, for convenience, 
the project's technical assistance contract with the Center for Financial Engineering 
and Development (CFED). This action underscores the need for USAID and SIDI to 
take a fresh~ more focused look at PPI and determine how best to proceed with 
project implementation and appropriate assistance mechanisms. 

Before proceeding with a project re-design, however, we wish to establish our 
agreement on the following key actions, sume (If which VVI3 understand are already 
underway: 

1. Commitment bv the GSl to Private Sector Investment in Infrastructure: The 
GSl should reiterate its strong commitment to enabling private investment in 
economic infrastructure, through BOO/BOT mechanisms. Specifically, it is 
important to: 1) provide tangible evidence that the Government is committed 
to private participation in infrastructure development; 2) identify those 
inirastrucrure needs that must be financed by the private sector because 
government and donor funds are not available; and 3) instruct the responsible 
line ministries and public utilities to begin the project identification as soon as 
possible. This cqmmitment may take the form of a Cabinet Paper. The target 
date for this action is March 1, 1995. 

2. Establishment of an Inter-Ministerial Committee for Infrastructure 
Development: An Inter-Ministerial Committee for Infrastructure Development 
should be established. The Committee should include high-level representatives 
from appropriate line ministries, and it should be empowered sufficiently to deal 
with policy issues and make decisions related to private sector investment in 
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economic infrastructure. Proposed powers and functions of the Committee, 
among others would include: 1) development of a comprehensive plan for 
economic infrastructure projects that should be pursued through private 
investment on BOO/BOT terms; 2) providing SIDI with the necessary support 
to be able to enforce decisions related to BOO/BOT projects; and 3) making 
recommendations to the Cabinet of Ministers on matters relating to the 
development of economic infrastructure. SIOI should function as the convener 
of the Committee and, in effect, its secretariat. The target date for this action 
is March 1, 1995. 

3. Strengthened Role for 5101: USAID continues to believe that 5101 has an 
important rolp. i;lS tl1e GSL 3Genc.y i~S"'O:l3ibie fe," faciiitating private sector 
investment in economic infrastructure. Though the institution itself has been 
created, it must be strengthened in order to realize its goals. To this end, we 
seek GSL commitment to the following: 

(a) Authority: SIDI should be vested with the authority and stature to 
serve as intermediary between line agencies and private sector 
participants in infrastructure development. Such authority should include 
the capability to implement specific recommendations of the Inter
Ministerial Committee for Infrastructure Development, through line 
ministries. Tili:; authority .nay be dE:fincd in a S3binet P3per. The t8rget 
date for this action is March 1, 1995. 

(b) Staffing: A full-time local Deputy Director General, with a strong 
private sector background in areas related to economic infrastructure 
development, should be hired in the event the Director General is 
employed on a part time basis. The salary for the Deputy Director 
General should be comp~tltive with prevailing market rates. The target 
date for the hiring of a full-time Dep'Jty Director General is May 1, 1995. 
In additiun, S"1[;i should be ~taaec:i with sufficient finance, legai, and 
other professionals needed to carry out its functions. The target date for 
this action is June 1, 1995. 

(c) GSL Budget Support: The GSL should provide SIDI sufficient funding 
to meet all of its operational costs by January 1, 1996. USAID support 
for these costs will not be available after that date. 

4. Developing Supportive Policies for BOO/BOT: The GSL should also 
consider policy changes to realize the objectives of providing economic 
infrastructure, including: (i) measures which either increase competition or 
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regulated monopolies; and, Iii) removal of regulatory and pricing constraints 
which limit the financial viability of private investment in economic 
infrastructure. Subsequent to the issuance of such policies, a series of action
oriented studies, in collaboration with the relevant fine ministries, should be 
carried out in the power and ports sectors. These studies should be aimed at 
removing policy and regulatory obstacles to the entry of private investors. A 
target date for completion of these studies is August 31, 1995. Other sectoral 
studies may be completed at a later date. 

Based upon the GSL's commitment to implement the above actions, USAID is 
prepared to discuss with 5101 the level and types of USAID assistance that would be 
appropriate in order to achieve the goals and objectives of are-designed PPI Project. 
On an immediate basis, we are prepare1 to provide an experienced short-term 
technical advisor who could assist SIDI in drafting a workplan for 1995. help recruit 
a full-time Deputy Director General and provide inputs for redesigning the project. 
USAID is alsl) willing to provide 5101 critical support through funding basic operational 
costs which will maintain SIDI during the redesign period. We have already begun 
discussions related to this support. Once the GSL has taken actions to accomplish the 
steps outlined in this memorandum. we would be able to provide short-term technical 
assistance in three specific sectors, namely: power, ports and environmental 
infrastructure. We may consider telecommunications support at a later date. 

We look forward to discussing the next steps that we will take together to assure that 
Sri lanka's infrastructure can support the ever-increasing needs of its citizens, and the 
demands of industry and enterprise. USAID remains committed to working with the 
GSl and SIDI, in particular, to accomplish the long-term economic objectives of the 
country and to promote broad-based sustainable development. 

Please indicate your concurrence in supporting the actions outlined above, by signing 
below. 

Agr.~edn 

Sincerely. 

(f.-f. ~0--
David A. Cohen -k-
Mission Director U 
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1. Activity Location: 

THRESHOLD DECISION BASED ON 
INITIAL ENVIRONMENTAL EXAMINATION 

Sri Lanka 

lIDACHMENT C 

2. Program Title/ID: Sustainable Economic Growth Program (383-0120) 
Promotion of Private Infrastructure Activity 

3. Funding (Fiscal Year and Amount): FY 96 - FY 99, $1.8 million 

4. Prepared By: 

, 
O~ ~ '-r ~ -dt-\i... h: t-E..,.-e.. 

Jayantha· Perera, PRJ 
Engineering Specialist 

5. Environmental Action Recommended: Negative Determination as per 22 CFR 
216.3(a)(2)(iii) 

• 6. Discussion of Environmental Aspects of Activity: 
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• 
• 
• 
• 
• 
• 
• • • • • •• 
• • • • 
• 

Background 

Under a Consolidated Sustainable Economic Growth Program (SEGP), USAID/Sri Lanka 
(USAID/SL) will fund economic growth activities to achieve its Economic Growth 
Strategic Objective. SEGP will consolidate USAID/SL's existing agribusiness and 
private sector development projects as well as several new activities under the 
Economic Growth Strategic Objective and bring them together under one over-arching 
program. 

SEGP is the programmatic framework under which nearly all of USAID/SL's activities 
in support of the economic growth strategic objective will operate. SEGP will serve 
as the mechanism for identifying, designing, and implementing all future activities 
which clearly fit within the over-arching program framework and directly promote 
USAID/SL's economic growth strategic objective and program outcomes. Various 
USAIO-funded economic growth activities will be designed, initiated, and completed at 
different times under SEGP as the situation warrants. 

The program's rationale is based on several factors. SEGP will provide a strategic as 
well as an operational framework for USAID/SL's activities related to its economic 
growth objectives, and will provide greater unity with regard to the Mission's 
economic growth strategic objective. Replacing the individual project approach with a 
strategic objective program will enhance the horizontal integration and interplay 
among the Mission's economic growth activities. SEGP will enable USAID/SL to more 
effectively engage the Government of Sri lanka (GSL) on joint economic growth 
objectives and will strengthen integration among the Mission's three strategic 
objectives. 

SEGP will be authorized in September 1995, with a possible centrally-funded initial 
obligation also in September 1995. The program assistance completion date (PACD) 
for this 10 year program is fixed as September 30, 2005. New activities approved 
under SEGP may be designed to exte~ for any length of time up to the SEGP PACD. 
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SEGP activities are organized under three major components: Economic Reform 
Component (ERC); Technology and Business Assistance Component (TBAC); and, 
Agriculture and Microenterprise Development Component (AMDC). Existing projects 
as well as new activities will be implemented under each of the three components of 
SEGP. The following table depicts the structure of SEGP: 

SEGP COMPONENT COMPONENT ACTIVITIES 

Economic Reform ~ Policy Reform Support 

Technology and Business Assistance ~ Technology Initiative for the Private 
Sector (383-0108) 

~ Promotion of Private Infrastructure 
(383-0118) 

~ Private Sector Management 
Development 

Agriculture and Microenterprise ~ Agro-Enterprise (383-0111) 
Development 

~ Micro-Enterprise Support 

~ Farmer Organizations 

The Promotion of Private Infrastructure (PPI) Project was authorized in September 
1992 with a $7.0 million life of project (LOP) funding. The project was subsequently 
amended, adding $1 million in technical assistance to support a Housing Investment 
Guaranty (HIG-006) component intended to promote public/private investment in 
environmental infrastructure, with loan guarantees (currently $5 million under an 
implementation agreement), totaling up to $30.0 million over the life of program. The 
original goal of the PPI Project was to modernize economic infrastructure in several 
sectors including: power, water supply and treatment, telecommunications, 
transportation, and waste management and disposal. The project purpose was to 
assist the GSL to develop a market for private financing and management of economic 
infrastructure through "Build-Own-Operate/Build-Operate-Transfer" (BOO/BOT) and 
other joint sector approaches. 

PPI has been redesigned based on a 1994 evaluation which found that the project had 
made little progress toward achieving its original purpose. The project's poor 
performance stemmed from original design fJaws related to the overemphasis on 
seeking public-private infrastructure deals at the expense of institution-building, policy 
reform and public awareness, as well as a lack of clear GSl commitment to private 
participation in infrastructure. The evaluation confirmed that the purpose is consistent 
with USAID/SL's economic growth strategy, and that the PPI purpose can be achieved 
through provision of focused technical assistance to promote policy change, 
institutional strengthening and public awareness in order to build a market for private 
financing and management of economic infrastructure. 

Under SEGP, the redesigned PPI Activity will increase private investment in economic 

• • • • • • • • • • • • 
• • • • • • • • 
•• 
• 
• • • • • • • 
• • • • 

I ~ t. j • '(f ,J j '-/. 



• 
• 
• 
• • 
• 
• 
• 
• 
• 
• • 
• 
• • 
• 
• 
• 
• 
• 
• 
• • 
• 
• • • 
• • 
• • 
• • • 

.. 

- 3 -

infrastructure. This will be accomplished by assisting in the establishment of the legal 
and regulatory framework necessary for private infrastructure projects; establishing a 
formal network to promote, develop, approve and implement private infrastructure 
projects; increasing understanding of, and support for, private financing and operation 
of economic and environmental infrastructure. 

Under PPI, no USAID funds will be used to support infrastructure projects. The 
project will only provide technical assistance, training, and logistical support required 
to implement a public/private infrastructure program. The Secretariat for 
Infrastructure Development and Investment (SIDI) established under the PPI to serve 
as a primary point of contact for the private sector which submits unsolicited 
proposals, or a primary outlet for line agencies seeking to solicit private participation, 
has provision for thorough examination of environmental consequences in its project 
development and approval process. Project proposals are evaluated (by SID\) to 
determine whether the project can stand the rigorous test of compliance with the 
guidelines promulgated by SIDI. Project proponents are required to initiate an 
environmental and social impact study prior to the negotiation stage of each individual 
project. The Environmental Infrastructure Unit (EIU) which was added to SIDI in 1993 
will be expanded under the redesigned PPI to provide extensive support on policy and 
procedural issues related to environmental matters. 

Development of infrastructure projects are further subject to the GSL environmental 
regulations for approval of development projects. These regulations, initiated under 
USAID/Sri Lanka'a NAREP Project were gazetted in June 1994 and are referred to as 
"National Environmental (procedure for approval of projects) Regulations," No. 1 of 
1993. These regulations set out in detail the procedures to be followed in approving 
development projects with respe9t to environmental consequences. 

The Project Grant Agreement contains a Covenant which states that: "the Grantee 
shall ensure that any proposals approved for private participation in infrastructure are 
technically and economically viable, socially sound, and environmentally acceptable 
under Government of Sri lanka's laws, rules and regulations." 

Given (1) the environmentally beneficial nature of the environmental infrastructure 
activities to be funded; (2) the institutionalization of the environmental impact 
assessment process for those activities within the GOSL; and (3) the extensive 
institutional support for GOSL EIA operations by other ongoing USAID-funded 
activities (Le., the NAREPP Project), no significant adverse environmental impact is 
expected to ensue from Project-funded activities. Furthermore, the scope of work for 
any future evaluation of the PPI activity will require that actual environmental impacts 
of funded activities be reviewed. An appropriately qualified technical specialist will be 
included in the evaluation team for this purpose. 

Discussion 

Pursuant to 22 CFR 216.3{a)(2)(iii}, the originator of the proposed action has 
reviewed the potential environmental impacts of the action summarized in the 
foregoing lEE, and has determined that the proposed activity, if implemented as 
designed, will not have a significant effect on the environment. The environmental 
status of the activity will be reviewed periodically during implementation by means of 
routine site visits by USAID/SL technical staff. Any required adjustments in 
implementation will be made on the basis of these findings. 
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implementation will be made on the basis of these findings. 

Purs~ant to 22 CFR 216.3(a)(2)1iii), the originator of the proposed action recommends 
a negative determination of significant environment effect for the activity, and 
requests ANE Bureau approval of a negative threshold decision. 
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Funding (Fiscal Year and Amount): 

Prepared By: 

Jayahthd Perera, PRJ 
Engineering Specialist 

Environmental Action Recommended: 

FY 96 - FY 99, $1.8 million 

Date: 

Negative Determination as per 22 CFR 
216.3(a)(2)(iii) 

Mission Environmental Officer Concurrence: Date: 
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Acting Mission Director's Concurrence: 
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Decision of Environmental Officer, 
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1.0 SUMMARY 

SUSTAINABLE ECONOMIC GROWTH PROGRAM 
(SEGP 383-0120) 

AGRO-ENTERPRISES (AgEnt) ACTIVITY 

The Agro-Enterprises Project (AgEnt) was authorized on March 13, 1992, with a PACD of 
September 30, 1998. The project purpose is to improve incomes and create new jobs, 
through the development and expansion of private, agro-based enterprises for domestic 
and export markets. 

USAID/Sri lanka has decided to restructure its project portfolio by incorporating all the 
projects and activities which contribute to the economic growth strategic objective under a 
single program framework. The Sustainable Economic Growth Program (SEGP) will 
consolidate activities related to this strategic objective to (1) provide program coherency at 
the strategic objective level; (2) permit program enhancing funding and management 
flexibility; (3) consolidate the existing economic growth project portfolio, and (4) create a 
framework for several new economic growth initiatives. This "integrated" approach is 
consistent with the Mission's environment and democracy strategic objectives, which are 
being implemented through similar, multi-activity program mechanisms. 

The AgEnt project is one of several on-going activities to be incorporated under the SEGP 
umbrella. AgEnt's original purpose and its basic implementation strategy will not change. 
Therefore, the project need not be amended. The AgEnt project will be a key part of the 
SEGP Agriculture and Micro-Enterprises Development Component. The project's objectives 
are fully consistent with SEGP's focus on the economic growth strategic objective. As 
explained in Section 2.2, AgEnt will contribute directly to the achievement of Program 
Outcome #1 (increased private sector participation in the economy), to Program Outcome 
#2 (expansion of employment through the adoption of improved technologies), to Program 
Outcome #3 related to more accessible and efficient financial markets, and to Program 
Outcome # 4 (improved food security). 

A mid-term evaluation of the project was completed in November, 1994. The evaluation 
team found that the original project design is relevant to the Government of Sri Lanka's 
and USAID's strategic frameworks. The evaluation report concluded that outputs had 
reached approximately fifty percent of the targeted total and the planned inputs over the 
remaining life of the project were sufficient to reach all the output targets. Finally, the 
evaluation team recommended several refinements designed to both strengthen and 
expand the project's interface with clients. Implementation of the recommendations will 
be continued under the SEGP phase of AgEnt's project life. 

Annex C: Agro-Enterprises Activity 1 



2.0 BACKGROUND 

2.1 Overview 

The aim of USAID assistance is to help Sri Lanka become a "green" democratic country 
with broad-based sustainable development in the next decade. For this strategy to be 
successful, Sri Lanka must build a sound economic base that independently generates 
sufficient resources to sustain growth and improve the standard of living for its people. 
Unbalanced growth - characterized by dependency on a few narrowly-based activities, 
where only a few people are stakeholders in the economic system, may slow the 
achievement of, and eventually undermine the economic growth critical to achieving 
USAID's other strategic objectives: reduced environmental degradation and empowering 
people to participate in development and democracy. 

Sri Lanka's economy is in transition. Although economic growth has averaged over 5 
percent annually in recent years, this expansion has not been balanced. Agriculture, 
historically the mainstay of Sri Lanka's employment and income generation and the major 
supplier of national food supplies has not kept pace with the rising demand. Income levels 
are low, and distribution is highly skewed. Recent surveys indicate a deterioration in an 
already poor nutritional standards for large numbers of Sri Lankans. Yet, as the country's 
recent economic growth suggests, some Sri Lankans are finding higher-income 
employment opportunities which contribute to national food security. Private sector-led 
development is constrained by inadequate new investment, low labor productivity, poor 
access to new technologies, and a lack of exposure to markets outside Sri Lanka. 
Agriculture sector investment and innovation is particularly important to absorb excess 
labor and to increase low, rural incomes. 

2.2 Relationship to Economic Growth Strategic Objective (SO) and Program Outcomes 
(POs) 

The Agro-Enterprises activity will help achieve the Mission's economic growth strategic 
objective which is "Increased private sector employment and income." AgEnt will 
promote increased employment opportunities for people through the establishment of new 
agro-enterprises and through the expansion of existing businesses. The activity will 
continue working through private sector agro-enterprises and financial organizations to 
identify and implement new approaches to promote a more sustainable economic growth. 
AgEnt will help expand private sector participation and local investment in agro-enterprise 
development. The activity will continue to deliver inputs, such as training and other 
support needed by small and medium agribusinesses, with an increased emphasis on 
outreach to women entrepreneurs and rural-based business, the strengthening of selected 
commercial farmer organizations and the promotion of contract grower schemes for high 
value crops. 

2.3 Original Goal and Purpose 

The original project goal was to diversify and commercialize agricultural systems. Under 
the framework of the SEGP, the AgEnt Activity falls under the USAID/Sri Lanka strategic 
objective No.1 -- to increase private sector employment and income. The contribution of 
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the Activity towards this SO will be attained by diversifying and commercializing 
agricultural systems. Thus, the assumption that diversified, commercialized agricultural 
systems would be expected to generate increased employment and the higher incomes 
needed to serve as a base for rural development and future economic growth remains 
valid, achievable and consistent with the sustainable economic growth strategic objective 
of the SEGP. 

The purpose of AgEnt is to stimulate the development and expansion of private, agro
based enterprises. The mid-term evaluation determined that AgEnt was making good 
progress to attain its purpose level outputs. Thus, no changes are required and the original 
project purpose will continue to be pursued under SEGP. 

2.4 Project Summary 

The AgEnt project started in December 1992 with a life-of-project grant of $14 million. Of 
this amount, $9.35 million had been obligated as of September 1995. The project is 
implemented by Oregon State University under a cooperative agreement. The Project 
Assistance Completion Date (PACD) is September 30, 1998. 

The purpose of the project is to stimulate the development and expansion of private 
agro-enterprises for domestic and export markets. The project builds on existing 
entrepreneurial firms and individuals with interest in investments in the agricultural sector 
and on the production base capable of producing a wide range of crops and products at 
reasonable cost. The project helps emerging and expanding private sector agro-enterprises 
through technical services (in production, processing and marketing), research and training 
and investment packaging. 

AgEnt addresses the unmet demand for comprehensive, creative, technical, and financial 
services required to develop Sri Lanka's agro-industrial sector. The project provides 
assistance to emerging and expanding agro-enterprises through a combination of technical 
services in production, processing and marketing, research and training. It supports agro
industrial development and investment packaging to leverage an increased share of the 
financing available through commercial banks and other financial institutions. 

By the PACD, it is expected that the project will have facilitated the establishment or 
expansion of 350 agro-enterprises with related increases in farm incomes and employment. 
The project is expected to generate approximately 13,000 new jobs, increase production 
by approximately $8.15 million per year and boost exports by about $4 million yearly. 

2.5 Implementation Actions to Date 

The AgEnt project is several months short of its mid-way point. The mid-term evaluation 
affirmed the original project design as relevant to the GSL's and the Mission's strategic 
frameworks. Only minor modifications to the project logical framework were suggested. 
The actions recommended by the evaluation have been incorporated into the project's 
1995 Annual Work Plan. 

The project has effectively impacted people. AgEnt has created 4,731 new jobs which 
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have benefitted over 23,600 people. Nearly 2,800 AgEnt clients have received technical 
or financial support for new technologies in crop production. processing, marketing and 
agriculture finance. Just over 6,200 people have been trained in various aspects of 
agribusiness. 

In terms of economic impact, the Project has: 
• Facilitated almost $3,500,000 in agribusiness investments; 

• Helped over 100 companies to start-up operations or expand activities in 
over 40 new markets; 

• Facilitated the transfer of technology by U.S. firms which sold to Sri Lankan 
agro-enterprises over $500,000 in equipment and services; 

• Prepared and sponsored Sri Lankan agribusiness participation at international 
shows which generated more than $1,000,000 in new sales for these 
participants. 

With this impressive progress to-date, the AgEnt project has only completed its initial 
phase. Most activities will take some time to achieve full impact. The project is focusing 
intensely on crop development work with crops such as vaJilla, ramie, pyrethrum, 
legumes, ornamental fish and oil seeds. These crops are stil in a development phase -
varieties are still being tested, costs of production is being developed and the payoff, if 
successful at the trial stage, will not occur for at least another year. If successful, the 
impact of this work will be enormous. 

The project is refining its strategies for working with agribusiness clients and expanding its 
client base. It is pushing activities such as policy support, refinement of marketing 
strategies, agribusiness finance and the introduction of new technologies. Support to 
existing and new clients remains the principal project focus. 

2.6 Project Evaluation and Findings 

A mid-term evaluation of the AgEnt project was completed in November, 1994. The 
purpose of the evaluation was to: assess project implementation and progress; and to 
recommend any modifications to improve the prospects of achieving the project purpose. 

One of the major findings was that the project design remains relevant to USAID and GSL 
strategic frameworks and the inputs planned over the remaining life of the project are 
sufficient to meet all originally planned outputs. The evaluation team also found that the 
project had generated a broad base of commercial interest in its program and was highly 
effective in improving entrepreneurial behavior among its clients. There is some concern 
however, about the lack of assurance for sustainability of AgEnt's strong technical 
assistance effort beyond the life of the project. 

The evaluation team identified and reported three key lessons learned from AgEnt's design 
and implementation: 

• The role of the project Advisory Board and their individual and collective 
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perspective on agribusiness development has resulted in effective guidance 
and an important platform for stimulating public and private sector support 
for the project. 

• The project's aggressive promotion campaign has secured a solid client base 
and created a strong implementation momentum. 

• The approach of selecting clients with established enterprises allowed the 
project to quickly identify and deliver highly productive investment and 
technology needs. 

The evaluation contained five recommendations. These were related generally to areas of 
policy, strategies intended to improve the project's ability to expand its client base, 
emphasis on an improved financial market performance and developing a stronger 
environmental management strategy. These recommendations have been incorporated into 
AgEnt's annual work plan. 

3.0 ACTIVITY DESCRIPTION 

The project design remains essentially unchanged. For reference purposes, information 
about key aspects of the design is contained in the original Project Paper (Agro-Enterprises 
Project Paper - Project No. 383-0111 of March 13,1992) as follows: 

-- Expected Results 
-- Implementation Approach 
-- Implementation Schedule 
-- Financial Plan 
-- Monitoring and Evaluation Plan 
-- Feasibility Analysis 
-- CPs and Covenants 

Reference Section 

Section II.C1-6 
Section II. E 
Section IV. B 
Section III. A 
Section IV 
Section VII 
Section VIII. A & B 

4.0 COST ESTIMATE AND FINANCIAL PLAN 

The inputs which the Activity is providing are being implemented and financed as shown in 
the tables 4-1 ,and 4-2 next page. 
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Item 

Table 4-1 
Methods of Implementation and Financing 

USAID FUNDS 

Method of Method of 
Implementation Financing 

Technical Support Services Cooperative Direct Reimbursement 

Training 

Grants 

Commodities 

Project Inputs 

Technical Support 
Services 

Training 

Grants 

Commodities 

Total 

Agreement or Letter of Credit 

Cooperative Direct Reimbursdement 
Agreement or Letter of Credit 

Cooperative Direct Reimbursement 
Agreement or Letter of Credit 

Cooperative Direct Reimbursement 
Agreement or Letter of Credit 

TOTAL 

Table 4-2 

Illustrative Budget ($ '000) 

SEGP AgEnt Activity 

Planned Future H.C.CIOther 
Oblig. 

4,650 0 

242 0 

2,200 2,700 

500 0 

7,592 2,700 

5.0 SUSTAINABllITY AND EXIT STRATEGY 

Approximate 
Amount (000) 

$4,650 

$242 

2,200 

500 

$7,592 

Total 

4,650 

242 

4,900 

500 

10,292 

'The Project benefit sustainability is based on: (a) establishment of viable agri-businesses with 
linkages to rural suppliers; (b) changes in entrepreneurial behavior; and (c) improvements in 
support services for agricultural investments. Specifically: 

Oregon State works closely with clients to identify viable and sustainable commercial activities, 
which can generate employment and income for small farmers and the unemployed. The Project 
assists clients to introduce innovations in marketing, production and product lines. These 
innovations will make businesses more sustainable for the long term and will spread to benefit other 
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industry participants. 

The Project demonstrates the benefits of technological innovation, sustained market linkages to 
suppliers, means of accessing foreign technology, value and ways of developing marketing and 
business plans, ways of developing export market linkages, and profitability of agro- industries. 
These demonstrations increase the awareness of Project clients as well as of competitors and new 
entrants into the agro-enterprise sector. 

The Project seeks to develop sustainable support services for agro-enterprises after termination of 
USAID cooperation. Oregon State University will give additional consideration to options for directly 
sustaining project support activities after the PACD. This may be in the context of a sustainability 
review to be completed in 1995. This direct continuation of project activities on a permanent basis 
may not be possible, or desirable. More importantly the project is working with various local 
institutions to develop their capability to provide needed services to Sri Lankan entrepreneurs. 
These include: private consulting firms, marketing agencies, agricultural universities, the Department 
of Agriculture and other technical departments and the Export Development Board. 

The project also attempts to identify policy constraints to agro-enterprise development, but has not 
to-date identified any major policy issues that broadly affect viability and sustainability of agro
enterprises. 

With the exception of a small number of pro-active activities in which the Oregon State team 
identifies and initiates work on a high potential product, all activities are identified by and jointly 
funded by private sector clients. These clients share initial costs and are in place to finance future 
expansion of viable projects. 

6.0 ENVIRONMENTAL SOUNDNESS 

Based on recommendations by the ANE Bureau Environmental Officer, the Initial Environmental 
Examination for the AgEnt Activity has been revised as per Attachment B to this Annex. The 
Bureau Environmental Officer has approved a negative determination of significant environmental 
impact of the AgEnt Activity. 

ATTACH M ENTS: 
A. Logical Framework 
B. Environmental Threshold Decision 
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Narrative Summary 

GOAL: 
To encourage broad-based 
economic growth 

STRATEGIC OBJECTIVE: 
To increase private sector 
employment and income 

ACTIVITY PURPOSE: 
To stimulate the 
development and expansion 
of private enterprises in the 
agricultural sector 

LOGICAL FRAMEWORK 
AGRO-ENTERPRISES ACTIVITY 

Objectively Verifiable Indicator Means of Verification 

( See SEGP Logical Framework - Annex H ) 

• 12,000 employment opportunities created • Activity reports 
• Sample surveys 

• Agro-Enterprise investments in 450 new 
enterprises or expansions • Project reports. 

• Evaluation follow-up surveys of 
• 50 new agro-enterprises established with some firms assisted. 
project support • Investment climate remains 

such that entrepreneurs will make 
• 300 existing agro-enterprises expand operations new investment. 
and profitability with some project support • Project assistance identifies 

viable new production and 
• 100 strengthened commercial farmer processing technologies and 
organizations. markets. 

Attachment A 
Page 1 of 2 

Important Assumptions 

• Global economic expansion 
• Political stability 
• Free market orientation of , 

economy continues 

• Macro economic reform 
continues 
• Export environment stays 
favorable 
• Private sector activities offer 
more opportunities for people 

• Estimated numbers of new and 
improved existing firms are based 
on agro based assumptions 
regarding size of investments are 
high degree of interest in new 
enterprises. 
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OUTPUT: 

1. Number of new 
production and processing 
technologies introduced 

2. Number of market 
linkages improved 

3. Number of agro
enterprise financing facilities 
Improved 

4. Improved public sector 
support to agro-enterprises 

INPUTS: 
USAID: 
1. Technical Support 
Services. 
2. Training 
3. Agro-Enterprise 
Development Grants. 
4. Commodities. 

.. 130 new technologies valued at $15 mn 
introduced. 

.. (a) 100 outgrower/contract grower programs 
started. 

(b) 25 marketing initiatives implemented by private 
entrepreneurs. 

(c) 20 new products enter export or domestic 
markets. 
.. (a) At least five financial institutions increase 
financing of agro-enterprise investment and make at 
least $250,000 each in equity investments 

(b) Participating financial institutions adopt five 
new financial instruments. 
.. (a) GSI agencies and university undertake at least 
25 contract research activities for private sector. 

(b) 44 Project policy studies and reviews are 
utilized by GSL in policy formulation. 

($'000) USAID H C/Other 
Tech. Support 
Services $4,650 $0 
Training $ 242 $0 
Commodities $ 500 $0 
Grants $2,200 $2,700 

Total $7,592 $2,700 

.. Project reports and World Bank 
Agricultural Support Services 
(AgSS) Project reports. 

.. Project reports. 

.. Project reports. 

.. Project reports. 

.. (a) Project reports. 

.. A.I.D. dialogue with GSL policy 
makers. 

Cooperative Agreement 

Report 

Page 2 of 2 

.. World bank proceeds to 
implement AgSS or other funding 
is available 

.. Enterprises will co-finance R&D 
work with Project. 

.. Entrepreneurs identify and 
move to exploit new markets and 
new products 

.. Participating financial 
institutions are willing to adopt a 
new investment appraisal 
techniques and new financing 
methods. 

.. No major changes in current 
government policies. 

Cooperative Agreement recipient 
is able to provide varied 
assistance contemplated by 
Project and requested by private 
sector. 
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1. Activity location: 

2. Program Title/lD: 

THRESHOLD DECISION BASED ON 
INITIAL ENVIRONMENTAL EXAMINATION 

Sri lanka 

Sustainable Econom.ic Growth Program (383-0120) 
Agro-Enterprise Activity 

ATTACHMENT B 

• 3. Funding (Fiscal Year and Amount): FY 96 - FY 00, $ 7.65 million 

• 
• • • • • • • • • 
• • • • • • • • • • • • • • • • • 

4. Prepared By: 

·1J \r··,I7' I ..... :~ ... 
Jayanth~ Perera, PRJ 
Engineering Specialist 

5. Environmental Action Recommended: 

Date: 

" 7!' :j .i-5 . -- . 

Negative Determination as per 22 CFR 
216.3{a){2)(iii) 

6. Discussion of Environmental Aspects of Activity: 

Background 

Under a Consolidated Sustainable Economic Growth Program (SEGP), USAID/Sri lanka 
(USAIO/Sl) will fund economic growth activities to achieve its Economic Growth 
Strategic Objective. SEGP will consolidate USAID/SL's existing agribusiness and 
private sector development projects as well as several new activities under the 
Economic Growth Strategic Objective and bring them together under one over-arching 
program. 

SEGP is the programmatic framework under which nearly all of USAIO/SL's activities 
in support of the economic growth strategic objective will operate. SEGP will serve 
as the mechanism for identifying, designing, and implementing all future activities 
which clearly fit within the over-arching program framework and directly promote 
USAIO/SL's economic growth strategic objective and program outcomes. Various 
USAID-funded economic growth activities will be designed, initiated, and completed at 
different times under SEGP as the situation warrants. 

The program's rationale is based on several factors. SEGP will provide a strategic as 
well as an operational framework for USAIO/SL's activities related to its economic 
growth objectives, and will provide greater unity with regard to the Mission's 
economic growth strategic objective. Replacing the individual project approach with a 
strategic objective program will enhance the horizontal integration and interplay 
among the Mission's economic growth activities. SEGP will enable USAID/SL to more 
effectively engage the Government of Sri Lanka (GSL) on joint economic growth 
objectives and will strengthen integration among the Mission's three strategic 
objectives. . 

SEGP will be authorized in September 1995, with a possible centrally-funded initial 
obligation also in September 1995. The program assistance completion date (PACD) 
for this 10 year program is fixed as September 30, 2005. New activities approved 
under SEGP may be designed to extend for any length of time up to the SEGP PACO. 
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SEGP activities are organized under three major components: Economic Reform 
Component (ERC); Technology and Business AssistanceComponent (TBAC); and, 
Agriculture and Microenterprise Development Component tAMDC)' Existing projects 
as well as new activities will be implemented under eacha' the three components of 
SEGP. The following table depicts the structure of SEGP: 

SEGP COMPONENT . CO MPOIENT ACTIVITIES 

Economic Reform .. Policy Reform Support 

Technology and Business Assistance .. TechnologyJoitiacive for the Private 
Sector 1383-0108) 

~ Promotion oIPrivate Infrastructure 
(383-011Bl 

.. Private Sec:ttl.' Management 
Developmem 

Agriculture and Microenterprise .. Agro-Enterprise 1383-0111) 
Development .. Micro-Enterpiise .support 

.. Farmer Organizations 

The Agro-Enterprise Project was authorized in March 1992. The project purpose is to 
stimulate the development and expansion of private agro-ente$fises for domestic and 
export markets. AgEnt contributes to diversified, commeraalagriculture by 
addressing the private sector's unmet demand for techniciland financial support for 
research, development and training needed to: introduce new production, processing 
and handling technologies; develop new products and access new markets; and, 
establish new marketing and management systems; and, imrodoce new financial 
instruments and financing procedures to facilitate enterprise development and 
expansion. 

As AgEnt is brought under SEGP, no changes in implementation approach, PACD, or 
LOP funding authorization are planned. AgEnt is slated for amid-term evaluation in 
FY 1996. SEGP includes "shelf-financing" for extending the AgEnt activity by three 
years through 2001. However, future decisions regarding modifications to the AgEnt 
activity will be based on the findings of the 1996 evaluation. In the meantime, 
activities under the AgEnt Activity will continue technical assistance, training and 
other support for small and medium businesses with emphasis 00 outreach to women 
entrepreneurs and small businesses; development of new pmducts; and, promotion of 
contract grower schemes for high value crops. 

In conjunction with joining SEGP, certain adjustments will bemade in AgEnt's 
approach to ensuring the environmental soundness of the activity. A more structured 
environmental review process will be instituted. A negative determination is 
warranted based on the establishment of the following implementation safeguards 
These safeguards are: 
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Modification of the existing cooperative agreement with Oregon State 
University (OSU) to include a clear statement that no procurement or use of 
pesticides shall occur under any AgEnt grants or subgrants without the prior 
written approval of USAID; 

Development and use of an environmental impact screening procedure for 
Project subgrants--using OSU's current environmental checklist as a base, 
but with modifications to reflect the level of assessment required for 
different types of activities. Under these procedures, OSU will continue to 
be responsible for environmental screening and seeing that impact 
documentation is available, but the Mission will assume a more proactive 
review role; 

Quarterly submittal to AID by OSU of an assessment of OSU subgrant 
environmental clearances; and 

Modification of the existing cooperative agreement to include a clear 
statement requiring full consultation between OSU and the Mission on any 
subgrant·-prior to execution of that subgrant--which is environmentally 
contentious andlor could potentially result in significant adverse impact. 

Regarding AgEnt support for the procurement or use, or both, of pesticides, 
USAID/Sl, through OSU, will acquire and prepare for submittal to AIDIW the 
documentation required to: (a) document that such use conforms to the "limited field 
evaluation" clause pursuant to 22 CFR 216.3(b)(2)(iii); andlor (b) clear the specific 
compounds and uses to which those compounds will be put under the Project 
pursuant to 22 CFR 216.3(b)(1 )(i"·iv). Cleared compounds and uses will be reviewed 
annually to determine whether any changes in EPA registration status have occurred. 
Under this scenario, only certain subgrants would be cleared for "use." 

Discussion 

Pursuant to 22 CFR 216.3(a)(2)(iii), the originator of the proposed action has 
reviewed the potential environmental impacts of the action summarized in the 
foregoing lEE, and has determined that the proposed activity, if implemented as 
designed, will not have a significant effect on the environment. The environmental 
status of the activity will be reviewed periodically during implementation by means of 
routine site visits by USAID/Sl technical staff. Any required adjustments in 
implementation will be made on the basis of these findings. 

Pursuant to 22 CFR 216.3(a)(2)(iii), the originator of the proposed action recommends 
a negative determination of significant environment effect for the activity, and 
requests ANE Bureau approval of a negative threshold decision. 
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1.0 SUMMARY 

1.1 Background 

SUSTAINABLE ECONOMIC GROWTH PROGRAM 
(SEGP 383-0120) 

MICRO ENTERPRISE SUPPORT ACTIVITY (MESA) 

As the basis for the Microenterprise Support Activity (MESA), USAID/Sri Lanka arranged 
for a study, "The Microenterprise Initiative in Sri Lanka," through the USAID/W Growth 
and Equity through Microenterprise Investments and Institutions Project (GEMINI). The 
study was completed in February 1995, and together with an internal review of USAID/SL 
previous experience in implementing related programs, was used to develop the approach 
to deal with the key constraints which affect the development of the microenterprise 
sector in Sri Lanka. Based on this, MESA is designed to address the problem of 
unemployment and low income which affects large segments of Sri Lanka's population. 

Presently, the profile of the microentrepreneur in Sri Lanka has not been clearly defined. 
The GSL does not adhere to a single definition to classify microenterprises. The 
specialists who carried out the above study, on the basis of their experience and analysis 
of data in Sri Lanka, have made some estimates of the magnitude of the sector. The 
Gemini Study estimates that 15-20 percent of total employment can be attributed to 
microenterprises and that there are at least 520,000 microenterprises in the country. 

The study also estimates that 15 percent of Sri Lankan households are serviced by some 
form of microenterprise program. These include activities such as financial services 
provided through the Thrift Credit Cooperative societies and commercial banks and non
financial services available through some 140 non-governmental institutions and various 
government organizations. 

To date, USAID/SL has provided strong support to foster the role of the micro enterprise 
sector in Sri Lanka, as summarized in Section 2.2 of this document. For example, under 
the Mahaweli Enterprise Development (MED) Project, USAID assistance promoted the 
development and strengthening of 65 savings and credit societies with over 700 members. 
These societies provide financial services to microentrepreneurs. The MED also helped to 
establish 12 Business Development Centers that are providing services to over 2,300 
micro and small-scale enterprises. 

Still, the development potential of the microenterprise sector is far from being realized. 
Continued efforts are needed to build on the progress made to date and deal with the key 
constraints that hamper the sector's potential to contribute to Sri Lanka's economic 
growth, the creation of new jobs and poverty alleviation. These constraints are generally in 
the area of finance, access to technology, training to develop needed skills, and policies. 
Among these, the Gemini study emphasizes one critical constraint which is not being 
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addressed adequately: access to financial services. Specifically, the study indicates that 

"the problem in the supply of small-scale financial services is customer access rather than 
availability of funds. A substantial amount of the World Bank funding of $30 million for 
the Janasaviya Trust Fund (JTF) credit line is unused. The problem of access lies in the 
relatively high transaction costs incurred by sma" savers and borrowers and in the 
relatively high administrative costs of formal financial institutions being coerced into the 
supply of such services:" 

The Microenterprise Support Activity will provide assistance to some of the key institutions 
involved in providing services to the microenterprise sector. This assistance will 
strengthen their delivery mechanisms, thereby fostering the role of the microenterprise 
sector in Sri Lanka's development and its potential to create jobs and improve incomes. 

1.2 The Microenterprise Support Project Activity (MESA) 

The purpose of the MESA is to strengthen the institutional capacity and service delivery 
capability of at least five financial institutions and non-governmental organizations which 
provide financial and support services to micro enterprises. 

The activity will contribute to strategic objective number 1-- increased private sector 
employment and income -- by (a) facilitating the access of microenterpreneurs to sources 
of financing for investments in income-generating and job creation initiatives, and (b) by 
enhancing the capability of selected organizations to support the enterprise development 
efforts of microenterpreneurs. 

USAID-funded specialists will work closely with a number of existing non-governmental 
organizations (NGOs) which provide services to the microenterprise sector and which meet 
certain criteria for participation in the activity. The criteria include experience in the field 
of microenterprise, commitment to microenterprise development, potential to reach large 
numbers of microentrepreneurs, and a minimum basic staff which can be trained to serve 
the sector. 

To determine the precise mix of strengthening activities for each participating organization, 
at the outset of Activity implementation MESA will provide advisory services to help such 
organizations carry out self-assessments of their institutional strengths, weaknesses and 
overall service delivery capability. The scope of these assessments, which will be a pre
condition to any further asssitance provided to target microentrepreneur organizations, is 
discussed in Section 3.2 (Implementation Approach) of this document. 

Based on such assessments and the aforesaid criteria, Activity-funded advisors, working 
closely with the prospective participating institutions, will develop a proposal for 
assistance under the MESA. The proposal will include: 

lGEMINI Technical Report No. 81: The USAID Microenterprise Initiative in Sri Lanka, page 
13. 
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An estimate of the technical assistance and training requirements, the related 

costs by year and category -- long-term, short-term, etc. 

The estimated management information systems (MIS) requirements: not only 
hardware, but operating system, basic software (existing or to be developed), 
and anticipated costs of implementing and managing the information system. 

Strategi.es for organizational development and further capitalization. 

Counterpart contributions. A schedule of counterpart contributions to match 
USAID involvement. Depending on the arrangement arrived at with each 
grantee! impl.ementing organizations, this contribution may take many forms. 
The proposals will include a discussion on such contributions as well as 
quantification. 

Subject to the findings and recommendations of the aforesaid institutional assessments 
and a review of the proposals, the activity will finance technical assistance, training, some 
commodities for information systems, and small grants to strengthen the overall capability 
of the selected NGOs to provide services to microenterpreneurs. Tentatively, the Activity 
will finance assistance to strengthen the institutional capability of the following NGOs: 

1. SANASA and its Thrift, Credit and Cooperative Societies (TCCSs). The activity 
will provide assistance to improve the intermediation performance of SANASA's 
units at all levels. Improvements to SANASA and its TCCSs units will enable them 
to attain greater outreach and be more responsive to the needs of communities and 
poor people. Ultimately, this assistance will affect the quality of financial services 
which SANASA and the TCCSs provide to over 500,000 households, many of 
which include microenterpreneurs. 

2. Mahaweli Business Centers (MBCs). The activity will provide technical 
assistance to enhance the capability of the MBCs so they can be better equipped to 
serve the microenterprise sector and continue to expand their business development 
activities. The strengthened MBCs are expected to be able to assist at least 1,000 
more microentrepreneurs in establishing microenterprises. Also, the Savings and 
Credit Societies which the MBCs supervise will be strengthened to make them 
financially-viable and responsive to the needs of microentrepreneurs. As a result of 
the strengthening process through the MBCs, it is expected that an additional 
5,000 microentrepreneurs will be reached. 

3. Agro Mart. Agro Mart is an NGO which provides enterprise development 
assistance to poor women in rural areas. The activity will provide assistance to 
help Agro Mart replicate its model in at least one more province, to increase the 
volume of business, and to increase its lending capability to women 
micro entrepreneurs. 

4. Hatton National Bank (HNB). The HNB has been providing for several years 
financial services to micro and small enterprises. The activity will provide technical 
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assistance and training to help the HNB expand its coverage in rural areas and to 
strengthen its linkages with NGOs which would provide a link between 
microentrepreneurs and the bank. The NGOs would assist the microenterpreneurs 
in accessing HNB's financial services for income-producing and job-creating 
ventures. 

5. Janashakthi Banku Sangam (JBS). JBS is a women's organization which 
provides financial and social services (such as health and nutrition) to women in 
rural areas. Its' financial network consists of 67 rural credit units, which provide 
financial services to 25,000 households. Approximately 90 percent of the members 
of these credit unions are women. The MESA will provide assistance to strengthen 
JBS' capability to help women's groups in developing and undertaking income
producing ventures. It will also provide assistance to, upgrade its portfolio 
management system and improve its prospects for financial sustainability. 

A more detailed description of the planned assistance and grants is contained in Section 
3.2. of this document. 

The activity will also support specialized studies to identify potential high-growth industries 
in which micro-entrepreneurs could be profitably and sustainably engaged. An important 
aspect of these studies is the identification of technologies which Sri Lankan 
microenterpreneurs can effectively use and the markets which they will be able to 
penetrate. The findings of these studies will be used to tailor the focus of the technical 
assistance, especially short-term, so that the concerned NGO can better assist 
microentrepreneurs. 

1.3 Definition of Success 

A number of indicators have been developed to measure the contribution of the activity 
towards the SEGP strategic objective of increased private sector employment and income. 
These are listed in the Logical Framework and summarized in Section 3.3 of this 
document. Some of the key targets include the number of new microenterprises 
established, the level of additional investments generated, the number of additional jobs 
created, and the percentage of additional income accruing to poor people as a result of the 
Activity. The baseline to define the indicators for these targets will be compiled during the 
early stages of Activity implementation. The key outputs of the Activity include the 
number of private sector organizations strengthened to provide financial and other services 
to the microenterprise sector (the target is at least five), and the number of households 
enjoying improved access to financial services (the target is at least 50,000 households). 

1 .4 Estimated Cost 

The USAID/SL contribution is estimated at $3.88 million during the five-year life of the 
Activity. The contributions of participating organizations will be at least 25 percent of the 
cost of the Activity. However, the precise nature of these contributions will be determined 
during the early stages of Activity implementation. 
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2.0 BACKGROUND 

2.1 The Microenterprise Sector 

The Government of Sri Lanka does not have an official, single definition of a 
microenterprise. Many agencies consider a microenterprise as one employing up to five 
people, whereas a small enterprise employs up to 25 people. For micro enterprise, this 
definition is too restrictive as many of the growth-oriented microenterprises would be 
excluded. For the purpose of the MESA, the USAID global definition will be used. It 
defines a microenterprise as a non-farm activity which employs ten or fewer people. 

Data concerning the microenterprise sector in Sri Lanka is fragmentary. The Gemini Study 
estimates that there are at least 520,000 microenterprises in Sri Lanka. An analysis of 
data on employment in Kurunegala District suggested that 37 percent of the sample firms 
employed up to four employees, while a further 46 percent of firms employed 5-25 
workers. This suggests that microenterprises provide about 15-20 percent of total 
employment in Sri Lanka. 

A survey of household activities in 1984/85 showed that there were 341,069 
nonagricultural own-account entrepreneurs that employed 165,502 unpaid family workers, 
or an average of 1.5 workers per enterprise. The Gemini study suggests that there has 
undoubtedly been some growth in these numbers since 1985. Within SANASA alone, 18 
percent of the portfolio is taken up by non-agricultural microenterprises. Since 15 percent 
of all the households in the country are covered by the Sanasa Thrift Cooperative and 
Credit Societies (TCCS), the study estimates that there are at least 520,000 
microenterprises in the country. 

The microenterprise word has frequently been used synonymously to describe families at 
subsistence or poverty level. The majority of NGO programs involved in microenterprise 
development are in this field because of their concern for the very poor. Households with 
monthly incomes of Rupees 1,500 per month in 1992 rupees are classified as 
impoverished. It is estimated that 30 percent of Sri Lanka's households were included in 
this category in 1991. In 1995, about 1.7 million households, or 50 percent of the 
country's 3.4 million households were estimated to be at risk. These 1.7 million 

. households, if involved in a microenterprise activity, would employ one family member full
time and use part time help from other family members. Districts such as Matara, 
Hambantota, Anuradhapura, Monaragala and Kegalle have large numbers of households 
significantly below the national average. In Hambantota for example, about 50 percent of 
the 100,000 households are believed at or below poverty level; a local NGO currently 
reaches about 25 percent of all these households. 

The majority of microentrepreneurs have not been able to access the banking system as 
borrowers, and attempts to provide credits to targeted producers have not been 
successful. A survey of TCCS (Sanasa primary) borrowers showed that only 20 percent 
had ever taken out loans from commercial banks, 10 percent had been refused such loans 
and 70 percent had never applied. Of the 70 percent that had never applied, 84 percent 
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had monthly household incomes of Rs. 3,000 or less. Agricultural credit, used mainly in 
the form of production credit and provided mainly through state-owned banks, is plentiful, 
but non-agriculture loans for micro enterprise reach only an estimated 3 percent of potential 
customers. 

The formal financial system is relatively remote from the microenterprise sector in Sri 
lanka. Although there is some debate about the number of microentrepreneurs who 
maintain savings accounts in formal financial institutions, borrowers are not coerced to 
open such accounts in order to qualify for a loan. Thus, there are no hidden transaction 
costs for the microentrepreneur who successfully negotiates a loan with a formal financial 
institution. These same customers will most probably not require financial services except 
a place to deposit their savings and to access credit whenever necessary. The problem in 
the supply of small-scale financial services is customer access rather than an availability of 
funds. A substantial amount of World Bank funding of $30 million for the Janasaviya 
Trust Fund (JTF) credit line is unused. The problem of access lies in the relatively high 
transaction costs incurred by small savers and borrowers and in the relatively high 
administrative costs of formal financial institutions being coerced into the supply of such 
services. 

At least 140 NGOs, including Sanasa and Janashakthi, are now supplying some 
financial services at the low-end level where banks almost never operate. The banks, on 
the other hand, have been directed, through special credit and loan guarantee schemes, to 
move down-scale in the supply of services. The ability of the NGOs to move upscale is 
constrained by a general lack of professional competence and by financial regulatory 
issues. The banks, already constrained by targeted low interest rates and high 
administrative costs, are constrained also by a general public perception that rates should 
not rise substantially. Consequently, there is very little small-scale lending done by the 
banks and what exists appears to be public-service oriented, but there are exceptions 
where some commercial banks see their niche in the down scale, rural financial market. 

There are signs of more flexibility in pricing and of banks moving toward finding and 
developing their market niches through a more innovative supply of financial services. This 
needs encouragement. The government can support this by not refinancing loan schemes 
with cheap interest rates and by not forgiving loans. The poor supply of services in the 
past was caused by an attempt to use institutions and organizations that were 
inappropriate vehicles for the sustainable supply of small-scale financial services and not 
allowing these institutions to price their services to ensure a more balanced and 
sustainable growth. As a reSUlt, the rural financial market is operating well below its 
potential. The MESA will work with selected institutions, as indicated in the Summary 
section of this document, to strengthen their capability to reach this potential and foster 
the role of the microenterprise sector in Sri lanka's economic development. 

2.2 USAID Assistance to the Microenterprise Sector 

USAID/Sri lanka has been supporting the microenterprise sector for several years, 
particularly through elements of various projects. For instance: 
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The PVO Co-Financing Project. This project provided grants to local and 
expatriate NGOs to carry out microenterprise development activities which 
included training, provisions for loan programs and outreach activities 
designed to help microentrepreneurs start and sustain their microenterprise. 
Organizations such as Agro Mart, the World Council of Credit Unions 
(WOCCU) and Sarvodaya were among the. most active in promoting 
microenterprise by delivering technical help and financing to 
microentrepreneurs. 

The Mahaweli Enterprise Development Project (MED). This Project provided 
financing to help establish Business Development Centers (BDCs) and Savings 
and Credit Societies which are helping to develop sustainable microenterprises 
in the Mahaweli area. With USAID support, the MED formed 65 credit 
societies with 773 members. These societies offer a sustainable means for 
channelling credit to microenterprises. Approximately 130 savings and credit 
society members and 1,900 small-scale entrepreneurs have received bank 
loans through project interventions and 2,000 women received assistance to 
upgrade their microenterprises. The project also helped to establish 12 BDCs 
that serve over 2,300 small-scale enterprises. 

A Loan Guaranty Program provided microfinance assistance for small income
producing activities. 

Although the results from all these efforts are promising, there is still a need to continue 
the strengthening and capacity building process to reach more people and to create a more 
sustainable impact, especially in rural areas where poverty is pervasive and employment 
and incomes are low. 

2.3 Relationship to the Economic Growth Strategic Objective and Program Outcomes 

MESA will contribute to the SEGP economic growth strategic objective of 
"increased private sector employment and income" mainly through (a) assistance to 
strengthen selected private sector institutions which are involved in facilitating the access 
of microenterpreneurs to sources of financing for investments in income-generating and job 
creation initiatives, and (b) assistance to identify technologies for micro-ventures with 
growth opportunities and markets for the products of such ventures. Such assistance is 
directly related to attain the Program Outcomes of increased private sector participation in 
the economy, adoption of improved technologies, and more accessible and effective 
financial markets. 

3.0 ACTIVITY DESCRIPTION 

3.1 Activity Purpose 

The purpose of the MESA is to strengthen the institutional capacity and service delivery 
capability of at least five financial institutions and non-governmental organizations which 
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provide financial and support services to microenterprises. 

3.2 Implementation Approach 

The assistance to be provided under the MESA will ernp1aie institutional strengthening in 
the area of microfinance. The intent is to enhance the £illiil'.ity of key local financial 
institutions and NGOs to improve access to financial sef1liasby the poor and in particular, 
by microenterprise clients. The underlying principle of tbisiltervention is that people are 
willing and able to pay for the cost of financial services.paided that transaction costs 
are competitive with existing formal or informal services_the financial institutions can 
gain the confidence of their customers. Institutional ca~buiJding, strategic planning 
and specialized market development are seen as key ac1iiliis. The Activity will provide 
assistance to at least five organizations, as discussed beIrnr.. 

Microenterprise policy dialogue will not be prominent fea1JRunder MESA since the policy 
aspects of the Activity will be addressed under the PoJicyMJrm Support Activity of the 
SEGP. However, MESA will establish a policy agenda anilcarry out some of the studies 
needed to describe the problem and a preliminary analysisi8ded for the dialogue process, 
as described in section 7. 

USAID-financed specialists will work closely with at leasUieexisting non-governmental 
organizations (NGOs) which provide services to the micmall!rprise sector and which meet 
certain criteria for participation in the activity. The criteriaildude experience in the field 
of microenterprise, commitment to microenterprise dev~t, potential to reach large 
numbers of microentrepreneurs, and a minimum basic stalhlltich can been trained to 
serve the sector. 

The activity will provide technical support services, logisticspport and grants to 
strengthen the overall capability of the selected NGOs to'pa1ii:fe services to 
microenterpreneurs. The activity will also finance speciafl2lllstudies to identify industries 
with high-growth potential in which micro-entrepreneurscaflbe profitably and 
sustainably engaged. An important aspect of these studiesidudes the identification of 
technologies which Sri lankan microenterpreneurs can effeditely use and the markets 
which they will be able to penetrate. The findings of theseSDjies will be used to tailor 
the focus of the technical assistance, especially short-te~Slthat the concerned NGO 
can better assist microenterpreneurs. 

To determine the precise mix of strengthening activities torah participating organization, 
at the outset of Activity implementation MESA will provideaiisory services to help such 
organizations carry out self-assessments of their institutionihtsengths, weaknesses and 
overall service delivery capability. These assessments WIll he:a pre-condition to the 
provision of assistance to the prospective organization. AlIJIIII other aspects, the 
assessments will cover the fol/owing for each prospective mplization: 

Background information on the organization. iBGIJ8bility, experience, 
organizational structure. 
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The performance of the organization in terms of outreach and financial 
viability. 

The target population which the organization serves and the type of services -
financial and non-financial, which it offers. 

The delivery mechanisms used as well as their strengths and weaknesses. 

The number of microenterpreneurs reached and to be reached with financial 
and other services, if possible by gender. 

The expected number of jobs to be created. Information to substantiate 
expected impacts on the generation of employment and income. 

Expected increase in income among microenterpreneurs as a result of their 
lending programs. 

Approximate geographic distribution of loans granted and other services 
provided to microentrepreneurs. 

Based on such assessments and the aforesaid criteria, activity-funded advisors, working 
closely with the prospective participating institutions, will develop a proposal for 
assistance under the MESA. The proposal will include: 

An estimate of the technical assistance requirements, the related costs by year 
and category -- Long-term, short-term, etc. 

The estimated management information systems (MIS) requirements: not only 
hardware, but operating system, basic software (existing or to be developed), 
and anticipated costs of implementing and managing the information system. 

Strategies for organizational development and further capitalization. 

Counterpart contributions. A schedule of counterpart contributions to match 
USAID involvement. Depending on the arrangement arrived at with each 
granteel implementing organizations, this contribution may take many forms. 
The proposals will include a discussion on such contributions as well as 
quantification. 

At present, the five institutions discussed below have been identified as candidates for 
assistance under MESA. Final inclusion under the activity will be subject to the findings 
and recommendations of the aforesaid institutional assessments and a determination, 
based on the assessment findings, that the organization has: achieved or is close to 
achieving operational self sufficiency; an outreach capability of at least 5,000 new clients 
during the next five years; and, the capability of achieving full financial self sufficiency 
within the next five years. The five candidate institutions are: 
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1. SANASA and Thrift, Credit and Cooperative Societies (TCCSs). SANASA is a 
thrift and credit cooperative federation composed of 8,000 TCCSs providing 
financial services (savings and credit) to microenterpreneurs at the small 
community, village level. Presently, the TCCSs are reaching over 500,000 
households, but the quality of its services is poor in some key areas. Many 
communities lack financial services, despite the presence of SANASA and TCCS 
units. The staff of the SANASA system needs to be trained in aspects affecting 
their capability to service the microenterprise sector. Assistance is needed to 
improve the intermediation performance of SANASA's units at all levels. 
Improvements to SANASA and its TCCS units will enable them to attain greater 
outreach and be more responsive to the needs of communities and poor people. 

2. Mahaweli Business Centers (MBCs). An MBC is a business promotion center 
established by the Employment Investment and Enterprise Development Unit of the 
Mahaweli Authority of Sri lanka. Presently, there are 12 such MBCs providing 
business development assistance to the population of the Mahaweli area. The 
MBCs have helped approximately 4,000 people, mostly micro entrepreneurs, in 
establishing enterprises. The activity will provide technical assistance to enhance 
the capability of the MBCs so they can be better equipped to serve the 
microenterprise sector and continue to expand their business development 
activities. The strengthened MBCs are expected to be able to assist at least 1,000 
more microentrepreneurs in establishing microenterprises. The Savings and Credit 
Societies which the MBCs supervise also will be strengthened to make them 
financially-viable and responsive to the needs of microentrepreneurs. As a result of 
this strengthening process through the MBCs, it is expected that and additional 
5,000 microentrepreneurs will be reached. 

3. Agro Mart. Agro Mart is an NGO which provides enterprise development 
assistance to poor women in rural areas. Presently, Agro Mart is reaching 
approximately 8,000 female entrepreneurs in two provinces with technical 
assistance to help them in developing rural enterprises and with financial services. 
The financial services include the provision of small loans and assistance to help 
them in obtaining financing through small financial intermediaries, such as the 
TCCs. Direct credits by Agro Mart, however, reach only 300 clients. Agro Mart 
resources can be expanded to reach a significant larger number of women 
entrepreneurs with their credit needs. The Activity will provide assistance to help 
Agro Mart replicate its model in other rural areas in at least one more province and 
to increase its lending capability. 

4. Hatton National Bank (HNB). The HNB has been providing financial services to 
micro and small enterprises for several years. The HNB is seeking to expand its 
coverage in rural areas, which would further GSl and donor efforts to create jobs to 
alleviate poverty in rural areas. The Activity will provide technical assistance and 
training to help the HNB in strengthening its ties with NGOs which would provide a 
link between microentrepreneurs and the bank. The NGOs would assist the 
microenterpreneurs in accessing HNB's financial services for income-producing and 
job-creating ventures. MESA will provide assistance to support HNB's efforts to 
reach new markets, particularly in rural areas. 

• • 
• 
• • 
• 
• • • • • 
• 
• 
• • 
• 
• • • 
• • 
• • 
• 
• • 
• 
• 
• 
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5. Janashakthi Banku Sangam (JBS). JBS is a women's organization which 
provides financial and social services (such as health and nutrition) to women in 
rural areas. The organization is composed of 67 units which operate in small rural 
communities. Presently, these 67 JBS units are reaching some 25,000 poor 
households in the Hamantota District. The MESA will provide assistance to 
strengthen the JBS' capability to help women groups in developing and undertaking 
income-producing ventures. It will also provide assistance to upgrade its portfolio 
management system and improve its financial sustainability prospects. 

Tentatively, the planned technical assistance (to be refined based on the aforesaid 
assessments and the related proposals) which is expected to be provided to carry out the 
above institutional strengthening and training activities include the following: 

~ Long-term Specialists 

The Activity will finance the services of two long-term specialists in the area of 
microfinance for a period of 56 person months each. Tentatively, these specialists will be 
contracted through personal services contract (PSCs) arrangements. One of these 
specialists is expected to be a highly experienced expatriate advisor in the area of rural and 
microfinance mechanisms. In addition to providing advisory services to the target 
institutions to be strengthened, this person will provide overall technical direction for 
activity implementation. Further, this person will playa primary role in determining the 
need for short-term external experts to complement the resources available in Sri Lanka. 
Once the timing and specific needs are identified, particularly in the areas of agribusiness, 
domestic and external markets, financial intermediation, and evaluation, this individual will 
work closely with the concerned organization (SANASA, MBC, Agro Mart, HNB, the 
Janashakthi Banku Sangam) in drafting the required scopes of work and arranging for the 
provision of the actual services of the short-term specialists. 

The other long-term specialist will be a local professional highly experienced in the area of 
microfinance in Sri Lanka. This person will provide services similar to the services of the 
expatriate advisor, under his supervision. Once contracted, they will agree on a division of 
responsibility to assure that the purpose of strengthening the above organizations serving 
the microenterprise sector is achieved. In this respect, an initial task of these advisors is 
to carry out an assessment of the capability of such organizations and the actions that 
need to be taken for their strengthening. The assessment will provide the basis for the 
scope of work to be developed for short-term specialists contracted to assist in areas in 
which the two long-term advisors may not have the required capability. It will also provide 
the basis for decisions on the provision of the strengthening grants, discussed below. 

In brief, in addition to their work in their specialized fields, the two long-term specialists 
will manage and coordinate the provision of assistance by short-term specialists: they will 
write the scopes of work, schedule assistance and help the concerned organization in 
strengthening their financial services delivery mechanisms to the microenterprise sector. 

The above arrangement is expected to satisfy the activity requirement for possible external 
assistance while maintaining flexibility on the provision of technical services. 
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~ Specialized short-term Assistance 

The Project will provide funds to hire, tentatively through short-term contracts, the 
services of the short-term specialists ( approximately 24 person/months) mentioned 
above. One of the key tasks of the Short Term experts will be to assist in the evaluation 
of the feasibility of specific income generating and agro-industrial activities which 
microenterpreneurs can undertake. These persons will be contracted on a case-by-case 
basis. 

~ Support Grants 

These grants will complement the technical assistance and training provided for overall 
Activity implementation. Grants will be provided to selected organizations ( through 
Cooperative Agreement arrangements) based on the results of the assessments and the 
related proposals. These grants may provide funds to selected organizations for one or a 
combination of the following activities: 

-- Direct contracts for specialized assistance to strengthen their capacity to provide 
services to the micro enterprise sector. Upon termination of the Activity, the 
recipient organizations will be expected to assume the costs of personnel 
contracted with Activity financing. 

-- Seed Capital for developing pilot credit programs or expanding financial services 
programs for the microenterprise sector. The potential recipients of these grants 
are Agro Mart, Janashakthi, SANASA and the Mahaweli Savings and Credit 
Societies. The pilot programs will be designed to (1) enhance the fending capacity 
of selected recipient organizations so they can increase the number of customers 
they serve; (2) provide an opportunity for customers to save and to earn interest on 
their savings at competitive market rates; and (3) meet specialized borrowing and 
investment needs of microentrepreneurs. 

-- Commodities which selected micro-finance organizations may need to expand 
their programs in rural financial markets. Such commoodities may include 
motorbikes, computers and related hardware and software to enhance the delivery 
of financial services to more people. 

3.3 Expected Results 

The results expected by the end of the Activity are listed in the logical Framework 
attached to this Annex. The key ones include: 

,. At least five private sector organizations strengthened to provide financial and 
other services to the microenterprise sector. 
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At least 50,000 households, many of them in rura~ areas will have improved 
access to financial services, including savings and credit. 

New microenterprises established. The target number will be determined 
during the early stages of Activity implementation. 

The level of additional investments generated. The target level will be 
determined during the early stages of Activity implementation. 

Approoximately 8,200 additional jobs created. The percentage of additional 
income will be determined during the early stages of Activity implementation. 

It must be emphasized that the above results are based on preliminary estimates. The 
expected "marginal benefit" of MESA in terms of its incremental impact on the 
microenterprise sector in Sri Lanka (eg. the number of people who benefit from the 
activity, and the number of new andlor improved jobs created) will be determined during 
the assessment phase of the activity. 

3.4 Implementation Schedule 

Action Estimated Target Date 

1. MESA Assessment Team mobilized 
2. USAID/Sri Lanka authorizes MESA 
3. FinanciallNGOs institutional assessments completed 
4. Annual workplan approved 
5. Microfinance activities begin 
6. Establish local micro enterprise network 

4.0 MANAGEMENT PROCEDURES 

4.1 USAID/SL Management 

03/15/96 
04/30/96 
05/15/96 
06/15/96 
07/01/96 
10/01196 

USAID/SL will establish a MESA implementing unit consisting of PSCs, FSNs and USDH 
personnel. MESA will be managed by one full-time FSN Activity Manager and a one
quarter time USDH. The Office of Agriculture and Natural Resources will be assigned 
primary implementation responsibility, but the Private Sector Office and the SO 1 team will 
collaborate closely on all Activity matters, including monitoring and reporting. An 
important task of the Activity Manager is to work Closely with activity specialists in 
completing the annual workplan to assure that all the necessary actions to attain the 
Activity purpose are planned and carried out in a timely manner. 

4.2 Counterpart Management 
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MESA will not have a direct GSl counterpart. However, the USAID Mission will routinely 
consult the GSl Ministry of Finance External Resources Department and the appropriate 
national planning offices on all financial and technical matters concerning MESA. The 
Central Bank will also be a key collaborator, especially on banking development activities. 
A GSl representative will be invited to participate in the expanded SO I management team. 
SEGP's progress in meeting its strategic objectives and program outcomes will be the 
subject of regularly scheduled meetings and reviews. MESA will forge linkages with the 
private sector and the NGO community to implement the activity. 

Financial Institutions such as Hatton National Bank, the Sanasa Federation and its TCCS 
network and the Janashakthi and MED credit societies and Agro Mart are the likely 
recipients of MESA assistance. MESA staff will establish linkages with these financial 
institutions to develop and implement workplans designed to strengthen institutional 
capacity and to test new approaches using pilot activities. These local organizations will 
have primary responsibility for implementation and the Activity specialists and the local 
organization will jointly monitor and assess progress with USAID involvement in this 
process. 

4.3 Monitoring Plan 

The MESA implementing unit will establish and maintain a monitoring and evaluation 
system (M&E). One of the key startup functions of this unit will be the establishment of a 
data base by using data already available from existing USAID projects and other small and 
micro enterprise projects. The M&E will also a data base of its own field activities and other 
selected programs which it chooses to track. MESA will provide data as needed and 
requested by SEGP, the SOl and Results Teams, project management and technical offices 
and USAID/W offices, especially if the Global Bureau establishes a monitoring system 
similar to the microenterprise monitoring system (MEMS) which was formed to track 
agency-wide inputs and programmatic impact. 

The USAID Mission now meets quarterly to discuss project implementation reviews (PIR). 
The PIRs will continue, but the membership of the review team may change slightly to 
account for the SOl team and technical and program interests of the Mission. Although the 
quarterly reviews may not be designated specifically as project implementation reviews, 
but perhaps by another name, the function of the review will be very similar to the reviews 
which are currently carried out. 

4.4 Donor Coordination 

There are a number of donor organizations that are currently active in microenterprise 
development programs. Included among these are NORAD (Norway), SIDA (Sweden), the 
Netherlands, GTZ (Germany), IFAD, CIDA (Canada) FINNIDA (Finland), ODA (Britain, JICA 
(Japan), the IDA (World Bank) and the ADB. While donor interest remains high, as reflected 
by the large number of players presently participating in the sector, none of these are 
considered 'major'. Although the World Bank and the ADB have each had small 
microenterprise related development programs in the recent past and have recently 
completed sector assessments, these potential major donors have each expressed 
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frustration about how to deliver assistance, since the overwhelming need is for technical 
assistance, an input many donors cannot easily provide. Oiscussions with the World Bank 
indicated that their own plans were on the "back burner" because of the high TA 
requirement. The multilateral donor community continues to help microenterprise 
development, especially in microfinance activities by making capital available for 
investment at attractive terms. MESA can be instrumental in helping recipient institutions 
program such donor investments. ' 

The Gemini Team met a large number of donors to discuss their ideas for a new 
microenterprise activity and to share their concerns. A number of these organizations 
were invited to a half-day forum to share their ideas and to learn more about USAIO's own 
ideas about micro enterprise development. The one important recommendation arising from 
the meeting, was the suggestion from the participants that USAIO help backstop on-going 
programs. Many of the NGOs and donors represented at the meeting were aware of 
USAIO's leadership in promoting microenterprise, especially in the field of microfinance. 
MESA's primary focus will be on microfinance. Thus, MESA will be able to deliver 
support to interested organizations that wish to co "abo rate on microfinance or best 
practices. These same organizations would be invited to participate in a local network, 
where ideas and microenterprise experiences could be shared. 

There are several local groups that promote interchange among NGOs, government bodies 
and donors alike. MESA will avoid any duplication of such activities, but will help reinforce 
and strengthen the capacity of these groups. The TA team and USAIO project managers 
must playa proactive role in this regard. The EG Bureau's Microenterprise Innovation 
Project (MIP) will also be a source of support for these local capacity building efforts by 
establishing local links to international networks and by communicating regularly with the 
USAIO Mission and local groups. 

5.0 COST ESTIMATE AND FINANCIAL PLAN 

5.1 Illustrative Budget 

The Table shown on page 18 shows the estimated costs of the inputs planned for this 
activity. Note that the table does not show the local contribution. These contributions 
will be negotiated with each participating organization prior to the provision of any 
assistance to such organization. Overall, such contributions will be at least 25 percent of 
the total cost of the activity. The Activity Manager will track and monitor the provision of 
the negotiated contributions with the concerned organizations. 

5.2 Methods of Implementation and Financing 

The inputs shown in the Illustrative Budget Table be financed and implemented through the 
following mechanisms. 
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Element Method of Implementation 

Financial Advisor (Ext.) Personal Services Contract 

Financial Advisor (Loc.) Personal Services Contract 

Secretary (local) Personal Services Contract 

Short-term TA Personal Services Contracts 

Support Grants Cooperative Agreements 

Logistic Support Direct USAID/SL procurem. 

Total 

Annex D -- Microenterprise Support Activity 

Financing Method Approx. 
Amount 
('000) 

Direct Payment $1,168 

Direct Payment 85 

Direct Payment 23 

Direct Payment 234 

Direct Reimbursement 2,290 

Direct Payment 80 

$3,880 
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DESCRIPTION UNIT FY 1996 

1. TECHNICAL SUPPORT SERVICES 308,500 

Long Term TA 

Chief Of Partyl Financial Services Ad 56 ms 188,000 
Financial Advisor ( Local) 56 ms 14,500 
Secretary 56 ms 4,000 
Short Term TA 

Short term International T A 90,000 

Short term Local T A 12,000 

2. LOGISTIC SUPPORT 32,000 
MIS System 1 20,000 
Transport 2,000 
Communication 10,000 

3. SUPPORT GRANTS 200,000 

TOTAL PROJECT COST 540,500 

MICRO ENTERPRISE SUPPORT ACTIVITY 
(Illustrative Budget) 

U S A I D CONTRIBUTION 

FY 1997 FY 1998 FY 1999 FY 2000 

285,000 375,000 285,000 256,500 

250,000 250,000 250,000 230,000 

18,000 18,000 18,000 16,500 

5,000 5,000 5,000 4,000 

0 90,000 0 0 

12,000 12,000 12,000 6,000 

12,000 12,000 12,000 12,000 

0 0 0 0 

2,000 2,000 2,000 2,000 
10,000 10,000 10,000 10,000 

700,000 700,000 600,000 90,000 

997,000 1,087,000 897,000 358,500 

* Short term T A includes Sub·sector surveys, special studies and MIS T A. 

HOST COUNTRY EJ TOTAL GSL OTHER 

1,510,000 0 1,000,000 2,510,000 

1,168,000 0 0 1,168,000 

85,000 0 0 85,000 
23,000 0 0 23,000 

180,000 0 180,000 

54,000 0 0 54,000 

80,000 0 0 80,000 
20,000 0 0 20,000 
10,000 0 0 10,000 
50,000 0 0 50,000 

2,290,000 0 0 2,290,000 

3,880,000 0 1,000,000 4,880,000 

'---------
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6.0 FEASIBILITY ANALYSES 

6.1 Technical Rationale 

USAID Sri Lanka's interest in microenterprise development is not new. The Mission portfolio 
has included as many as six projects that committed technical and financial resources to 
microenterprise. More recently, reviews of the TIPS and AgEnt projects concluded that there 
is potential for some large enterprises to form linkages with microentrepreneurs to enhance 
employment generation. Although significant progress has been made in fostering the role of 
the microenterprise sector in Sri Lanka's development, there is a need to continue reinforcing 
it and applying the positive lessons from the completed projects. The MESA will do this. 

The Gemini survey of microenterprise was completed in March, 1995. The survey identified 
some 160 non-governmental organizations working in the microenterprise subsector. Some of 
these programs were working well, others needed help to strengthen their programs and still 
others needed significant restructuring to improve their outreach and the quality of the 
services they offer to their customers. The study contains the following recommendations: 

Establish a microenterprise advocacy activity designed to provide policy, legal, 
regulatory and administrative support to overcome constraints. 

Assist the Sanasa movement to form a bank to extend financial services to 
financial institutions and other organizations not serviced by the formal banking 
sector. 

Assist Janashakthi to expand and improve outreach to rural women. 

Identify commercial banks willing to assist organizations which deliver credit and 
accept savings, by providing supervisory and advisory linkages. 

Support the Regional Rural Development Banks so they can support 
microenterprise development by making smaller loans. 

The Gemini team's recommendations assumed that adequate funds would be available to 
carry out all the recommended interventions. But, the team also suggested that if sufficient 
funds were not available, then some of these interventions could be built into existing projects. 

MESA's design carefully considered the findings and recommendations of the Gemini team. 
One of the key design considerations was the apparent need to take a strong, best practices 
approach to support microenterprise development, in both the financial and non-financial 
services areas. It was also apparent that USAID possessed significant comparative 
advantages in the design and delivery of financial services to disadvantaged and 
microentrepreneurial customers. USAID has considered and ruled out a multi-faceted 
microenterprise activity that would focus on non-financial services, microfinance and policy as 
suggested by the Gemini study. It was decided that, given the expected level of available 
resources, it would be more appropriate to focus primarily on microfinance instead, while 
working through intermediaries that USAID has supported in the past to build on the lessons 
learned from that experience. 
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The Gemini team suggested that a Microenterprise Development Trust (MDT) be formed (with 
40 members) to coordinate the implementation of the MESA. USAID considered the proposed 
trust and decided that promoting the establishment of such an organization under the MESA 
may be too time consuming, and too expensive and risky in terms of any benefits accruing by 
the end of the project. MESA has opted for a more modest approach, mainly by identifying 
local private and public sector organizations interested in supporting microenterprise 
development and helping these organizations to enhance their capability to service the 
microenterprise sector. 

6.2 Environmental Procedures 

The activities to be funded under MESA consist of technical services. The ANE Bureau 
Environmental Officer has approved a categorical exclusion from USAID's environmental 
procedures for MESA, per Attachment B to this document. 

6.3 Gender Issues2 

The aforesaid Gemini study 'reported that microenterprises are commonly responsible for 
around 30 per cent of employment in an economy. The majority of microenterprises, however, 
grow very little; about 70 per cent show no growth and these employ half of the 
microenterprise workforce. New starts are responsible for 80 per cent of employment growth 
and more than 80 per cent of new starts are one person enterprises. 

Gender plays a part: the use of enterprise profits for household needs, as frequently occurs 
with female proprietors, conflicts with the capital needs of a rapidly growing business. Access 
to capital is the most frequently stated constraint to microenterprise development. For most 
microenterprises, the next largest problem relates to markets. The fastest growing enterprises, 
however, see raw material inputs as being an important economic consideration. 

With a population growth of 1.2 per cent, life expectancy of 71.2 years, adult literacy of 89 per 
cent and recent annual GOP growth close to 7 per cent, Sri Lanka ranks fairly high on the 
United Nations development index. This lends credence to the general belief that there is very 
little socio-economic gender discrimination in Sri Lanka. 

In 1994 according to a study by the Department of Census and Statistics, women made up 39 
per cent of the labor force. The proportion of women in the labor force is projected to increase 
to 46 per cent by 2006. Literacy rates for both men and women is about 90 per cent, but 
literacy rates for females drops off dramatically for women in the 45-50 year age group. A 
National Household Survey in 1993 estimated that 21 per cent of Sri Lankan households are 
female headed, 52 percent are dependent on income from children, 25 percent depend on 
self- employment and 30 percent depend on food stamps, Janasaviya and Samurdhi. This 
data shows the need to emphasize women's participation in the MESA. This will be one of 
the key tasks of the specialists financed with MESA funds. 

2. This section is summarized from "The USAID Microenterprise Initiative in Sri Lanka," Gemini 
Technical Report No.81, April 1995 
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7.0 POLICY AGENDA 

MESA will identify policy related issues and carry out special studies and analysis to 
recommend appropriate reforms to improve the microenterprise development enabling 
environment. The issues resulting from such efforts will be included for discussion with 
appropriate GSL counterparts under the SEGP Policy Reform Support Activity. Some of the 
topics to be analyzed include: 

Loan Forgiveness: The Government's practice of loan forgiveness which 
discourages delivery of financial services to the poor and for small transactions. 

Registration and Licensing Procedures: The registration and licensing procedures 
requirements for microenterprise to identify transparency problems and 
constraints to entry and growth. 

8.0 EVALUATION ARRANGEMENTS 

A comprehensive review of MESA will be carried out in June 1998, near the end of the 
second year of implementation. The review will be designed to analyze workplans and 
progress and assess the impact of the activity. Lessons will be identified and discussed and 
recommendations concerning the need to modify the original design and management will 
also be covered during the review. A critical review of the status of and prospects for 
sustainability will also be studied. A review team including selected representatives from 
local organizations will participate. 

9.0 SUSTAINABILITY AND EXIT STRATEGY 

As an Activity which will focus mainly on institutional capability, the prospects of attaining 
financial and institutional sustainability by the participating organizations will be greatly 
enhanced. To the extent that they are enhanced, these organizations will be able to better 
serve the microenterprise sector and to improve their prospect of sustained growth, thus 
furthering the role in attaining Sri Lanka's sustained economic growth objective. 

Any assistance provided to strengthen local institutions, including commodities, will remain 
with the recipient institution. 

ATIACHMENTS: 

A. Logical Framework 
B. Environmental Threshold Decision 
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Narrative Summary 

GOAL: 
To encourage broad-based economic growth. 

STRATEGIC OBJECTIVE: 
To Increase ,private sector employment and 
Income 

ACTIVITY PURPOSE: 
To strengthen the institutional capacity and 
service delivery capability of financial Institutions 
and NGOs providing financial and support 
services to mlcroenterprlses 

ACTIVITY OUTPUTS 
1. Financial and other service Institutions 
strengthened. 
2. Model microenterprlse financial mechanisms 
developed 
3. Access to financial services by households 
improved. 
4. Special studies 

INPUTS: 
1. Technical Support Services 'provided 
2. Logistic support 
3. Grants 

LOGICAL FRAMEWORK 
MICROENTERPRISE SUPPORT ACTIVITY 

Objectively Verifiable Indicator 

( See SEGP Logical Framework - Annex H) 

* 8,200 additional jobs created 

.. $135.2 mn In Increased domestic sales 
* One financial Institution and four NGOs providing 
financial services strengthened 
.. Approximately 50,000 households will have 
Improved access to financial services 

• At least 5 private sector organizations 
strengthened to provide financial and other services 
to the microenterprlses sector 
.. At least one model micro financial mechanism 
developed 

($'000) 

Tech. Support 
Logistic Support 
Grants 
Total 

USAID 

$1,510 
$ 80 

$2,290 
$3,880 

Host Country 

$1,000 
$ 0 
$ 0 

$1,000 

Means of 
Verification 

* Ativlty reports 

* VISits, reviews,and activity 
reports 

• Activity Reports. 

• Reports of NGOs. 

• Reports of financial 
Intermediaries and banks. 

• Sample surveys. 

* Project monitoring data 

Attachment A 

Important 
Assumptions 

• Global economic expansion 
* Political stability 
* Free market orientation of 
economy continues 

.. Macro economic reform 
continues 
* Export environment stays 
favorable 
.. Private sector activities offer 
more opportunities for people. 

* Free and market economy 
continues 

• micro economic and 
political environment remains 
conducive for enterprise 
expansion. 
• market oriented economy 
continues. 

.. progress in microenterprlse 
development continues 
.. demand for MESA 

assistance continues 
unchanged 
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RECORD OF CATEGORICAL EXCLUSION 
FROM USAID ENVIRONMENTAL PROCEDURES 

ATTACHMENT B 

1. Activity location: Sri Lanka 
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Funding (Fiscal Year and AmoUnt): FY 95 - FY 00, $4.5 million 
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Jaya~tha erera, PRJ 
Engineering Specialist . 

5. Environmental Action Recommended: Categorical Exclusion as per 22 CFR 
216.2(c)(2){i) 

6. Discussion of Environmental Aspects of Activity: 

Background 

Under a Consolidated Sustainable Economic Growth Program (SEGP), USAID/Sri Lanka 
(USAID/SL) will fund economic growth activities to achieve its Economic Growth 
Strategic Objective. SEGP will consolidate USAID/SL's existing agribusiness and 
private sector development projects as well as several new activities under the 
Economic Growth Strategic Objective and bring them together under one over-arching 
program. 

SEGP is the programmatic framework under which nearly all of USAID/SL's activities 
in support of the economic growth strategic objective will operate. SEGP will serve 
as the mechanism for identifying, designing, and implementing all future activities 
which clearly fit within the over-arching program framework and directly promote 
USAID/SL's economic growth strategic objective and program outcomes. Various 
USAID-funded economic growth activities will be designed, initiated, and completed at 
different times under SEGP as the situation warrants. 

The program's rationale is based on several factors. SEGP will provide a strategic as 
well as an operational framework for USAID/SL's activities related to its economic 
growth objectives, and will provide greater unity with regard to the Mission's 
economic growth strategic objective. Replacing the individual project approach with a 
strategic objective program will enhance the horizontal integration and interplay 
among the Mission's economic growth activities. SEGP will enable USAID/Sl to more 
effectively engage the Government of Sri Lanka (GSL) on joint economic growth 
objectives and will strengthen integration among the Mission's three strategic 
objectives. 

SEGP will be authorized in September 1995, with a possible centrally-funded initial 
obligation also in September 1995. The program assistance completion date (PACD) 
for this 10 year program is fixed as September 30, 2005. New activities approved 
under SEG? may be designed to extend for any length of time up to the SEGP PACD. 
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SEGP activities are organized under three major components: Economic Reform 
Component (ERC); Technology and Business Assistance Component (TBAC); and, 
Agriculture and Microenterprise Development Component (AMDCI. Existing projects 
as well as new activities will be implemented under each of the three components of 
SEGP. The following table depicts the structure of SEGP: 

SEGP COMPONENT COMPONENT ACTIVITIES 

Economic Reform .. Policy Reform Support 

Technology and Business Assistance .. Technology Initiative for the Private 
Sector (383-0108) 

.. Promotion of Private Infrastructure 
(383-01181 

.. Private Sector Management 
Development 

Agriculture and Microenterprise .. Agro-Enterprise (383-0111) 
Development .. Micro-Enterprise Support 

.. Farmer Organizations 

Under SEGP, the Microenterprise Support Activity (MESA), a new technical assistance 
and training activity, will enhance sustainable economic growth through 
microenterprise development. The Microenterprise Activity will contribute to PO 1 
which is related to more accessible and efficient financial markets. The Activity will 
work with existing micro-finance and poverty lending institutions to increase their 
efficiency and enhance their sustainability. MESA will directly influence growth in the 
value and number of loans that are delivered to small scale entrepreneurs to meet 
their cash flow and investment needs. Savings will also grow as intermediation and 
market strategies are enhanced through the planned policy and pilot activities. 

MESA will work through intermediary non-governmental, public and private enterprise 
partners to create new employment opportunities for people. It will do this by 
increasing the efficiency of service delivery systems for existing microenterprise 
programs by promoting sound, tested microenterprise and poverty alleviation 
strategies. It will also ensure that appropriate support mechanisms are in place, 
including the existence of a supportive enabling environment. 

Discussion 

The proposed action is entirely within one of the categories listed in paragraph (c)(1), 
"Categorical Exclusions," of Section 216.2, "Applicability of Procedures," of Title 22 
CFR Part 216, "AID Environmental Procedures." Pursuant to 22 CFR 216.2(c)(3), the 
originator of the proposed action has determined that the proposed action is fully 
within the following classes of actions: 
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Education, technical assistance, or training programs. 
[22 CFR 216.2(c)(2)(i)J. 

Pursuant to 22 CFR 216.2(c)(2), the proposed action is categorically excluded from 
further environmental review. As per 22 CFR 216.2(c)(1), neither an initial 
environmental examination nor an environmental assessment is required for an action 
which is determined to fall within one or more of the categories listed at 22 CFR 
216.2(c)(2). 
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1.0 SUMMARY 

1 .1 Background 

SUSTAINABLE ECONOMIC GROWTH PROGRAM 
(SEGP 383-0120) 

POLICY REFORM SUPPORT ACTIVITY (PRSA) 

The Government of Sri Lanka (GSL) has taken bold steps in recent years to conceive and 
implement policies to promote economic growth. As a result of economic liberalization, 
stabilization and adjustment policies, the economy has grown steadily since 1978, with 
growth averaging 5 percent in the 1990s. Despite economic progress, poverty persists 
and annual per capita income is only $588. Economic growth has been concentrated in 
urban areas, and in the industrial and service sectors, but has not been sufficiently broad
based to absorb labor throughout the country. 

Sri Lanka's private sector is the principal source of economic growth and investment, 
accounting for nearly 80 percent of GOP and over 60 percent of aggregate investment. 
The GSL recognizes the critical role that the private sector plays in the country's 
development and has reaffirmed its commitment to an economy based on private sector 
growth. The GSL continues to recognize that most new employment and income 
opportunities will be created by private enterprises and that the creation of a favorable 
environment for private investment is a critical pre-condition for economic growth. 

Accordingly, in 1994, the GSL began implementing the sixth year of a structural 
adjustment and reform program which sought to move the country to higher growth 
through a more open and competitive economy. The GSL's policy reform objectives, as 
expressed in its Policy Framework Paper (PFP), are to reduce the size and increase the . 
efficiency of the public sector and to remove constraints on the private sector. The GSL's 
PFP includes budget restructuring, public enterprise reform, regulatory reform, and financial 
sector reform, as well as sectoral policy reforms in agriculture, infrastructure, transport, 
water supply and sanitation, energy, and environment. Besides the support that the IMF 
and World Bank have provided for these efforts, USAID/SL technical assistance and PL-
480 Title 1/1 resources have facilitated the formulation and implementation of several of 
these reforms. Section 3.2 discusses the major reforms which USAID assistance has 
supported. 

Despite the progress made to date, the pace in the formulation and implementation of 
reforms to promote sustained and broad-based economic reforms has been slow, mainly 
because of inadequate capability to conceive, formulate and implement feasible and 
consistent policies. Particularly, the absence of clear policies in some areas, and in some 
cases the presence of inconsistent policies, continue to hamper the ability of the private 
sector to develop its potential as the primary vehicle for sustained growth. 

In this respect, USAID/SL and the GSL have identified several specific problems that 
should be addressed, on a priority basis, in order to improve the policy environment for 
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sustainable economic growth. Restrictive public policies and procedures related to 
excessive government control and interference continue to limit new investments and 
competition in key economic sectors. There is a lack of sustainable medium and long-term 
financing for the private sector in general and for microenterprises and agriculture in 
particular. There is insufficient knowledge about, and access to, new production 
technologies and export markets. The government does not have the resources to invest 
in economic infrastructure and services (power, telecommunications, ports, roads, water 
and sanitation, and housing). Appropriate policies are needed to encourage the private 
sector to invest in economic infrastructure ventures and to promote increased labor 
productivity to raise the competitiveness of the country's enterprises. 

Appropriate policies to promote efficiency and production in the agricultural sector are also 
of paramount importance. Presently, there is a need to diversify production, to better link 
small holders with sustainable markets and sources of technology for increased production, 
and to reduce government controls. At the macro level, the agricultural sector is highly 
protected, and is hampered by inconsistent government policies and pervasive 
governmental controls. Further, limits in the size of private land holdings and the lack of a 
true land market limit investment opportunities and economies of scale in agriculture. 

The Activity will provide assistance to support GSL efforts in dealing with these policy 
problems. 

1.2 The Policy Reform Support Activity (PRSA) 

The purpose of the Policy Reform Support Activity (PRSA) under the Sustainable Economic 
Growth Program (SEGP) is to improve the policy environment to facilitate an increased 
private sector role in generating new jobs and promoting sustainable economic growth. 
The Activity will achieve this through a series of inter-related actions leading to the 
formulation and implementation of policies conducive to private sector growth. These 
actions include: 

action-oriented studies on specific economic policy issues affecting the 
development of Sri Lanka's private sector, so that decision-makers have the 
basis for appraisal, formulation, and implementation of market-oriented 
economic policies; 

technical assistance and training for public and private sector officials who 
are in position to influence the appraisal, formulation, and implementation of 
market-oriented economic policies; and. 

support to private sector and non-government groups which can promote the 
appraisal, formulation, and implementation of market-oriented economic 
policies affecting private sector development, as well as the efficiency of the 
agricultural sector. 

These actions will focus on two broad areas: 

Policies which affect the development and growth of the private sector in 
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general. These include policies related to privatization, financial markets, 
microenterprise development, and trade and industry; and 

Policies which affect the development and growth of the agricultural sector. 
These include policies related to the GSl agricultural development strategy, 
import policies, agro-enterprise development, land tenure, and food security. 

The specific policy issues to be addressed and the expected results of the participatory 
approach to be used in dealing with them are discussed in the Activity Description, Section 
3 of this Annex. 

The PRSA is closely linked to the economic growth objective of the SEGP. Policy analysis 
and dialogue is a central theme for SEGP and a critical variable for its success. SEGP 
design envisages consolidating and expanding upon USAIO's current policy agenda 
reflected in its sectoral activities and programs. The PRSA will not involve establishing 
new public institutions nor will it encourage increases in subsidies, either direct or indirect. 
PRSA will support deregulation and reforms by which the private sector would be 
encouraged to provide the bulk of investment for any future increase in productive 
capacity, and playa more dynamic role in employment generation, investment and export 
development. The PRSA will support additional government actions to liberalize the 
economy and promote private sector investment and development. 

Per Section 5.0 of this document, a matrix has been prepared showing the planned 
studies, technical assistance, and other inputs which the PRSA will finance. The matrix 
shows also the results to be expected from such inputs and the related estimated cost of 
each result. 

2.0 BACKGROUND 

2.1 The Role of the Private Sector in Sri Lanka's Economy 

Sri lanka's private sector is the principal source of economic growth and investment, 
accounting for nearly 80 percent of GOP and over 60 percent of aggregate investment. 
Comparative data with other Asian economies show that the role of private investment in 
Sri lanka is higher than other South Asian economies, but below better performing 
economies, such as Thailand and Malaysia. Private sector growth has been particularly 
strong in the manufacturing, financial and service sectors, which have benefitted from 
economic reforms designed to create a market friendly business environment. 

The GSL has reaffirmed its commitment to an economy based on private sector growth. 
The GSL continues to recognize that most of the new employment and income 
opportunities will be created by private enterprises and that the creation of a favorable 
environment for private investment is a critical pre-condition for economic growth. 

Prospects for private sector growth in Sri Lanka are good. Sri Lanka has one of the most 
open investment climates in South Asia. Financial markets, although still in a development 
phase, are mobilizing more funds for productive investment. Further, Sri Lanka's 
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enterprises are becoming increasingly competitive in a number of key sectors. Export 
growth has been impressive over the past three years. 

Yet, despite Sri Lanka's remarkable progress to-date, many obstacles to private sector 
development remain. In this regard, the adverse effect of the civil war on the private 
investment climate in Sri Lanka is of critical importance. The direct financial cost of the 
war (defense expenditures comprise nearly 5 % of GDP) contributes to the fiscal deficit, 
drawing resources from the private sector. Successful resolution of the civil conflict is of 
primary importance to realize the full potential of Sri Lanka's private sector. 

Businesses in Sri Lanka operate in an unpredictable government policy-making 
environment. Some progress has been made in this area, with improved dialogue between 
the public and private sectors and a more streamlined investment approval system. Still, 
ad-hoc policy changes and inconsistent interpretation of existing policies and regulations 
increase business risks and uncertainty in Sri Lanka. 

Sound macroeconomic policy is also an essential element to sustaining and increasing 
private sector development. Top among the concerns of businesses in Sri Lanka is the 
prevailing high cost of financing. High interest rates are partly the result of shifting 
domestic funds toward financing the GSL's high fiscal deficit, rather than providing funds 
for private investment. The lack of term financing in Sri Lanka is also a serious constraint 
which Sri Lanka's private enterprises face. Mobilizing long-term private investment funds 
is critical to addressing this constraint. 

In addition, continued trade and industrial reforms are a high priority to reduce the current 
anti-export bias of the current trade regime (due to high import duties) and increase 
competition in the domestic economy. Likewise, reforms that improve efficiency in the 
allocation of the factors of production at the firm level are needed to reap the full benefit 
from trade liberalization. Distortions in the private sector labor market such as the 
Termination of Employment of Workmen Act (TWA) hampers labor mobility and turnover, 
and contributes to high unemployment and underemployment levels. Revision of the TWA 
would enable poorly performing firms to restructure operations in a timely and orderly 
fashion, enhancing the long-term viability of these firms. With respect to land markets, 
with more than 80% of land publicly owned, current land and ownership restrictions inhibit 
private sector development, particularly in the agricultural sector. 

The GSL is continuing with its privatization program. The previous government's program 
was focused on state-owned enterprises (SOEs) in the manufacturing sector. The current 
program has been expanded to include larger enterprises, such as state plantation 
management companies, certain financial institutions and the national airline. With the 
formation of the Public Enterprise Reform Commission (PERC), the GSL has taken concrete 
steps to implement its privatization program in a more transparent manner. However, no 
privatizations have been effected through the PERC to date. Furthermore, decisions 
related to the privatization of the largest SOEs, such as the two state owned commercial 
banks and infrastructure service companies, have been deferred. 

Another key obstacle which the private sector faces is poor infrastructure, particularly the 
inadequate capacity of existing roads, telecommunications, power plants and ports to 
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support further private sector growth. The GSL's strategy to alleviate these infrastructure 
bottlenecks focusses on expanding the role of the private sector in the provision of 
infrastructure through build-own-operate (BOO) and build-operate-transfer (BOT) schemes, 
as well as on privatizing/divesting SOEs, to increase competition and efficiency. However, 
the implementation of this strategy has been hampered by unclear policies and procedures 
related to BOO/BOT schemes. To avoid looming infrastructure constraints, the GSL will 
need to actively promote and accelerate private investment and competition in 
infrastructure services. 

The GSL also needs to stimulate investment in human capital by the private sector. Sri 
Lankan firms complain extensively about the poor quality of existing educational and 
training programs, which do not provide graduates with the kinds of skills necessary for 
productive employment in the private sector. There is a need for the GSL to switch from 
supply-driven to demand-driven training. In addition, public sector institutions with 
mandates to serve private sector business, such as universities and research institutes, 
need revision in order to ensure that the private sector has a vested interest in their 
functions. Likewise, the potential role to be played by private sector institutions in 
providing university-level education needs to be examined, especially with respect to 
business management education. 

The PRSA activity will deal with the cross-cutting policy issues affecting solution of these 
constraints. Other SEGP activities, in concert with other donors, will deal with specific 
constraints, as discussed in the SEGP PP and in other Activity Annexes of the PP. 

2.2 The Role of the Agricultural Sector in Sri Lanka's Economy 

Despite recent changes in the structure of sectoral production, Sri lanka will continue to 
depend on agriculture to fuel growth, development and structural transformation. 
Agriculture plays an important role in Sri lanka's economy: It accounts for 21 percent of 
GNP, 40 percent of employment, and 23 percent of exports. 

The importance of agriculture may be even greater than reflected in these figures, as an 
additional six percent of GDP derives from the agricultural component of the service sector 
and four percent from the agricultural component of manufacturing. Also, in addition to 
the 40 percent of direct employment in agriculture, an estimated 20 percent of the GDP 
derives from agricultural-related services and industries. With this share of the economy 
and with additional non-agricultural services supporting the farm-based population, the 
employment and well-being of 80 percent of the population living in rural areas depends, to 
a great extent, on agriculture. 

The government's intervention in agriculture is more pervasive than in any other sector. 
Parastatals operate in all facets of the agricultural economy: from input supply to 
production, marketing and exports. Parastatals not only crowd out private sector 
involvement in the agricultural sector, but in some cases are protected from competition. 
Since agriculture is a major part of the Sri lankan economy, policy changes that promote 
greater efficiency and competition in the sector will have a measurable and significant 
economy-wide impact. At the same time, privatization and rationalization of parastatals 
will open opportunities for private sector participation. The Policy Reform Support Activity 
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in the food and agricultural sector will provide support to foster these critical reforms. 

The agricultural sector is also of paramount importance in industrial transformation through 
the fundamental role food plays as a wage good. The cost of food is a major element of 
household expenditure and the cost of living of the urban population. The relatively high 
cost of food has an impact on wages and productivity and results in nutritional impacts 
that may further erode labor productivity. Sri Lanka's agricultural sector policy has in the 
past been geared towards achieving food self-sufficiency and protecting the peasant 
farmer. Though this policy began to change in the mid-1980's, the pace of change has 
been slow due to deeply ingrained attitudes towards protecting the traditional rice farmer. 
A principal objective of the PRSA in this area will be to introduce institutional reforms to 
improve the competitive structure of food marketing and promote market-oriented policy 
reforms. 

Viewed from a business perspective, agricultural producers are rural entrepreneurs in their 
own right. They take risks, make production and investment decisions and organize their 
enterprises to maximize benefits. Increased commercial orientation contributes to the 
development of agricultural enterprises. On the one hand, agricultural policies influence the 
pace and direction of transformation of agricultural enterprises. On the other hand, 
government investment in research and technology development define new productive 
avenues and the pace of transformation of the rural economy. In an environment 
conducive to rural transformation, producers respond to market incentives, new products 
come on stream, new participants enter the marketing system and dynamic change 
becomes the' order of business. In this regard, PRSA will promote policies seeking to 
modernize agriculture and place it on a commercial footing. 

2.3 Relationship of the PRSA to Economic Growth SO and POs 

USAID/Sri Lanka's economic growth strategic objective is to "increase private sector 
employment and income. II The specific policies or reforms that would be implemented 
under PRSA will all be aimed at achieving this strategic objective by focusing on the 
Mission's economic growth program outcomes. Policy support in the areas mentioned 
above will contribute to increased private sector participation in the economy, adoption of 
new technologies, more accessible and effective financial markets, and improved food 
security. 

3.0 ACTIVITY DESCRIPTION 

3.1 Activity Purpose 

The purpose of the PRSA is to improve the policy environment for sustainable economic 
growth, which will generate new jobs and increase incomes. This five-year Activity will do 
this through a series of inter-related actions leading to the formulation and implementation 
of public policies. These actions include: 

action-oriented studies on specific economic policy issues affecting the 
development of Sri Lanka's private sector, so that decision-makers have the 
basis for appraisal, formulation, and implementation of market-oriented 
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3.2 

economic policies; 

technical assistance and training for public and private sector officials who 
are in position to influence the appraisal, formulation, and implementation of 
market-oriented economic policies; and 

support to private sector and non-government groups which can promote the 
appraisal, formulation, and implementation of market-oriented economic 
policies affecting private sector development, as well as the efficiency of the 
agricultural sector. 

Implementation Approach 

The PRSA will support efforts in two broad, inter-related and mutually supportive areas: 
policies which affect the overall development and growth of the private sector, and policies 
which affect the development and growth of the agricultural sector. Pending further 
discussions with concerned policy makers, private sector leaders and non-governmental 
organizations involved in private sector development in Sri Lanka, the following sections 
provide an illustrative list of the critical policy issues and reforms which the PRSA will 
support. 

Policies Which Affect the Overall Development and Growth of the Private Sector 

These include policies related to privatization, financial markets, microenterprise 
development, and trade and industry. PRSA will support, mostly through technical 
assistance, training and special studies, deregulation and reforms needed to encourage the 
private sector to invest, to increase its productivity, to expand the markets for Sri Lankan 
products and to create jobs. 

* Privatization of State-Owned Enterprises. USAID privatization assistance, 
through the Private Sector Policy Support (PSPS) project, helped with the 
implementation of the previous government's privatization program, resulting 
in the privatization of over 40 state-owned enterprises (SOEs). Presently, 
the new GSL has made a firm commitment to move forward with a new 
privatization program and has established the Public Enterprise Reform 
Commission (PERC) for this purpose. 

The recently-concluded study on the "Impact of Privatization in Sri Lanka'" 
identified several aspects of a continued role for USAID in the GSL's 
privatization effort. These include: (a) assistance in the area of public 
awareness and education in order to prepare the public to see the 
advantages of public divestitures and support the privatization process; and 
(b) technical services to facilitate the actual privatization of SOEs, such as 
the two state-owned banks. PRSA will provide short-term technical 

1. Crowe, Paul and De Soysa. Aneela. The Impact of Privatization in Sri Lanka. USAID-funded study. Colombo. 
April 1995. 
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assistance to increase the level of public awareness of the process of 
privatization, and assist the government in resolving policy issues related to 
the privatization of SOEs. 

The Commission will be the focal point for PRSA assistance for privatization. 

Financial Markets Development. The ongoing USAID assistance under the 
Financial Markets Project (FMP) to the Securities and Exchange Commission 
(SEC), the Colombo Stock Exchange (CSE) and the Central Bank will be 
completed by mid-1996. FMP assistance has been successful mainly in 
improving the operational aspects of the share market and in strengthening 
its regulatory capacity. Although significant progress has been made in 
policy reforms necessary to develop an efficient and effective market in 
government debt securities as a precursor to the development of a corporate 
debt market, much remains to be done in that area. This is important 
because it will provide more appropriate investment vehicles for the 
country's pension funds and other institutional and individual investors, and 
lead to more efficient mobilization of capital by private enterprises. Thus, a 
major focus of this activity will be on the provision of technical assistance 
and training necessary to develop a debt securities market. 

To further develop the debt securities market, USAID/SL and PRSA-funded 
specialized personnel will work closely with the Central Bank of Sri Lanka, to 
remove a number of policy impediments that hinder the evolution of this 
market. However, due to the inter-related nature of financial market activities 
and the policies that influence them, the PRSA will also support the 
Securities and Exchange Commission (SEC) in its efforts to formulate policies 
to strengthen and extend its regulatory capacity to debt securities. PRSA 
may also provide advisory services to other private financial intermediaries, 
including the Colombo Stock Exchange, so they can participate in the 
development of new debt instruments. In addition, PRSA will support overall 
capital markets development, both in the primary and security markets, as 
well as strengthening the regulatory and institutional framework for capital 
markets transformation. PRSA cooperation will also promote growth in the 
investment and security analysis profession through support to the Sri 
Lankan Association of Securities and Investment Analysts (SlASIA). Finally, 
the PRSA will consider support to develop policies conducive to improving 
the availability of housing finance and rural credit. Most technical assistance 
and training will be short-term. 

Trade and Industrial Development. Assistance has been provided to the 
GSL's Industrialization Commission, under the Technology Initiative for the 
Private Sector (TIPS) Project, for the implementation of action oriented trade 
and industrial policy studies. Study areas included industrial tax reform, 
competition policy, foreign investment code, foreign exchange liberalization, 
export trading houses, anti-dumping legislation, trade and tariff liberalization 
and labor productivity. These studies have led to an increased awareness of 
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the need for deregulation in trade and industrial activity while in some cases, 
such as the complete liberalization of current account transactions in the 
balance of payments, to concrete policy reforms. Given the credibility of the 
earlier interventions, USAID can playa significant and effective role in 
continuing to influence trade and industrial policy reforms to the extent that 
they contribute to the overall objective of economic liberalization and 
complement the work under privatization and financial markets development. 
This will also be done in a manner that would synergize the firm-level 
assistance planned under the Technology and Business Assistance 
component of SEGP. 

Related to trade and industrial development is the need to better match 
human resources skills with the needs of a private sector oriented economy. 
A private sector program assessment carried out for USAID/Sri Lanka in late 
1993 concluded that Sri Lanka's private sector is experiencing a serious 
human resource constraint. While the educational system has been 
producing a literate population, it is not providing skilled supervisory and 
managerial personnel in most areas of business management. Private 
provision of business management education and skills training has been 
suggested as a means of overcoming this situation. Policy reforms to foster 
an environment conducive to private sector participation in the provision of 
business education, particularly at the tertiary level, therefore, will be an 
integral part of the private sector policy reform agenda. 

Policies Which Affect the Development and Growth of the Agricultural Sector 

The Activity will sponsor collaborative studies with agriculture-related ministries on food 
and agricultural policy issues. These studies are expected to deal with the restrictive 
policy environment which inhibit the participation of the private sector in the agricultural 
sector. An important output of this activity will be to reduce or eliminate policy distortions 
in food and agricultural markets and improve food availability and utilization. In addition, 
the PRSA will sponsor studies required to rationalize government involvement in the 
agricultural sector. The final objective will be to make room for increased private sector 
participation and competition in agricultural sector production and marketing, and where 
necessary transfer government assets in the agricultural sector to the private sector. In 
general, the PSRA will provide technical assistance for policy review and policy-related 
research; fund a portion of operational costs for research by collaborating ministries and 
agencies; and provide funds for workshops, study tours, and short courses. 

Specifically, the PRSA will provide funds to cover the costs of technical services for the 
following studies to help the GSL in designing policies: 

* Food and Agricultural Development Strategy. This study will help the GSL in 
the development of a national food and agricultural development strategy to 
guide public investment and related agricultural sector policies. The latest 
strategy document dates from 1984 and an update is urgently needed. The 
Agriculture Policy Analysis Project (APAP) assisted the GSL to develop 
provincial strategies which are useful to but are not a substitute for a 
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comprehensive national strategy statement. With PRSA support, the 
Department of National Planning will utilize the capacity developed under the 
APAP to produce a national food and agricultural strategy statement. like 
previous strategies, this effort will identify priority areas of investment for 
bilateral and multilateral donor consideration. 

Reform of Rural (Agricultural) Sector Programs and Institutions. Government 
control and administration of the agricultural sector remains strong and 
hinders private sector growth and investment in the sector. Many of the 
programs and institutions date from the 1960' s, when the socialist 
government controlled most of the economy. Although overall government 
policy has changed, many of these institutions remain structured for more 
direct government control and intervention in the rural economy. PRSA will 
assist the GSL to review programs and institutional structures for various 
rural sector programs, such as the National Livestock Development Board, 
provincial agricultural departments, agricultural production and marketing, 
and research programs. Program and institutional reviews will depend on 
selection of those organizations in which there is commitment and 
opportunity to implement reform and reduce costs of operation, reduce 
governmental controls, and transfer government assets to the private sector. 

Import Policy. Sri Lanka must import a large portion of food needs and there 
are frequent difficulties in reconciling import policy with domestic production 
interests. A stable and predictable policy regarding import duties and 
restrictions is essential for future growth of agricultural production. The 
PRSA will provide technical services to review and reconcile existing policies. 

Private Agro-enterprise Development. The PRSA will specifically address 
policies that may constrain private agro-enterprise development. These may 
include import restrictions on seed, packing materials and processing 
equipment, private sector access to support services, and domestic market 
development activities. 

Land Policy. Land tenure and lack of a functioning land market restricts 
private sector options for investment in agriculture. The Shared Control of 
Resources component under the USAID-sponsored Natural resources and 
Environment Policy project (NAREP) is addressing issues of land tenure policy 
and tenure security affecting small farmers. PRSA will complement this 
work and address issues of land tenure and land availability affecting larger, 
commercial agro-enterprises since these have good potential of contributing 
to the growth of the sector and of creating jobs. 

Food Security. PRSA will address issues of food security to complement the 
Pl-480 Title 1/1 reform program. Issues to be addressed include programs for 
subsidized food for the poor, maintenance of adequate food stocks in the 
private sector, and targeting of nutritional programs. 
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* Empowerment of Rural Communities. PRSA will address issues related to 
commercial farmer organizations and rural community control and direction 
of such organizations. This may entail a review of the legal status of such 
organizations and government policy on support .for farmer organizations. 

The expected results from the above efforts are summarized in Table 3-1, next page. 
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Table 3-1: Policy Topic, Input and Expected Result 

Policy PRSA Action Expected Result Relationship to SO 1 

Topic. , 

1. Policies Affecting Overall Private Sector Development 
, 

A. Privatization Public Awareness and Education Broad-based support for GSL's privatization Technical assistance and training in 
program by Trade Unions and citizens' groups support of Increased private sector 

Technical Assistance and Studies for Privatization of selected financial institutions 
participation in the economy (PO .1) 

the Public Enterprise Reform (e.g. banks, insurance companies, pension funds) 
Commission 

Training Increased technical capability of public officials 
to formulate and implement privatization 
programs 

B. Financial Technical Assistance and Studies for Broadening and deepening of debt securities Policy-based technical assistance 
Markets the Central Bank Task Force on market and training for targeted institutions 

Financial Reforms in support of more accessible and 
effective financial markets (PO 3) 

Technical Assistance for selected More efficient financial intermediation; new which will contribute to increased 
public and private financial financial instruments; and reduced cost of capital private sector employment and 
institutions income (SO 1 J 

Institutional strengthening grant to Increased analytical capability of capital market 
Sri Lanka Association of Securities professionals 
and Investment Analysts 

Training Increased technical capability of public and 
private capital market participants 

C. Trade ar)d Technical Assistance and Studies Increased deregulation in trade and industrial Technical assistance to facilitate 
Industry related to trade and industrial sectors; uniform tax and tariff regimes; easier policy changes needed to pave the 

liberalization entry and exit mechanisms for firms; increased way for adoption of improved 
labor productivity technologies (PO 2) and approaches 

Technical Assistance related to Improved managerial skills in the private sector 
in the private sector 

private provision of tertiary 
management education 

------ -- - - ---- - --- --------- "------ - ----------- -- _ .. - --_ .. -- -- -
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Policy PRSA Action 

Topic 

2. Policies Affecting Food and Agriculture Sector 

A. Agriculture Technical Assistance and training to 
& Resource do a National Agricultural & 
Management Resource management Study 

B. Programs Technical Assistance and training 
and work shops to do Institutional 
Institutions Policy Reforms and 

Pilot projects 

C. Import Technical Assistance for policy 
reforms 

D. Agro- Technical Assistance for regulatory 
enterprise reforms 

E. Food Technical Assistance to design rural 
Security development programs; feasibility 

studies 

F. Land Policy Technical Assistance 

G. Technical Assistance 
Empowerment 
of Rural 
Communities 

H. Project Long term T A; Short term T A 
Support 

Annex E -- Policy Reform Support Activity (PRSA) 
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Expected Result Relationship to SO 1 

Food and agricultural development strategy Increased private sector 
formulated employment and income (SO 1) will 

be supported through technical 
assistance aimed at increased 

Agriculture sector programs and institutions private (agricultural) sector 
reformed and reorganized participation in the economy (PO 1), 

and improved food security (PO 4) 

Tariffs revised, Procedural regulations simplified, 
information systems better managed, and public 
a ccounta bility 

Regulatory reforms in seed imports; food 
processing and technology; 

Project proposals for donor implementation; land 
related institutions restructured 

Rural development programs improved; Samurdhi Support for Improved food security 
and nutrition supplementary food programs (PO 4) wiII be the principal 
delivered; better private sector participation in contribution of those actions to the 
these programs economic growth strategic objective 

Pilot projects to develop FOs; legal reforms and 
support viIlage level organizations 
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3.3 Implementation Schedule 

The following list shows the major steps to be taken to carry out the Activity. 

Action: 
1. USAID/Sri Lanka approves activity 
2. USAID/SL holds workshop to discuss activity 

with public and private sector counterparts and 
other donors 

3. Contracts for TA and Training signed 
4. Long-term TA in place 
5. Short-term TA mobilized 
6. Training Plan finalized 
7. Interim Evaluation 
8. PRSA activity completed 

4.0 MANAGEMENT PROCEDURES 

4.1 USAID Management 

Preliminary Target Date 
June 1996 

July 1996 
November 1996 
December 1996 
January 1997 
February 1997 
September 1998 
September 2000 

Overall activity management will be provided by the USAID Economic Growth Strategic 
Objective Team. Substantive technical oversight of the policy components will be carried 
out by two FSNs: a specialist from the USAID/Sri Lanka's Office of Private Sector 
Development and Housing (PSD/H) and a specialist from the Office of Agriculture and 
Natural Resources. Day- to-day management and implementation of the activity will be the 
responsibility of the counterpart agencies specified above for each of the policy actions. 

Depending upon the requirements of the prevailing PRSA implementation agenda, periodic 
meetings will be scheduled to address implementation issues between USAID FSN 
management specialists and each counterpart agency. Annual workplans will be prepared 
for each policy activity and progress against those workplans will be reported on a 
quarterly basis. Financial management and reporting on the activity will be the 
responsibility of contractors, USAID/SL, and/or the counterpart agencies. 

4.2 Counterpart Management 

Activity assistance will be coordinated with the concerned GSL agency responsible for 

• • • • • • • 
( 

• • • 
• • • • • • • • • • • • 

conceiving and implementing policies. For example, the Central Bank and the SEC will __ 
provide counterparts for activities related to financial markets, while the Public Enterprise 
Reform Commission (PERC) will be the counterpart agency on privatizations of SOEs. In • 
addition, during the early stages of Activity implementation, USAID/SL personnel will 
discuss with the Ministry of Finance the possibility of forming a Policy Reform Committee • 
(PRC) consisting of representatives of concerned agencies. The purpose of the PRC, which • 
would be chaired by the Secretary of the Ministry of Finance, would be to provide overall 
direction and guidance to the policy reform process and to follow-up on implementation. • 

Tentatively, the composition of the policy reform committee is most likely to be the PERC • 
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for privatization policy; the Central Bank of Sri Lanka, Securities and Exchange Commission 
(SEC) and the Colombo Stock Exchange (CSE) for financial markets policy; and USAID 
(through the Economic Growth Economic Growth 5.0. Team). 

Activities related to policies which affect the development and growth of the agricultural 
sector will be managed and coordinated through another mechanism. Presently, the 
Department of National Planning (DNP) of the Ministry of Finance, Planning and National 
Integration is the lead agency for food and agricultural policy. Thus, PRSA actions related 
to agricultural policy will be managed and coordinated by the DNP, following the same 
arrangement as US AID funded Agricultural Planning and Analysis Project (APAP). The DNP 
will chair an Agricultural Policy Reform Committee (APRe) composed of the head of the 
planning units of all agriculture-related ministries. 

For day-to-day implementation, the individual policy initiatives andlor scopes-of-work, will 
be coordinated within the GSL counterpart agency, or the customer, for that policy 
initiative. The nature and approach of the specific delivery mechanisms will depend on a 
number of factors and will vary with the specific policy area. These factors include the 
past and existing relationships between USAID and the different customers. For instance, 
the process of determining the most appropriate mechanism for privatization assistance 
will be influenced by USAID's experience in implementing the privatization component 
under the Private Sector Policy Support project. The findings of the evaluation of the 
PSPS/Financial Markets Project will help determine the most appropriate mechanism for 
financial markets component of PRSA. In the area of trade and industrial policy, USAID 
personnel will continue to work with the Industrialization Commission. 

4.3 Procurement Plan 

Three options are under consideration. First, one umbrella contract could be awarded, on a 
competitive basis, to a prime contractor to provide services in the above policy areas. 
Second, separate TA contracts could be entered into, on a competitive basis, for each of 
the two major policy components of the activity. Finally, "Field Support Funding" to 
access the projects of the Economic Growth Center in the USAID/W Global Bureau could 
be explored as the preferred mechanism for TA. The procurement mode will be determined 
once funds become available for the activity, as funding is a major consideration in 
determining the contracting approach. 

Services for food security and agricultural sector policies will be obtained through a buy-in 
into the Global Bureau APAP '" project. 

4.4 Evaluation Plan 

Presently, it is planned to conduct an interim evaluation approximately two years after 
initiation of the Activity. A final evaluation will be conducted just prior to the PACD 
(September 2000). 

The interim evaluation will assess the progress made in meeting Activity targets and the 
cumulative impact of the Activity. Based on the findings of this evaluation, 
recommendations for changes in design and implementation procedures will be made, as 
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appropriate, to increase the probability that Activity investments will meet its purpose. 

The evaluations will have four objectives, as follows: 

a. 

b. 

c. 

d. 

To assess the extent to which the Activity is meeting its purpose and 
contributing to the strategic objective of the SEGP. Based on an analysis of 
the progress, the evaluation will recommend changes or modifications in 
Activity outputs and implementation approach. if appropriate. 

To assess the effectiveness and to recommend strategies for improving 
Activity implementation through an analysis of obstacles and bottlenecks as 
well as achievements in Activity management and administration; 

To determine the impact of the Activity to the date of the evaluation on the 
various performance indicators listed in the Logical Framework; and 

To determine the effectiveness of the technical assistance, training and other 
inputs funded through the PRSA and recommend modifications. as 
appropriate, on the deliv~ry mechanisms for TA, and other Activity inputs. 

A final Activity Assistance Completion Report (AACR) will be prepared approximately 
around the PACD -- September 2000. Its purpose will be to document the Activity 
experience and the lessons learned during its implementation. 

5.0 COST ESTIMATE AND FINANCIAL PLAN 

The USAID contribution is estimated at approximately $ 7 million during its five year life. 
The local counterparts organization which will participate in the Activity will provide 
significant contributions, particularly personnel and logistic support. However, these 
contributions cannot be estimated until actual negotiations with the concerned agencies 
are carried out. At that time. such contributions will be estimated. negotiated and 
monitored by the USAID Activity management specialists. In all cases. counterpart 
organizations will be expected to contribute at least 25 percent of the cost of each PRSA 
activity. 
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The following table shows a summary of the estimated USAID and local contributions. 

Table 5-1: Illustrative Budget ($0005) 

Description FY 96 FY 97 FY 98 FY 99 FY 00 Total H.C.C Total 

Technical Assistance 
a. Privatization 200 100 50 200 100 650 250 900 
b. Financial Mkts. 200 350 900 650 150 2,250 1300 3,550 
c. Trade & Industry 200 0 100 300 150 750 250 1.000 
d. Agriculture & Food 250 550 550 1300 150 2,850 500 3,350 

Training 150 200 150 0 0 500 100 600 

Total 1,000 1,200 1,800 2,450 550 7,000 2,400 9,400 

The methods of implementation and financing of the above inputs are expected to be as 
follows: 

Table 5-2: Methods of Implementation and Financing 

Item Method of Implementation Method of Estimate 
Financing d 

Amount 
(000) 

Privatization Tentatively a mix of mechanisms Inst. Contracts - Direct $ 650 
Policies will be used, including: institutional Reimbursement 

contracts, PSCs and buy-in through PSCs - Direct Payment 
Global Bureau projects Buy-ins - LOC or Direct 

Reimbursement 

Financial Tentatively a mix of mechanisms Inst. Contracts - Direct $ 2,250 
Markets will be used. including: institutional Reimbursement 
Policies contracts, PSCs and buy-in through PSCs - Direct Payment 

Global Bureau projects Buy-ins - LOC or Direct 
Reimbursement 

Trade and Tentatively a mix of mechanisms Inst. Contracts - Direct $ 750 
Industrial will be used, including: institutional Reimbursement 
Policies contracts, PSCs and buy-in through PSCs - Direct Payment 

Global Bureau projects Buy-ins - LOC or Direct 
Reimbursement 

Agriculture Buy-in -- Global Bureau APAP III Buy-ins - LOC or Direct $ 2,850 
and Project Reimbursement 
Food Policies 
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Training Tentatively a mix of mechanisms Inst. Contracts - Direct $ 500 
will be used, including: institutional Reimbursement 
contracts, PSCs and buy-in through PSCs - Direct Payment 
Global Bureau projects Buy-ins - LOC or Direct 

Reimbursement 

TOTAL $7,000 

6.0 ENVIRONMENTAL ANALYSIS 

The activities to be funded under PRSA consist of technical services and training. The ANE 
Bureau Environmental Officer has approved a categorical exclusion from USAIO's 
environmental procedures for the PRSA, per Attachment B of this document. 

ATTACHMENTS: 
A. Logical Framework 
B. Environmental Threshold Decision 
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Narrative Summary 

GOAL 
To encourage broad-based 
economic growth 

SIBA TEGIC QBJECII~E 
To increase private sector 
employment and income 

ACII~IIY ~UB~QSE 

To improve the policy environment 
for sustainable economic growth, 
which will generate new jobs and 
increase incomes 

ACII~IIY OUI~UIS 

1. Private sector managerial skills 
improved 
2. Studies on economic policy 
issues carried out 
3. Efficient financial instruments 
introduced 
4. Financial institutions 
privatized 
4. Trade and industry liberalized 

INfU.IS. 
1. Technical support services 
2. Training 

LOGI .L FRAMEWORK 
POLICY REFORM SUPPORT ACTIVITY 

-- -- ---- ----- -.--.. -~-- --------- -------- -------- -- ------ ------

Objectively Verifiable Indicator Means of Verification 

( See SEGP Logical Framework - Annex H) 

.. The above indicators will generate jobs and .. Activity reports 
increase incomes (the amounts to be determined) .. Sample surveys 

.. $115 mn worth of GSL assets transferred to private .. National accounts data 
control .. Activity reports .. $1.500 mn capital raised through private equity debt 
issues .. $125,000 shareholders of publicly traded equity 

.. # of managers trained to be determined .. Share market reports .. # of studies to be determined .. Activity implementation reports 

.. Financial instruments to be determined 

.. # of privatized institutions to be determined 

.. Existence of deregularized trede and industry 

($'000) USAID Host Country 
Technical Support Services $6,500 $2,300 .. Activity reports 

Training $500 $100 

Total $7,000 $2,400 

: Attachment A ,...----......." 
(-,-' 

- - -

Important Assumption 

.. Global economic expansion .. Political stability .. Free Market orientation of 
economy continues 

.. GSL commitment to private 
participation in economic 
development continues 

.. Privatization of SOEs continues 

.. Political stability continues .. liberalization of trade and industry 
continues unchanged 

.. Demand for PRSA activity continues 
unchanged 

I 
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RECORD OF CATEGORICAL EXCLUSION 
FROM USAID ENVIRONMENTAL PROCEDURES 

1. Activity location: Sri Lanka 

ATTACHMENT B 

2. Program TitlellO: Sustainable Economic Growth Program (383-0120) 
Policy Reform Support Activity 

3. Funding (Fiscal Year and Amountl: FY 96 - FY 00, $ 7 million 

4. Prepared By: Date: 

Jayanth'a Perera, PRJ 
Engineering Specialist 

5. Environmental Action Recommended: Categorical Exclusion as per 22 CFR 
216.2 (c)(2)(i) 

6. Discussion of Environmental Aspects of Activity: 

Background 

Under a Consolidated Sustainable Economic Growth Program (SEGP), USAID/Sri Lanka 
(USAlD/SL) will fund economic growth activities to achieve its Economic Growth 
Strategic Objective. SEGP will consolidate USAID/SL's existing agribusiness and 
private sector development projects as well as several new activities under the 
Economic Growth Strategic Objective and bring them together under one over-arching 
program. 

SEGP is the programmatic framework under which nearly all of USAID/SL's activities 
in support of the economic growth strategic objective will operate. SEGP will serve 
as the mechanism for identifying, designing, and implementing all future activities 
which clearly fit within the over-arching program framework and directly promote 
U?AID/SL's economic growth strategic objective and program outcomes. Various 
USAIO-funded eC,onomic growth activities will be designed, initiated, and completed at 
different times under SEGP as the situation warrants. 

The program's rationale is based on several factors. SEGP will provide a strategic as 
well as an operational framework for USAID/SL's activities related to its economic 
growth objectives, and will provide greater unity with regard to the Mission's 
economic growth strategic objective. Replacing the individual project approach with a 
strategic objective program will enhance the horizontal integration and interplay 
among the Mission's economic growth activities. seGP will enable USAID/Sl to more 
effectively engage the Government of Sri Lanka (GSl) on joint economic growth 
objectives and will strengthen integration among the Mission's three strategic 
objectives. . 

SEGP will be authorized in September 1995, with a possible centrally-funded initial 
obligation also in September 1995. The program assistance completion date (PACO) 
for this 10 year program is fixed as September 30, 2005. New activities approved 
under SEGP may be designed to extend for any length of time up to the SEGP PACO. 

........ 
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SEGP activities are organized under three major components: Economic Reform 
Component (ERC); Technology and Business Assistance Component (TBAC); and, 
Agriculture and Microenterprise Development Component (AM DC). Existing projects 
as well as new activities will be implemented under each of the three components of 
SEGP. The following table depicts the structure of SEGP: 

SEGP COMPONENT COMPONENT ACTIVITIES 

Economic Reform ~ Policy Reform Support 

Technology and Business Assistance ~ Technology Initiative for the Private 
Sector (383-0108) 

.. Promotion of Private Infrastructure 
(383-0118) 

.. Private Sector Management 
Development 

Agriculture and Microenterprise .. Agro-Enterprise (383-0111) 
Development .. Micro-Enterprise Support 

.. Farmer Organizations 

Under SEGP, the Policy Reform Support Activity (PRSA), a new technical assistance 
and training activity, will support improved economic policies in four main areas: 
privatization; financial markets; trade and industry; and, food and agriculture. This 
activity will be used to provide policy analyses and specialized short-term technical 
assistance and training, combined with longer term assistance where needed, for 
policy reform and institutional development in support of all of SEGP's activities and 
all Economic Growth Program Outcomes. Work under the PRSA will support other 
program activities to expand private sector participation and provide more sustainable 
and better paying jobs, facilitate business expansion, result in more efficient financial 
markets and improve food security. USAID/SL will also explore options to increase' 
policy capacity, including non-government participation in policy design and 
implementation through a small grants activity with local economic policy institutes, 
firms and/or business chambers. Targeted support to private sector financial market 
institutions and regulatory institutions will be continued. 

Discussion 

The proposed action is entirely within one of the categories listed in paragraph (c)(l), 
"Categorical Exclusions," of Section 216.2, "Applicability of Procedures," of Title 22 
CFR Part 216, "AID Environmental Procedures." Pursuant to 22 CFR 216. 2(c)(3), the 
originator of the proposed action has determined that the proposed action is fully 
within the following classes of actions: 

Education, technical assistance, or training programs~ 
[22 CFR 216.2(c)(2)(i)). 
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Pursuant to 22 CFR 216.2(c)(2), the proposed action is categorically excluded from 
further environmental review. As per 22 CFR 216.2(c)(1), neither an initial 
environmental examination nor an environmental assessment is required for an action 
which is determined to fall within one or more of the categories listed at 22 CFR 
216.2(c)(2). 
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RECORD OF CATEGORICAL EXCLUSION 
FROM USAID ENVIRONMENTAL PROCEDURES 

Activity location: Sri Lanka 

Program Title/ID: Sustainable Economic Growth Program (383-0120) 
Policy Reform Support Activity 

Funding (Fiscal Year and Amountl: FY 96 - FY 00, $ 7 million 

Prepared By: 

'\ 

'··:\"t \~~~·\.A f" .... - ~:, 

Jayantha Perera, PRJ 
Engineering Specialist 

Date: 
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Environmental Action Recommended: Categorical Exclusion as per 22 CFR 
216.2(c)(2)(i) 

Mission Environmental Officer Concurrence: 

lbneSb~~ 
Acting Mission Director's Concurrence: 

Sidney Chernenkoff, A/DIR 

Decision of Environmental Officer, 
Bureau for Asia and the Near East: 

Clearances: 

Approved: 

Date: 

NWeerasekera, PSD/H 
JLindborg, PSD/H 
GAlex, ANR 

~ Date:::(' P:.(q~ 
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Narrative Summary 

ao.AL..:... 
To encourage broad-baud 
economic growth 

SIBAIEGlC....OBJECTIVE: 
To Incre.se prlvat •• ector 
.mploym.nt and Incom. 

ffiO-~URe.QS.E 
To Increase prlvat. sector 
employment and Income through 
!ncreaaed private aector panlclp.tlon 
in the economy, adoption of 
improved technologies, and 
improved financial market. 

~BQaRAM QUICQMES: 
1 Increa.ed private .ector 

paniclpatlon In the .conomy 

• Agro-enterprlse Inve.tment. 
• Private enterpri .. s developed .nd 

• xpanded 
• Mlcro.nt.rprls .... tabllshed 

• More .ccestlble and efficient 
financial .ervlces for the poor 

'-'.,,) 

"\, 

LOGICAL FRAMEWORK 
SUSTAINABLE ECONOMIC GROWTH PROGRAM 

--

Objectively Verifiable Indicator Means of Verification 

• % of population above pov.rty laval (to ba • C.ntral Bank report. 
d.tennlned) • N.tlonal aooount. d.ta 

• per caplt. Incoma level (to b. d.termlned) 

• 37,000 new Job. created • Program r.port. 

• 60,000 n.w employment g.n.rated by oompanl •• 
raising new c.plt.1 on the Stock Exoh.ng. 

1 • $116 million t.rgeted govt ••••• t. tran.f.rred to • Central S.nk r.port. 
privata control • N.tlon.laooounta data 

• $350 million prlvat. aeotor Inve.tment In • Program r.port. 
.oonomlo Infra.tructur. 

• 65% Incr •••• ln BOI Inve.tment from $SOO mn 
In 1994 

• Inveatment. In 450 new entarprlae. or expan.lon. • Program r.port. end 
• 50 new .gro-enterprlsea .. t.bllehed with .ome AgSS project report. 

project .upport • Program report • 
• Identlfl.d .nd a .. l.ted 50 or more large finn. to 

develop mloro·enterprise linkage. • Progr.m report. 

• Report. of fln.nclal 
Intermedlarl ... nd 
banka 

Annex F 
Page 1 of2 

Important Assumptions 

• Global economlo expantllon • 
• Demooratlo government oontlnu. 
• Political .tabillty 
• Fr •• m.rkat orientation of economy 

• Macro eoonomlo reform oontlnu. 
• Political .tabillty 
• Export enlilronmant .t.y. favorable 
• Prlv.te •• ctor activities offer more 

opportunltloa for peopl. 

• Economlo Ilberallzatlon oontlnu. 

• SOE privatization oontlnu .. 

• GSL oommltment to private partlolpatlon 
In Infra.tructura continues 

• Worid Bank proc.ed. to Implement AgSS 
or other funding Is available 

• E.tlmated numbe,. of naW and Improved 
existing flnns are ba.ed on agro ba.ed 

• The micro economlo and political 
environment Is conducive for enterprfee 
expansion 

I 

I 

I 
I 

I 
I 

I 
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I 
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Narrative Summary 

2 Adoption of Improved 
technologlM 
• Agricultural .y.tema dlver.lfled 

and commerolallzed 
• New production and prooMalng 

technologl .. Introduced 
• New teohnologl .. adopted 

3 Mor. acoe •• lble and effective 
financial markets 

• Improved market linkages 

• Strengthened financial In.tltutlona 
and NGOs providing financial 
aervlcee 

4 Food ltIourity 

LOGICAL FRAMEWORK 
SUSTAINABLE ECONOMIC GROWTH PROGRAM 

Objectively Verifiable Indicator 

2 • $40 mn. Inveatmente In new taohnologlea 
• $88 mn In Inorea.ed export. 
• $337 mn In Increaaed domeatlo aal .. 
• 130 new teohnologlea Introduoed 
• 30 new teohnologlea to eupport FO'. adopted 

3 • 126,000 ahareholder. of publloly traded equity 
* $1,460 mn. oapltal ralaed ralaed through private 

equity and debt Iaauea 
• $9.9 mn loan. to targeted mloro & amall 

entertprlaea Inoludlng amall farmer. 
• Marketing aaslatance to 200 ollenta 
• 100 outgrower/oontract grower programa atarted 
• 26 marketing Initiatives Implemented by private 

enterprise 
* 1 Commercial bank and four NGOa providing 

flnanclal service. 

• TIJ b. d.tettnll1lid 

Means of Verification 

* Maoro level national 
accounta data 

* Program report. 

* Program report. 

* Activity monitoring 
data 

* Mlcroenterprlaa 
aotlvlty report. 

Annex F 

Page 1 of2 

Important Assumptions 

* progr ... In maoroeoonomlo reform 
oontlnu .. 

• Govt. malntalne polol .. neutral to 
production of dlv .... lfled crops 
vlz-a-vlz paddy and traditional pa.ntatIon 
crops 

* Enterpriaee will co-flnanoe R&D work with 
Project 

* Demand for TIPS a •• latanoe oontlnu .. 

• Entrepreneur. identify end move to 
exploit new market. and n.w producta 

• Progre •• In ME development oontlnu .. 

>.~~ __ • =:' , • .~. ~~.-;;:: ,*", .. ' .' . -'-, 8'--1- ~; "I?i a' R' -- ".11 j~lrar'i~~- -<- F '; --;--; "';0111 
CU:LV£tlllaANti:ifi.D~Q; :J,"J; , . , 14, ".Otinioiili 11i;~jlIOft Biil'llioiia i'flohnloal SUpport Services 14010 3400 Program reports • Demand for SEGP a •• latano. oontlnu .. 

'. '.j 
• C),' 

2 Training Training 942 100 
3 Commodltle. Commodltle. 600 0 
4 Technology Granta Support Technology Grant Support 6000 0 
6 Technology Granta Program Technology Grant. Program 6000 3800 
6 Grants Grant. 4490 2700 
7 Private Infra.tructure Projects Private Infrastruoture Project. 0 600 
8 Loglatlo Support Loglatlo Support 308 0 
9 Audit & Evaluation Audit & Evaluation 760 0 

Total 32000 10600 

• • • • • • • • • • • • • • • • • • • ••••• • • • • • • • • • • 
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PROGRAM STRATEGY DOCUMENT 

CONCLUSIONS OF SRI LANKA PROGRAM WEEK MEETINGS, MARCH 20-
23, 1995, CHAIRED BY LINDA MORSE, DAA/ANE. 

1. DURING PROGRAM WEEK, MARCH 20-23, 1995, THE AGENCY 
REACHED AGREEMENT ON A STRATEGY AND ACTION PLAN FOR SRI 
LANKA, SUBJECT TO THE FOLLOWING COMMENTS AND ACTIONS TO BE 
COMPLETED. THE MISSION HAS BEEN DELEGATED THE AUTHORITY 
TO PROCEED WITH NAD DEVELOPMENT AND IMPLEMENTATION. 

2. THE MISSION WILL PROCEED WITH IMPLEMENTING THE 
STRATEGY AND REPORTING ON RESULTS. FORMAL DELEGATION OF 
AUTHORITIES TO MANAGE AND IMPLEMENT THE STRATEGY UNDER A 
RE-ENGINEERED AGENCY SYSTEM IS DEFERRED UNTIL THE AGENCY 
FINALIZES REMAINING OPERATIONAL CONSIDERATIONS (E.G., 
CONTENT AND DETAIL OF USAID/W-MISSION MANAGEMENT CONTRACT, 
EXTENT OF THE DELEGATIONS OF AUTHORITIES). AT THAT TIME, 
ANE WILL WORK WITH THE MISSION TO TRANSITION THE CURRENT 
STRATEGY AGREEMENT INTO A FORMAL MANAGEMENT CONTRACT, AS 
NECESSARY. 

GENERAL 

3 . GRADUATION STRATEGY. THE CONCERN WAS RAISED AS TO 
WHETHER OR NOT THE AGENCY STRATEGY FOR SRI LANKA SHOULD BE 
ONE OF GRADUATION. THE AGREEMENT WAS THAT, AT PRESENT, IT 
IS PREMATURE TO ESTABLISH AN EXPLICIT GRADUATION STRATEGY. 
CENTRAL TO THIS IS THE UNDERSTANDING THAT ECONOMIC 
PROGRESS TO DATE REMAINS FRAGILE AND THAT THE RESOLUTION 
OF THE ETHNIC WAR (WHICH IS ABSORBING 4.5 PERCENT OF THE 
GDP) IS ESSENTIAL TO THE ESTABLISHMENT OF LONGER TERM 
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ECONOMIC SUSTAINABILITY. 

4. WHILE SRI LANKA CAN POINT TO CONSIDERABLE 
ACCOMPLISHMENTS IN TERMS OF LIFE EXPECTANCY (OVER 70) , 
INFANT MORTALITY (17.6/1000), AND LITERACY (ALMOST 90 
PERCENT), THE PER CAPITA INCOME REMAINS LOW (DOLS 588), 
UNEMPL01~NT AND u~EREMPL01~NT REMAIN HIGH, fu~ PERHAPS 
MOST CRITICAL, MALNUTRITION IS veRY HIGH (SRI LANKA RANKS 
92ND OUT OF 97 LDCOS). SRI LANKA HAS BEEN ABLE TO 
MAINTAIN SOME OF ITS SOCIAL SECTOR PROGRESS DUE TO THE 
DEVELOPMENT AND SUSTAINED IHPLEMENTATION OF A VERY 
EFFECTIve SOCIAL SAFETY NET. AS A CONSEQUENCE, USAID HAS 
BEEN ABLE TO PHASE OUT OF THE HEALTH AND FAMILY PLANNING 
ACTIVITIES. IF SRI LANKA ~~ ESTABLISH LONG TERM 
?OLITICAL STABILITY AND MORE RAPID ECONOMIC GROWTH, IT 
MIGHT BE ABLE TO ACHIEVE SUSTAINABLE DEv~LOPMENT BY THE 
END OF THE NEXT DECADE. 

STRATEGY 

5. STRATEGIC FRAMEWORK. THE OVERALL STRATEGIC FRAMEWORK 
FOR SRI ~~KA, WITH THREE STRATEGIC OBJECTIVES--ONE FOR 
ECONOMIC GROWTH, ONE FOR DEMOCRACY, AND ONE FOR 
ENVIRO~~NT--IS APPROVED. THE STRATEGIC OBJECTIVES WILL 
REQUIRE MODIFICATIONS DESCRIBED BELOW. THE AGENCY 
STRATEGY IN SRI LANKA IS FOCUSED ON ECONOMIC GROWTH. 
USAID EFFORTS IN DEMOCRACY AND ENVIRONMENT ARE ALL KEYED 
TO INCREASING THE LIKELIHOOD THAT ECONOMIC GROWTH IN SRI 
LANKA BECOMES SUSTAINABLE IN THAT SRI LANKANS WILL BE ABLE 
TO FINANCE THE PUBLIC AND PRIVATE COSTS OF CONTINUED 
DEVELOPMENT THEMSELVES. THIS FOCUS ACKNOWLEDGES THE 
SIGNIFICANT ACHIEVEMENT MADE IN KEY SOCIAL INDICATORS AND 
THE NEED NOW TO MAKE THOSE ADVANCES SUSTAINABLE. 

6. THE MISSION WILL SUBMIT A REVISED STRATEGIC OBJECTIVE 
TREE AND INDICATORS SO THAT THE CHANGES CAN BE REFLECTED 
IN THE FORTHCOMING BUREAU BUDGETING EXERCISE. 

(A) STRATEGIC OBJECTIVES·. 

7 . SUSTAINABLE DEVELOPMENT AREA: ECONOMIC GROWTH. 

STRATEGIC OBJECTIVE 1 IS MODIFIED TO READ QUOTE, INCREASED 
PRIVATE SECTOR EMPLOYMENT AND INCOME, UNQUOTE. MISSION 
WILL CONTINUE WITH ITS THREE-PRONG THRUST: POLICY REFORM, 
ENTERPRISE DEVELOPMENT AND TECHNOLOGY TRANSFER, AND 
FACILITATION OF PRIVATE SECTOR INVESTMENT. THIS THRUST 
BUILDS ON MISSION ACTIVITIES AND SUCCESSES TO DATE. FOR 
EXAMPLE, ONE MISSION PROJECT WHICH IMPROVES THE 
FUNCTIONING OF FINANCIAL MAR-KETS HAS ALREADY GENERATED 
OVER 50,000 NEW JOBS, IN ADDITION TO HAVING MOBILIZED THE 
NECESSARY CAPITAL TO CREATE THOSE JOBS HAVING ESTABLISHED 
NEW REGIONAL EXPORT MARKETS. THE MISSION HAS ALSO BEEN A 
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LEADING ADVOCATE AND SUPPORTER OF NUMEROUS POLICY CHANGES 
• IMPLEMENTED OVER THE PAST SEVERAL YEARS (SEE MISSION 'CPS 

A.~ RESULTS TO DATE PAPER). GIVEN USAIDIS ACTIVITIES AND 
• PERFORMANCE TO DATE AND SRI LANKA'S LONG-STANDING 

SENSITIVITY ON EQUITY AND DISTRIBUTION, A MAJORITY OF NEW 

• 
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• • 
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JOBS AND INCOME INCREASES CAN REASONABLY BE EXPECTED TO BE 
OBTAINED BY LOWER INCOME SRI LANKANS. 

LAUTE~~ERG/PD 20. THE REVIEW NOTED TP~T ~~ OF THE 
ACTIVITIES THAT THE MISSION IS PLANNING ARE IN THE 
ECONOMIC GROWTH AREA. AID/W ASSUMES THAT THE MISSION WILL 
CAREFULLY REVIEW THE IMPLICATIONS OF THE LAUTENBERG AND 
BLr1PERS AMENDMENTS AND AGENCY POLICY DETERMINATION 20 IN 
DESIGNING AND IMPLEMENTING THESE ACTIVITIES. 

8. COP~SPONDINGLY, INDICATORS MEASURING PROGRESS TOWARD 
THE ACHIEVEMENT OF THE S. O. WOULD, TO THE EXTENT 
PRACTICABLE, CHANGE TO MEASURING INCOME AND EMPLOYMENT 
INCREASES. IN IDENTIFYING THESE S.O. INDICATORS, THE 
MISSION WILL SPECIFY THE MAGNITUDE OF THE RESULTS 
PROJECTED BY THE END OF THE STRATEGY PERIOD. MEASUREMENT 
OF STUNTING AND WASTING MAY BE MAINTAINED AS IT OFFERS A 
PROXY MEASURE ON THE EXTENT TO WHICH THE NEW JOBS AND 
INCOME ARE RAISING THE LIVING STANDARDS OF THE POOR. 
MEASUREMENTS OF INVESTMENT, WHILE THEY REMAIN RELEVANT, 
ARE MORE INDIRECT AND WOULD MORE APPROPRIATELY BE USED AT 
THE PROGRAM OUTCOME LEVEL. SOME CHANGES FOR PROGRAM 
OUTCOMES AND INDICATORS WILL ALSO BE REQUIRED I MOST 
NOTABLY PROGRAM OUTCOME 1.2 WILL CHANGE TO QUOTE, ADOPTION 
OF IMPROVED TECHNOLOGIES, UNQUOTE. 

9. PL 480 TITLE III. THE STRATEGY WAS PREPARED WITH THE 
EXPECTATION OF NO LONGER HAVING A TITLE III PROGRAM IN SRI 
LANKA. PROGRAM OUTCOME 1.4 (FOOD SECURITY) WILL REMAIN 
FOR THE TIME BEING UNTIL RESOURCES ALREADY OBLIGATED ARE 
DISBURSED. INDICATORS FOR THIS P.O. WILL BE LOWERED TO 
REFLECT WP~T CAN BE ACHIEVED WITH EXISTING RESOURCES; 

THIS PROGRAM OUTCOME WILL BE REVIEWED IN FY 1996, AT WHICH 
TIME IT WILL BE KNOWN IF ADDITIONAL PL480 TITLE III 
RESOURCES CAN BE MADE AVAILABLE. 

10. IN LIGHT OF THE RECENTLY PROPOSED ROLL-BACK OF THE 
PL480 TITLE III RESCISSION BY THE HOUSE APPROPRIATIONS 
COMMITTEE, ANE WILL INQUIRE ABOUT THE AVAILABILITY OF THIS 
RESOURCE TO THE REGION AND HOW ANE COULD MAKE EFFECTIVE 
USE OF THIS RESOURCE (ANE/SEA ACTION). WITH THE 
MULTI-YEAR TITLE III AGREEMENT WITH THE GOVERNMENT OF SRI 
LANKA (GSL) IN PLACE, COUPLED WITH A POTENTIAL 
HUMANITARIAN NEEDS CRISIS IN THE NORTH-EAST CIVIL WAR 
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ZONE, SRI LANKA REMAINS READY TO QUICKLY ABSORB AND 
EFFECTlv~LY USE THIS RESOURCE. THE SRI LANY~ TITLE III 
PROGP.AM RE!J'.AINS WIDELY ACCEPTED AS ONE OF THE BEST 
EXAMPLES OF AN EFFECTIVE DEVELOPMEIIT-ORIENTED TITLE III 
PROGP.AM (SEE MISSION RESULTS PAPER ON ACCOMPLISHMENTS TO 
DATE) . 

11. USAID/SRI LANKA J-I.AS PROVIDED CORRECTED INFORMATION 
VIA CABLE TO ANE AND BHR REGARDING SRI LANKA'S FOOD 
SECURITY STATUS (COLOMBO 001971 OF 4/10/95). BHR .~ .... ",,"TI PPC 
WILL REVIEW THE RANKING OF SRI LANYA IN LIGHT OF THIS 
UPDATED INFOP~TION, AND RESPOND ACCORDINGLY. 

12. TITLE I. GIVEN THE UNCERTAINTY OF TITLE III, THE 
AGENCY A.~ MISSION WILL CONTINUE TO LOOK FOR OTHER 
RESOURCES. ANE, PPC AND BHR WILL PURSUE WITH USDA THE 
POSSIBLE ENHANCED UTILIZATION OF PL480 TITLE I AS A 
RESOURCE FOR CONTINUED POLICY DIALOGUE WITH THE GSL. 
AGENCY FLEXIBILITY IN THIS AREA MAY BE RESTRICTED BY THE 
ONGOING AS WELL AS THE UPCOMING FAPM BILLS, AND PAST 
AGREEMENTS BETWEEN USDA AND USAID. MISSION WILL CONTINUE 
TO PURSUE THE TITLE I RESOURCE WITH THE U.S. EMBASSY IN 
COLOMBO AS CIRCUMSTANCES MERIT. HOWEVER, BHR INDICATED 
THAT THE FUTURE OF TITLE I MAY BE EVEN LESS CERTAIN THAN 
THAT OF TITLE III. 

SUSTAINABLE DEVELOPMENT AREA: ENVIRONMENT. 

13. FOR STRATEGIC OBJECTIVE 2, THE AGENCY AGREES WITH THE 
MISSIONIS EMPHASIS ON POLICY AND ITS IMPLEMENTATION, AND 
THIS S.O. IS APPROVED WITHOUT NEED FOR MODIFICATION. THIS 
EMPHASIS REPRESENTS AN EVOLUTION OF USAIDIS EARLIER 
EFFORTS TO SUCCESSFULLY DEVELOP A NATIONAL ENVIRO~~NTAL 
STRATEGY AND ACTION PLAN WITH THE SRI LANKANS. TO DATE, 
THESE JOINT USAID-SRI LANKA EFFORTS HAVE HELPED LEAD TO 
TWO MAJOR COMPLEMENTARY INVESTMENTS BY THE WORLD BANK AND 
AS IAN DEVELOPMENT BANK. 

SUSTAINABLE DEVELOPMENT AREA: DEMOCRACY. 

14. STRATEGIC OBJECTIVE 3 IS MODIFIED TO READ QUOTE, 
GREATER EMPOWERMENT OF PEOPLE TO PARTICIPATE IN DEMOCRACY, 
UNQUOTE. THI S ADJUSTMENT ADDS CLARITY TO THI S S. O. BY 
PLACING THE EMPHASIS ON DEMOCRACY AND REMOVING ANY 
PERCEPTIONS OF DUPLICATION WITH S.O.L. 

(B) TARGETS OF OPPORTUNITY. 

15. USAID RESPONSE TO PEACE. U.S. GOVERNMENT POLICY IS 
TO PROMOTE PEACE, AND USAIDIS DEVELOPMENT ROLE IS TO MAKE 
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PEACE A SUSTAINABLE PROCESS. GIVEN THE SIGNIFICANCE THAT 
THE U.S. PLACES ON PEACE IN SRI LANKA, THE USG HAS 
ACKNOWLEDGED SUPPORT TO THIS PROCESS AT THE APRIL 1995 
CONSULTATIVE GROUP MEETING. 

16. HIV/AIDS. THE AGENCY WILL PROCEED WITH THIS TARGET 
OF OPPORTUNITY. WHILE SMALL AMOUNTS OF RESOURCES ARE 
INVOLVED, USAID IS ALREADY THE LEAD DC~OR. USAID HAS 
TAKEN STEPS TO INCREASE THE ROLE AND RESPONSIBILITIES OF 
NGOIS, INCLUDING AN INTERNATIONAL HIV/;I,.IDS NGO, IN 
INCREASING HIV/AIDS AWARENESS AND PRE~~NTION IN SRI LANKA. 
THE APPROACH IS SENSITIVE TO ~~GEMENT IMPLICATIONS. 

ACTION PLAN. 

RESOURCE MIX. 

17. OPEPATING EXPENSE AND STAFF. GIVEN THE APPARENT LOSS 
OF PL 480 TITLE III, THE DROP FROM 17 TO 12 USDH OVER THE 
LAST 36 MONTHS, AND MISSIONIS REORGANIZATION EFFORTS, THE 
STAFF TO DEv~LOPMENT RESOURCE MIX APPEARS TO BE IN 
BALANCE. 

18. DEVELOPMENT ASSISTANCE. IN PREPARING THE STRATEGY 
AND BUDGET SCENARIOS, THE MISSION USED THE CONTROL NUMBERS 
PROVIDED TO THE MISSION BY THE ANE BUREAU FOR THE 
CPS/ACTION PLAN DRAFTING (I.E. ACTUAL DATA FOR FY 95 AND 
THE CP LEVEL FOR FY 96 USED FOR BOTH FY 96 AND FY 97) . 
THE MISSION STATED THAT AT SUSTAINABLE DEVELOPMENT 
ASSISTANCE LEVELS BELOW $13.0 MILLION (A 30 PERCENT DROP 
FROM THE $18.8 MILLION CP LEVEL FOR FY 96), THE MISSION 
BEGINS TO FACE MORE SERIOUS CONSIDERATIONS BETWEEN 
CARRYING THE FULL CPS AGENDA OF S.O.'S AND P.O.'S, AND 
MAI~~AINING RESPONSIBLE PIPELINE LEVELS. 

GLOBAL BUREAU SUPPORT. 

19. MISSION HAS SUBMITTED THREE REQUESTS FOR G BUREAU 

SUPPORT. THERE HAS BEEN SOME RESPONSE, BUT THE MISSION 
WILL CONTINUE TO MEET WITH GLOBAL BUREAU CENTERS TO 
CLARIFY NEEDS AND DETERMINE FEASIBLE FIELD SUPPORT LEVELS, 
ESPECIALLY IN FY 1995, BUT ALSO IN FY'S 1996 AND 1997. 
MISSION NEEDS ARE MORE THAN THE GLOBAL BUREAU IS PRESENTLY 
ABLE TO PROVIDE. AREAS WHERE THERE ARE SHORTFALLS 
INCLUDE: DEMOCRACY, NUTRITION, AIDS, AND ECONOMIC GROWTH. 
FOR FY 1996, THE MISSION SHOWS A SIZABLE INCREASE IN ITS 
REQUEST FOR GLOBAL BUREAU FIELD SUPPORT IN THE AREA OF 
ECONOMIC GROWTH. MISSION WAS CAUTIONED THAT THIS AREA HAS 
THE LEAST AMOUNT OF FUNDS OF ALL THE GLOBAL CENTERS. 

20. GLOBAL BUREAU PROJECTS. THE FOLLOWING ARE GLOBAL 
BUREAU FIELD SUPPORT PROJECTS ACTIVE IN SRI LANKA. THE 
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GLOBAL BUREAU CERTIFIES THIS LIST TO BE COMPLETE: 

936-5122 OMNI, OPPORTUNITIES FOR MICRO-NUTRIENT 
MALNUTRITION 

936-5110 IMPACT, FOOD STAMP/NUTRITION PROGRAM 
ASSESSMENT 

936-5448 GEMINI, GROWTH AND EQUITY THROUGH 
MICRO-ENTERPRISE INVESTMENT AND INSTITUTIO~S 

940-0406 MIP/PRIME, PROGRAM FOR INNOVATION IN 
MICRO-ENTERPRISE 

936-4201 
936-4214 
940-0016 
298-0377 
398-0263 
499-0002 
936-5555 

APAP III, AGRICULTURAL POLICY ANALYSIS ?ROJECT 
P~P, REGIONAL AGRIBUSINESS PROJECT 
P&D, PRIVATIZATION AND DEVELOPMENT 
DEMOCRATIC INSTITUTIONS SUPPORT 
ASIA-AMERICAN FREE LABOR INSTITUTE 
ASIA DEMOCRACY PROGRAM 
EPAT, ENVIRONMENTAL AND NATURAL RESOURCES 
POLICY AND TRAINING 

936-5559 EP3, ENVIRONMENTAL POLLUTION PREVENTION 
PROGRAM 

21. CORE RESEARCH. LATER IN FY 1995, G WILL ASSEMBLE A 
LIST OF CORE RESEARCH ACTIVITIES BEING FUNDED IN SRI 
LANKA. THE MISSION AND ANE WILL REVIEW THIS LIST TO SEE 
IF GREATER USE CAN BE MADE WITHIN THE CURRENT STRATEGY. 

22. PIPELINE. 

THE MISSION PIPELINE IS AT ABOUT NINE MONTHS. ALTHOUGH 
LOW BY AGENCY STANDARDS, IT WAS AGREED THAT SRI LANKA'S 
FI~~CIAL ~~AGEMENT SYSTEM AND OBLIGATION/EXPENDITURE 
RECORD ALLOW THE BUREAU AND MISSION TO ACCEPT A NINE-MONTH 
PIPELINE. 

NAD. 

23. THE SEGP NAD IS APPROVED. MISSION WILL PROCEED WITH 

THE DESIGN ~~ OBLIGATE ONCE THE DESIGN IS COMPLETE. THE 
BUREAU COMPLIMENTED THE MISSION ON ITS INNOVATIVE APPROACH 
OF COMBINING OLD PROJECTS WITH NEW UNDER ONE PROGRAM 
(STRATEGIC OBJECTIVE) WITHOUT NEED TO 

DEOBLIGATE/REOBLIGATE. THE BUREAU INDICATED THAT THIS MAY 
SERVE AS A MODEL FOR OTHER MISSIONS AS THEY MOVE FROM THE 
PAST TO THE FUTURE (I.E. RE-ENGINEERING). 

24. CATEGORY C: SRI LANKA HAS ONLY ONE CATEGORY C 
PROJECT: PROMOTION OF PRIVATE INFRASTRUCTURE (PPI). THE 
MISSION HAS TERMINATED ITS TA UNDER THIS PROJECT, WHICH 
STOPPED K~JOR DISBURSEMENTS. THE MISSION ALSO SENT A 
PROJECT IMPLEMENTATION LETTER TO THE GOVERNMENT. THE 
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LETTER, WHICH WAS JOINTLY DEVELOPED WITH THE GOVERNMENT, 
STIPULATED A SERIES OF REGULATORY AND POLICY DECISIONS 
REQUIRED IN ORDER TO PUT THE PROJECT BACK ON TRACK. 
MISSION WILL CONTINUE TO MONITOR THE PROJECT CLOSELY. 

25. AIDS FUNDING. THERE ARE NO FY 1995 GLOBAL BUREAU 
RESOURCES AVAILABLE FOR SUPPORTING HIV/AIDS ACTIVITIES IN 
SRI ~~YA. USAID/SRI LANKA HAS SUBMITTED A REQUEST FOR 
&~E BUREAU REGIONAL HIV/AIDS FUNDS. THE ~ISSION REQUEST 
WILL BE TAKEN INTO CONSIDER~TION AS THE BUREAU DEVELOPS 
AND APPROVES A WORKPLAN FOR OBLIGATING FY 1995 ANE 
HIV/AIDS FUNDS. 

26. OUTSTk~ING ACTIONS. IN SUMMARY, THE FOLLOWING 
ACTIONS ARE TO BE TAKEN: 

(A) THE MISSION WILL SUBMIT A P£VISED STRATEGIC OBJECTIVE 
TREE TO INCLUDE, AT A MINIMUM, THE FOLLOWING: 

--THE CHANGES TO STRATEGIC OBJECTIVE 1 AND RELATED 
INDICATORS DESCRIBED IN PAP-AS 7 AND 8 ABOVE; 

--MODIFICATIONS TO INDICATORS FOR PL480 TITLE III TO BRING 
THEM IN LINE WITH EXISTING RESOURCES; 

--STP-ATEGIC OBJECTIVE 3 WILL BE MODIFIED PER PARA 9 

(B) ANE WILL CONTINUE TO PURSUE PL480 TITLE III AND TITLE 
I RESOURCES FOR SRI LANKA (PARAS 10, 11 AND 12 ABOVE) 

(C) AT THE NEXT CONSULTATIVE GROUP MEETING, ANE WILL 
ACKNOWLEDGE THE IMPORTP~CE THAT THE USG PLACES ON THE 
PEACE PROCESS IN SRI LANKA. 

(D) THE MISSION WILL PROCEED WITH THE DESIGN AND 
OBLIGATION OF THE ~ S-Ertf. 

(E) GLOBAL BUREAU HAS PROVIDED A COMPLETE LIST OF ACTIVE 
FIELD SUPPORT IN SRI LANKA IN THIS CABLE, AND WILL PROVIDE 
A LIST OF CORE RESEARCH PROJECTS ACTIVE IN SRI LANKA AT A 
LATER DATE IN FY 1995. 
TARNOFF 
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OEPAR. THENT OF EXTERNAL RESOURCES 

.,llltJtry of Finance, Planning, Ethnic: Mfal" ll'l4 

National Integration 

Mr. David A. Cohen, 
Director, 
USAID. 

Dear Mr. Cohen, 

SUSTAINABLE ECONOMIC GROWTH PROGRAM 

1995.08.23 

PROJECT IMPLEMENTATION LETTER 06 FOR THE AGRO
ENTERPRISES PROJECT (383-0111); PROJECT 
IMPLEMENTATION LETTER 11 FOR THE TECHNOWGY 
INI TIATIVE FOR THE PRIVATE SEC'IOR PROJECT (383-0108) 
PROJECT IMPLEMENTATION LETTER 43 FOR THE PROMOTION 
OF PRIVATE INFRASTRUC'IURE PROJECT (383-0118) 

I return herewith the Project Implementation Letter of 
the SEGP signed by the Director General of External 
Resources Department. 

yo~r~ Si~CerelY' 

M::. ~ tha Cooray, 
Deputy Director, 
for DG/ERD. 
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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 
MISSION TO SRI LANKA. 

Tel No. (94-1) 574333. Fax No. (94-1) 5742641574500 

po. Box 106. 
.,56. Galle Road 
Colombo 3. Sri Lanka 

USAID/Coiombo 
Department of Siale 
Washing10n D.C. 20521-6100 

August 22, 1995 

Mr. S. L. Seneviratne 
Director-General 
External Resources Department 
Ministry of Finance, Planning, Ethnic Affairs, and National Integration 
Galle Face Secretariat 
Colombo 1 

Subject: Sustainable Economic Growth Program 
Project Implementation Letter 06 for the Agro-Enterprises Project (383-0111); 
Project Implementation Letter 11 for the Technology Initiative for the Private 
Sector Project (383-0108); 
Project Implementation Letter 43 for the Promotion of Private Infrastructure 
Project (383~0118) 

Dear Mr. Seneviratne: 

As you know, USAID/Sri Lanka has been preparing design documents for the new 
Sustainable Economic Growth Program (SEGP). Enclosed with this letter please find a 
summary description of SEGP. 

SEGP will consolidate the important work our two Governments have undertaken in the Agro
Enterprises Project (383-0111), the Technology Initiative for the Private Sector Project (383-
0108) and the Promotion of Private Infrastructure Project (383-0118), and expand into such 
new areas as microenterprise development and economic policy reform. We expect that the 
package of activities to be carried out under the SEGP will make a significant contribution to 
foster, in a sustainable manner, Sri Lanka's economic growth, increase employment, improve 
the level of income of poor people, and incr.ease private sector investment. 

The program's rationale is based on several factors. SEGP will optimize the use of limited 
resources to deal in an interrelated, mutually supportive and synergistic way with the 
development constraints on economic growth in Sri Lanka. SEGP will provide a strategic as 
well as an operational framework for USAID's activities related to its economic growth 
objectives. SEGP has been developed in line with USAID's agency-wide initiative to replace 
the individual project approach with strategic objective programs. Compliance with this new 
approach will enhance SEGP's competitiveness in securing resources from 
USAIDlWashington for economic growth activities in Sri Lanka. 

.;::;-{):J~ 
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Specifically, SEGP will: 

concentrate scarce USAID economic growth resources in a single high-priority 
strategic objective; 

create a unified USAID and Government of Sri Lanka management framework within 
which all economic growth program activities will be monitored and evaluated; and 

enable USAID and the Government of Sri Lanka to shift resources from poor to strong 
performing activities in response to lessons learned, evolving opportunities, and 
availability of resources, without resorting to complex and time-consuming 
"deobligation-reobligation" procedures which also carry the risk of funds being 
withdrawn by USAIDlWashington for other purposes. 

We estimate that funding for SEGP will total approximately US$55 million from USAID, the 
Government of Sri Lanka and other sources. Part of USAID's contribution for SEGP will come 
from future year USAID contributions (i.e., amounts remaining to be obligated) to currently 
existing projects: the Agro-Enterprises Project, the Technology Initiative for the Private Sector 
Project, and the Promotion of Private Infrastructure Project. Assuming availability of funds 
for this purpose, USAID will obligate funds originally intended for those projects under the 
SEGP umbrella agreement. We are not reducing our contribution for those projects, but 
transferring them to the new Program. As of this date, the following amounts are obligated 
to, and remain to be obligated to, Agro-Enterprises, the Technology Initiative for the Private 
Sector, and the Promotion of Private Infrastructure projects: 

Project 

Agro-Enterprises (AgEnt) 
Technology Initiative for 

the Private Sector (TIPS) 
Promotion of Private Infrastructure (PPJ) 

Totals 

Obligated Amount 

$ 8,850,000 

$12,150,000 
$ 6,222,000 

Amount Remaining 
to be Obligated 

$ 350,000 
$1,778,000 

$7,278,000 

The total amount remaining to be obligated in future years to the AgEnt, TIPS, and PPI 
projects ($7,278,000), plus an estimated additional $32.7 million for these existing activities 
and new program activities, for a total of approximately $40 million, is the amount USAID 
intends to contribute for SEGP, subject to availability of funds. The balance of $15 million 
would consist of a Government of Sri Lanka cash/in-kind contribution of $5.5 million 
equivalent and $9.5 million equivalent from private and non-governmental sources (please 
refer to the summary cost estimate annexed to the enclosed program summary). 

Funds already obligated for the Agro-Enterprises, the Technology Initiative for the Private 
Sector, and the Promotion of Private Infrastructure projects ($27,222,000) will not be 
transferred to the new Program or otherwise affected. 
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With your signature below, we will treat this letter as your official request for assistance and 
begin preparing the Program Grant Agreement that will launch SEGP and provide its first 
funding. Your signature will also concur in reducing the anticipated funding levels for the 
Agro-Enterprises, the Technology Initiative for the Private Sector, and the Promotion of 
Private Infrastructure projects to the currently obligated amounts shown in the first column 
above. The amount remaining to be obligated to each of these projects (second column) will 
become part of USAID's contribution to SEGP (under which these three projects are 
included), subject to availability of funds. 

I would request you to kindly return one original signed copy of this letter to my office. 

All of us in USAID look forward to working with you, your staff and other concerned parties 
in the Government of Sri Lanka on this exciting new program. 

Director 

Encl. as stated 

Concur: 

Date: 

S.L. Seneviratne 
Director-General 
External Resources Department 
Ministry of Finance, Planning, Ethnic Affairs, 

and National Integration 

\ 
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SC(l) - COUNTRY CHECKLIST - SRI LANKA FY95 

Listed below ar~ statutory criteria 
applicable to the eligibility of countries 
to receive the following categories of 
assistance: (A) both Development 
Assistance and Economic Support Funds; 
(8) Development Assistance funds only; or 
(C) Economic Support Funds only. 

A. COUNTRY ELIGIBILITY CRITERIA 
APPLICABLE TO BOTH DEVELOPMENT 
ASSISTANCE AND ECONOMIC SUPPORT FUND 
ASSISTANCE 

1. Narcotics Certification (FAA 
Sec. 490): (This provision applies to 
assistanc~ provided by grant, sale, 
loan, lease, credit, guaranty, or 
insurance, except assistance relating 
to international narcotics control, 
disaster and refugee relief 
assistance, narcotics related 
assistance, or the provision of food 
(including the monetization of food) 
or medicine, and the provision of 
nonagricultural commodities under 
P.L. 480. This provision also does 
not apply to assistance for child 
survival and AIDS programs which can, 
under section 522 of the FY 1995 
Appropriations Act, be made available 
notwithstanding any provision of law 
that restricts assistance to foreign 
countries, and programs identified in 
section 547 of that Act and other 
provisions of law that have similar 
notwithstanding authority.) If the 
recipient is a "major illicit drug 
producing country" (defined as a 
country in which during a year at 
least 1,000 hectares of illicit opium 
poppy is cultivated or harvested, or 
at least 1,000 hectares of illicit 
coca is cultivated or harvested, or 
at least 5,000 hectares of illicit 
cannabis is cultivated or harvested) 
or a "major drug-transit country" 
(defined as a country that is a 
significant direct source of illicit 
drugs significantly affecting the 
United States, through which such 
drugs significantly affecting the 
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drugs are transported, or through 
which significant sums of 
drug-related profits are laundered 
with the knowledge or complicity of 
the government) : 

(1) has the President in 
the March 1 International Narcotics 
Control Strategy Report (INCSR) 
determined and certified to the 
Congress (without Congressional 
enactment, within 30 calendar days, 
of a resolution disapproving such a 
certification), that (a) during the 
previous year the country has 
cooperated fully with the United 
States or taken adequate steps on its 
own to satisfy the goals and 
objectives established by the U.N. 
Convention Against Illicit Traffic in 
Narcotic Drugs and Psychotropic 
Substances, or that (b) the vital 
national interests of the United 
States require the provision of such 
assistance? Not applicable. 

(2) with regard to a 
major illicit drug producing or drug
transit country for which the 
President has not certified on March 
1, has the President determined and 
certified to Congress on any other 
date (with enactment by Congress of a 
resolution approving such 
certification) that the vital 
national interests of the United 
States require the provision of 
assistance, and has also certified 
that (a) the country has undergone a 
fundamental change in government, or Not applicable. 
(b) there has been a fundamental 
change in the conditions that were 
the reason why the President had not 
made a "fully cooperating" 
certification. Not applicable. 

2. Indebtedness to U.S. citizens 
(FAA Sec. 620(c): If assistance is 
to a government, is the government 
indebted to any U.S. citizen for 
goods or services furnished or 

~ 
c-

• • 
• • • • • • • • 
• • • • 
• 
• • • 
• • 
• • • • • • 
• • 
• 
• • • • 

De 



• 
• • • • • • • 
• • • • • • • • • 
• • • • 
• • • • • • • • • • • • • 

, . 

- 4cc -

ordered where: (a) such ci t i zen has 
exhausted available legal remedies, No. 
(b) the debt is not denied or 
indebtness arises under an 
unconditional guaranty of pay~ent 
given by such government or 
controlled entity? No. 

3. Seizure of U.S. Property 
(Foreign Relations Authorization Act, 
Fiscal Years 1994 and 1995, Sec. 
527): If assistance is to a 
government, has it (including any 
government agencies or 
instrumentalities) taken any action 
on or after January 1, 1956 which has 
the effect of nationalizing, 
expropriating, or otherwise seizing 
ownership or control of property of 
U.S. citizens or entities 
beneficially owned by them without 
(during the period specified in 
subsection (c) of this section) 
either returning the property, 
providing adequate and effective 
compensation for the property, 
offering a domestic procedure 
providing prompt, adequate, and 
effective compensation for the 
property, or submitting the dispute 
to international arbitration? If the 
actions of the government would 
otherwise prohibit assistance, has 
the President waived this prohibition 
and so notified Congress that it was 
in the national interest to do so? No. 

4. Communist and other 
countries (FAA Secs. 620(a), 620(f), 
620D; FY 1995 Appropriations Act 
Secs. 507, 523): Is recipient 
country a Communist country? If so, No. 
has the President: (a) determined 
that assistance to the. country is 
vital to the security of the United 
States, that the recipient country is· 
not controlled by the international 
Communist conspiracy, and that such· 
assistance will further promote the 
independence of the recipient country 
from international communism, or (b) 

.r .. i i 

I: 
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removed a country from applicable 
restricitions on assistance to 
communist countries upon the 
determination and ~eport to Congress 
that such action is important to the 
national interest of the United 
States? Will assistance be provided 
di rect ly to Cuba, Iraq, Syr ia I North 
Korea, or the People's Republic of 
China? Will assistance be provided 
inside Afghanistan without a 
certification, or will assistance be 
provided inside Afghanistan through 
the Soviet-controlled government of 
Afghanistan? 

5. Mob Action (FAA Sec. 
620(j)): Has the country permitted, 
or failed to take adequate measures 
to prevent, damage or destruction by 
mob action of U.S. property? No. 

6. OPIC Investment Guaranty 
(FAA Sec. 620(1)): Has the country 
failed to enter into an investment 
guaranty agreement with OPIC? No. 

7. Seizure of U.S. Fishinq 
Vessels (FAA Sec. 620(0); Fishermen's 
Protective Act of 1967 (as amended) 
Sec. 5): (a) Has the country seized, 
or imposed any penalty or sanction 
against, any U.S. fishing vessel 
because of fishing activities in 
international waters? (b) If so, No. 
has any deduction required by the 
Fishermen's Protective Act been made? Not applicable. 

8. Loan Default (FAA Sec. 
620(q); FY 1995 Appropriations Act 
Sec. 512 (Brooke Amendment)): (a) 
Has the government of the recipient 
country been in default for more than 
six months on interest or principal 
of any loan to the country under the 
FAA? (b) Has the country been in No. 
default for more than one year on 
interest or principal on any U.S. 
loan under a program for which the FY 
1995 Appropriations Act appropriates 
funds? No. 

• • • • • • • • • • • • 
• 
• 
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• 
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• • • 
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• • 
• 
• 
• 
• 
• 
• 
• 
• 



• • • • • • • 
• 
• 
• • • • • • • • • • • • • • • • • • • • 
• • 
• • 
• 

- 6cc -

9. Military Equipment (FAA Sec. 
620(s)): If contemplated assistance 
is development loan or :0 come from 
Economic Support Fund, ~as the 
AcL'1linistrator taken int::> account t~e 
percentage of the count~y's budget 
and amount of the count~y's foreign 
exchange or other resou~ces spent on 
military equipment? {Reference may 
be made to the annual "7aking Into 
Consideration" memo: "Yes, taken 
into account by the Administrator at 
time of approval of Agency OYB." 
This approval by the Administrator of 
the Operational Year Budget can be 
the basis for an affirmative answer 
during the fiscal year unless 
significant changes in circumstances 

- --- .-. 

occur.} Not applicable. 

10. Diplomatic Relations with 
U.S. (FAA Sec. 620 (t)): Has the 
country severed diplomatic relations 
with the United States? If so, have 
relations been resumed and have new 
bilateral assistance agreements been 
negotiated and entered into since 
such resumption? . 

11. U.N. Obligations (FAA Sec. 
620(u): What is the payment status. 
of the country's U.N. obligations? 
If the country is in arrears, were 
such arrearages taken into account by 
the A.I.D. Administrator in 
determining the current A.I.D. 
Operational Year Budget? (Reference 
may be made to the "Taking into 
Consideration" memo.) 

12. International Terrorism 

a. sanctuary and 
support(FY 1995 Appropriations Act 
Sec. 529; FAA Sec. 620A): Has the 
country been determined by the 
President to: (a) grant sanctuary 
from prosecution to any individual or 
group which has committed an act of 

No. 

Not applicable. 

Sri Lanka is 
current on . 
regular UN budget 
assessments. 

international terrorism, or (b) No. 
otherwise support international 

., 
.-: ; "', 
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terrorism, unless the President has 
waived this restriction on grounds of 
national security or for humanitarian 
reasons? No. 

b. Airport Security (ISDCA 
of 1985 Sec. 552(b)): Has the 
Secretary of State determined that 
the country is a high terrorist 
threat country after the Secretary of 
Transportation has determined, 
pursuant to section 1115(e) (2) of the 
Federal Aviation Act of 1958, that an 
airport in the country does not 
maintain and administer effective 
security measures? No. 

c. Compliance with UN 
Sanctions (FY 1995 Appropriations Act 
Sec. 538): Is assistance being 
provided to a country not in 
compliance with UN sanctions against 
Iraq, Serbia, or Montenegro and, if No. 
so, has the President made the 
necessary determinations to allow 
assistance to be provided? Not applicable. 

13. Countries that Expor,t 
Lethal Military Equipment (FY 1995 
Appropriations Act Sec. 563): Is 
assistance being made available to a 
government which provides lethal 
military equipment to a country the 
government of which the Secretary of 
State has determined is a terrorist 
government for purposes of section 
40(d) of the Arms Export Control Act? No. 

14. Discrimination (FAA Sec. 
666(b)): Does the country object, on 
the basis of race, religion, national 
orlgln or sex, to the presence of any 
officer or employee of the u.S. who 
is present in such country to carry 
out economic development programs 
under the FAA? No. 

15. Nuclear Technology (Arms 
Export Control Act Secs. 1014 102): 
Has the country, after August 3, 
1977, delivered to any other country 

• • • • • 
• • 
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or received nuclear enric~~ent or 
reprocessing equipment, materials, or 
technology, without specified 
arrangements or safeguards, and 
without special certification by t~e 
President? Has it transferred a 
nuclear explosive device to a 
non-nuclear weapon state, or if such 
a state, either received or detonated 
a nuclear explosive device? If the 
country is a non-nuclear weapon 
state, has it, on or after August 8, 
1985, exported (or attempted to 
export) illegally from the United 
States any material, equipment, or 
technology which would contribute' 
significantly to the ability of a 
country to manufacture a nuclear 
explosive device? (FAA Sec. 620E(d) 
permits a special waiver of Sec. 101 
for Pakistan.) 

16. Algiers Meeting (ISDCA of 
1981, Sec. 720): Was the country 
represented at the Meeting of 
Ministers of Foreign Affairs and 
Heads of Delegations of the 
Non-Aligned Countries to the 36th 
General Assembly of the U.N. on Sept. 
25 and 28, 1981, and did it fail to 
disassociate itself from the 
communique issued? If so, has the 
President taken it into account? 
(Reference may be made to the "Taking 
into Consideration" memo.) 

17. Military Coup (FY 1995 
Appropriations Act Sec. 508): Has 
the duly elected Head of Government 
of the country been deposed by 
military coup or decree? If 
assistance has been terminated, has 
the President notified Congress that 
a democratically elected government 
has taken office prior to the 
resumption of assistance? 

18. Exploitation of Children (FAA 
Sec.' 116(b»: Does the recipient 
government fail to take appropriate 
and adequate measures, within its 

No. 

No. 

No. 

Sri Lanka was not 
represented at 
the meeting and 
has subsequently 
entered a written 
reservation. 

No. 

Not applicable. 



B. 

C. 

- gee -

means, to protect children from 
exploitation, abuse or forced 
conscription into military or 
paramilitary services? No. 

19. Parking Fines (FY 1995 
Appropriations Act Sec. 564): Has 
the overall assistance allocation of 
funds for a country taken into 
account the requirements of this 
section to reduce assistance by 110 
percent of the amount of unpaid 
parking fines owed to the District of 
Columbia as of August 23, 1994? Yes. 

COUNTRY ELIGIBILITY CRITERIA 
APPLICABLE ONLY TO DEVELOPMENT 
ASSISTANCE ("DA") 

Human Rights Violations (FAA 
Sec. 116): Has the Department of 
State determined that this government 
has engaged in a consistent pattern 
of gross violations of 
internationally recognized human 
rights? If so, can it be 
demonstrated that contemplated 
assistance will directly benefit the 
needy? 

COUNTRY ELIGIBILITY·CRITERIA 
APPLICABLE ONLY TO ECONOMIC SUPPORT 
FUNDS ("ESF") 

Human Rights Violations (FAA 
Sec. S02B): Has it been determined 
that the country has engaged in a 
consistent pattern of gross 
violations of internationally 
recognized human rights? If so, has 
the President found that the country 
made such significant improvement in 
its human rights record that 
furnishing such assistance is in the 
U.S. national interest? 

Human rights 
concerns have 
been noted, but 
have not reached 
the level where 
FAA Section 116 
restrictions are 
triggered. 

Not applicable. 

Not applicable. 

DRAFTER:GC/LP:BLester:lO/l7/94:cheklist.95 

responses: ANE/SA, JVandenbos, 05/8/95; check. 1st 
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SRI LANKA COUNTRY CHECKLIST - FY95 • 
Clearances: • 
State/INS: DLawton_=--__ Date--=--,--__ 
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State/OES/OMC:STinkham __ ~~-- Date-------
State/DRL:CRich Date 
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• 
• 
• 
• • 
• 
• • 
• 
• • 
• 
• • 
• • 
• • • • • • 
• 
• • • 

. r ,) • d f 



• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 

Sustainable Economic Gro\\1h Program 

5C(2) - ASSIST k'\fCE CHECKLIST 
Listed below are statutory criteria 
applicable to the assistance resources 
themselves, rather than to the eligibility of 
a country to receive assistance. This 
section is divided into three parts. Part A 
includes criteria applicable to both 
Development Assistance and Economic 
Support Fund resources. Part B includes 
criteria applicable only to Development 
Assistance resources. Part C includes 
criteria applicable only to Economic 
Support Funds. 

CROSS REFERENCE: IS COUNTRY 
CHECKLIST UP TO DATE? 

Yes 

A. CRlTERlA APPLICABLE TO 
BOTH DEVELOPMENT 
ASSISTANCE AND ECONOMIC 
SUPPORT FUNDS 

1. Host Country Development 
Efforts (FAA Sec. 601(a»: 
Infonnatioh and conclusions on 
whether assistance will encourage 
efforts of the country to: 
(a) increase the flow of 
international trade; (b) foster 
private initiative and competition; 
(c) encourage development and use 
of cooperatives, credit unions, and 
savings and loan associations; 
(d) discourage monopolistic 
practices; (e) improve techillcal 
efficiency of industry, agriculture, 
and commerce; and (f) strengthen 
free labor unions. 

Project activities directly support 
increased private sector 
participation in the economy, 
improved technologies and more 
accessible and effective financial 
markets. 

2. U.S. Private Trade and 
Investment (FAA Sec. 601(b»: 
Information and conclusions on 
how assistance will encourage U.S. 
private trade and investment abroad 
and encourage private U.S. 
participation in foreign assistance 
programs (including use of private 
trade channels and the services of 
U.S. private enterprise). 

U.S. technical assistance will be 
used to implement this program 
which will strengthen investment 
opportunities and create an 
improl'ed and familiar investment 
climate for U.S. trade and 
investment activities. 

3. Congressional Notification 

a. General requirement 
(FY 1995 Appropriations Act Sec. 
515; FAA Sec. 634A): If money is 
to be obligated for an activity not 
previously justified to Congress, or 
for an amount in excess of amount 
previously justified to Congress, 
has Congress been properly notified 
(unless the Appropriations Act 
notification requirement has been 
waived because of substantial risk 
to human health or welfare)? 

Yes 

b. Special notification 
requirement (FY 1995 
Appropriations Act Sec. 520): Are 
all activities proposed for obligation 
subject to prior congressional 
notification? 

Not Applicable 

c. Notice of account 
transfer (FY 1995 Appropriations 
Act Sec. 509): If funds are being 
obligated under an appropriation 



account to which they were not 
appropriated. has the President 
consulted with and provided a 
written justification to the House 
and Senate Appropriations 
Committees and has such obligation 
been subject to regular notification 
procedures? 

Not Applicable 

d. Cash transfers and 
nonproject sector assistance (FY 
1995 Appropriations Act Sec. 
536(b)(3»: If funds are to be made 
available in the form of cash 
transfer or nonproject sector 
assistance, has the Congressional 
notice included a detailed 
description of how the funds will 
be used, with a discussion of U.S. 
interests to be served and a 
description of any economic policy 
reforms to be promoted? 

Not Applicable 

4. Engineering and Financial 
Plans (FAA Sec. 611(a»: Prior to 
an obligation in excess of 
$500,000, will there be: (a) 
engineering, financial or other 
plans necessary to carry out the 
assistance; and (b) a reasonably 
fum estimate of the cost to the 
U.S. of the assistance? 

Yes, fo~ those actiyities against 
which funds will be obligated in 
this FY. Reasonable firm 
estimates will be deyeloped prior 
to the obligation of future FY 
funds for "shelr' activities. 

5. Legislative Action (FAA Sec. 
611 (a)(2»: If legislative action is 
required within recipient country 
with respect to an obligation in 
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excess of $500,000, what is the 
basis for a reasonable expectation 
that such action will be completed 
in time to permit orderly 
accomplishment of the purpose of 
the assistance? 

~ot Applicable 

6. 'Vater Resources (FAA Sec. 
611(b»: If project is for water or 
water-related land resource 
construction, have benefits and 
costs been computed to the extent 
practicable in accordance with the 
principles, standards, and 
procedures established pursuant to 
the Water Resources Planning Act 
(42 U.S.C. 1962. et ~.)? 

Not Applicable 

7. Cash Transfer/Nonproject 
Sector Assistance Requirements 
(FY 1995 Appropriations Act Sec. 
536). If assistance is in the fonn 
of a cash transfer or nonproject 
sector assistance: 

Not Applicable 

a. Separate account: Are 
all such cash payments to be 
maintained by the country in a 
separate account and not 
commingled with any other funds 
(unless such requirements are 
waived by Congressional notice for 
nonproject sector assistance)? 

Not Applicable 

b. Local currencies: If 
assistance is furnished to a foreign 
government under arrangements 
which result in the generation of 
local currencies: 

(' 
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Not Applicable 

(1) Has A.J.D. (a) 
required that local currencies be 
deposited in a separate account 
established by the recipient 
government. (b) entered into an 
agreement with that government 
providing the amount of local 
currencies (0 be generated and the 
terms and conditions under which 
the currencies so deposited may be 
utilized, and (c) established by 
agreement the responsibilities of 
A.I.D. and that government to 
monitor and account for deposits 
into and disbursements from the 
separate account? 

(2) Will such local 
currencies,· or an equivalent amount 
of local currencies, be used only to 
carry out the purposes of the DA or 
ESF chapters of the FAA 
(depending on which chapter is the 
source of the assistance) or for the 
administrative requirements of the 
United States Government? 

(3) Has A.I.D. 
taken all appropriate steps to ensure 
that the equivalent of local 
currencies disbursed from the 
separate account are used for the 
agreed purposes? 

(4) If assistance is 
terminated to a country, will any 
unencumbered balances of funds 
remaining in a separate account be 
disposed of for purposes agreed to 
by the recipient government and the 
United States Government? 

8. Capital Assistance (FAA Sec. 
611(e»: If project is capital 
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assistance U, construction), and 
total U.S. assistance for it will 
exceed $1 million. has Mission 
Director certified and Regional 
Assistant Administrator taken into 
consideration the country's 
capability to maintain and utilize 
the project effectively? 

~ot Applicable 

9. l\fuItiple Country Objectives 
(FAA Sec. 601(a»: Information 
and conclusions on whether projects 
will encourage efforts of the 
country to: (a) increase the flow of 
international trade; (b) foster 
private initiative and competition; 
(c) encourage development and use 
of cooperatives, credit unions, and 
savings and loan associations; 
(d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriculture 
and commerce; and (f) strengthen 
free labor unions. 

Project activities directly support 
activities which create new 
products, increase production 
efficiency, expand markets, 
develop supporting 
infrastructure, and improve 
financial market institutions, 
policies and investments. 

to. U.S. Private Trade (FAA 
Sec. 601 (b»: Information and 
conclusions on how project will 
encourage U.S. private trade and 
investment abroad and encourage 
private U.S. participation in foreign 
assistance programs (including use 
of private tradechannels and the 
services of U.S. private enterprise). 

u.s. technical assistance will be 



used to implement this program 
which will strengthen im'estmcnt 
opportunities and create an 
improved and familiar investment 
climate for U.S. trade and 
investment acthities. 

11. Local Currencies 

a. Recipient Contributions 
(FAA Secs. 612(b), 636(h»: 
Describe steps taken to assure that, 
to the maximum extent possible, 
the country is contributing local 
currencies to meet the cost of 
contractual and other services, and 
foreign currencies owned by the 
U.S. are utilized in lieu of dollars. 

The Host Country is contributing 
at least 25% of the cost of 
program implementation. The 
USG does not own any Sri 
Lankan currency. 

b. U.S.-Owned Currency 
(FAA Sec. 612(d»: Does the U.S. 
own excess foreign. currency of the 
country and, if so, what 
arrangements have been made for 
its release? 

No 

12. Trade Restrictions 

a. Surplus Commodities 
(FY 1995 Appropriations Act Sec. 
513(a»: If assistance is for the 
production of any commodity for 
export, is the commodity likely to 
be in surplus on world markets at 
the time the resulting productive 
capacity becomes operative, and is 
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such assistance likely to cause 
substanlial injury to U, S. producers 
of the same, similar or competing 
commodity? 

~o 

b. Tex1i1es (Lauten berg 
Amendment) (FY 1995 
Appropriations Act Sec. 513(c»: 
Will the assistance (except for 
programs in Caribbean Basin 
Initiative countries under U. S, Tariff 
Schedule "Section 807," which 
allows reduced tariffs on articles 
assembled abroad from U.S.-made 
components) be used directly to 
procure feasibility studies, 
prefeasibility studies, or project 
profiles of potential investment in, 
or to assist the establishment of 
facilities specifically designed for, 
the manufacture for export to the 
United States or to third country 
markets in direct competition with 
U.S. exports, of textiles, apparel, 
footwear, handbags, flat goods 
(such as walJets or coin purses 
worn on the person), work gloves 
or leather wearing apparel? 

No 

13. Tropical Forests (FY 1991 
Appropriations Act Sec. 
533(c)(3)(as referenced in section 
532(d) of the FY 1993 
Appropriations Act): Will funds be 
used for any program, project or 
activity which would (a) result in 
any significant loss of tropical 
forests, or (b) involve industrial 
timber extraction in primary 
tropical forest areas? 

If'; I' 
/.l 
(/ 
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No 

14. PVO Assistance 

a. Auditing and 
registration (FY 1995 
Appropriations Act Sec. 560): If 
assistance is being made available 
to a PVO, has that organization 
provided upon timely request any 
document, file, or record necessary 
to the auditing requirements of 
A.J.D., and is the PVO registered 
with A.J.D.? 

Yes 

b. Funding sources (FY 
1995 Appropriations Act, Title 11, 
under heading "Private and 
Voluntary Organizations"): If 
assistance is to be made to a United 
States PVO (other than a 
cooperative development 
organization), does it obtain at least 
20 percent of its total annual 
funding for international activities 
from sources other than the United 
States Government? 

Yes 

15. Project Agreement 
Documentation (State 
Authorization Sec. 139 (as 
interpreted by conference report»: 
Has confIrmation of the date of 
signing of the project agreement, 
including the amount involved, 
been cabled to State UT and 
A.J.D. LEG within 60 days of the 
agreement's entry into force with 
respect to the United States, and 
has the full text of the agreement 
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been pouched to those same 
offices? (See Handbook 3, 
Appendix 6G for agreements 
covered by this provision). 

Yes 

16. Metric System (Omnibus 
Trade and Competitiveness Act of 
1988 Sec. 5164, as interpreted by 
conference report, amending Metric 
Conversion Act of 1975 Sec. 2, and 
as implemented through A.I.D. 
policy): Does the assistance 
activity use the metric system of 
measurement in its procurements, 
grants. and other business-related 
activities. except to the extent that 
such use is impractical or is likely 
to cause significant inefficiencies or 
loss of markets to United States 
firms? Are bulk purchases usually 
to be made in metric. and are 
components, subassemblies, and 
semi-fabricated materials to be 
specified in metric units when 
economically available and 
technically adequate? Will A.J.D. 
specifications use metric units of 
measure from the earliest 
programmatic stages, and from the 
earliest documentation of the 
assistance processes (for example, 
project papers) involving 
quantifiable measurements (length. 
area, volume, capacity. mass and 
weight). through the 
implementation stage? 

Yes 

17. Abortions (FAA Sec. 104(0; 
FY.I995 Appropriations Act, Title 
II. under heading "Population. 



DA." and Sec. 518): 

a. Are any of the funds to 
be used for the perfonnance of 
abortions as a method of family 
planning or to motivate or coerce 
any person to practice abortions? 
(Note that the tenn "motivate" does 
not include the provision, consistent 
with local law, of information or 
counseling about all pregnancy 
options including abortion.) 

No 

b. Are any of the funds to 
be used to pay for the perfonnance 
of involuntary sterilization as a 
method of family planning or to 
coerce or provide any financial 
incentive to any person to undergo 
sterilizations? 

No 

c. Are any of the funds to 
be made available to any 
organization or program which, as 
determined by the President, 
supports or participates in the 
management of a program of 
coercive abortion or involuntary 
sterilization? 

No 

d. Will funds be made 
avaiJable only to voluntary family 
planning projects which offer. 
either directly or through referral 
to, or information about access to, 
a broad range of family planning 

6 

methods and services? (As a legal 
matter, DA only.) 

Not Applicable 

e. In awarding grants for 
natural family planning, will any 
applicant be discriminated against 
because of such applicant's 
religious or conscientious 
commitment to offer only natural 
family planning? (As alegal matter, 
DA only.) 

Not applicable 

f. Are any of the fund~ to 
be used to pay for any biomedical 
research which relates, in whole or 
in part, to methods of, or the 
performance of. abortions or 
involuntary sterilization as a means 
of family planning? 

No 

g. Are any of the funds to 
be made available to any 
organization if the President 
certifies that the use of these funds 
by such organization would violate 
any of the above provisions related 
to abortions and involuntary 
sterilization? 

No 

18. Cooperatives (FAA Sec. 111): 
Will assistance help develop 
cooperatives, especially by 
technical assistance. to assist rural 
and urban poor to help themselves 
toward a better life? 

• • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 
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Yes, some actil'ities will 
strengthen farmers organizations 
and thrift and credit societies. 

19. U.S.-Owned Foreign 
Currencies 

a. Use of currencies (FAA 
Secs. 612(b), 636(h); FY 1995 
Appropriations Act Sees. 503, 
505): Are steps being taken to 
assure that, to the maximum extent 
possible, foreign currencies owned 
by the U.S. are utilized in lieu of 
dollars to meet the cost of 
contractual and other services. 

Not Aplicable 

b. Release of currencies 
(FAA Sec. 612(d»: Does the U.S. 
own excess foreign currency of the 
country and. if so, what 
arrangements have been made for 
its release? 

No 

20. Procurement 

a. Small business (FAA 
Sec. 602(a»: Are there 
arrangements to pennit U. S. small 

. business to participate equitably in 
the furnishing of commodities and 
services fmanced? 

Yes 

b. U.S. procurement 
(FAA Sec. 604 (a): Will all 
procurement be from the U.S., the 
recipient country, or developing 
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countries except as otherwise 
detennined in accordance with the 
criteria of this section? 

Yes 

c. :\farine insurance (FAA 
Sec. 604(d»: If the cooperating 
country discriminates against 
marine insurance companies 
authorized to do business in the 
U.S., will commodities be insured 
in the United States against marine 
risk with such a company? 

Not Applicable 

d. Insurance (FY 1995 
Appropriations Act Sec. 531): Will 
any A.I.D. contract and 
solicitation, and subcontract entered 
into under such contract, include a 
clause requiring that U. S. insurance . 
companies have a fair opportunity 
to bid for insurance when such 
insurance is necessary or 
appropriate? 

Yes 

e. Non-U.S. agricultural 
procurement (FAA Sec. 604 (e»: 
If non-U.S. procurement of 
agricultural commodity or product 
thereof is to be financed, is there 
provision against such procurement 
when the domestic price of such 
commodity is Jess than parity? 
(Exception where commodity 
financed could not reasonably 
beprocured in U. S.) 

Not Applicable 



f. Construction or 
engineering senices (FAA Sec. 
604(g)): Will construction or 
engineering services be procured 
from finns of advanced developing 
countries which are otherwise 
eligible under Code 941 and which 
have attained a competitive 
capability in international markets 
in one of these areas? (Exception 
for those countries which re'ceive 
direct economic assistance under 
the FAA and permit United States 
firms to compete for construction 
or engineering services financed 
from assistance programs of these 
countries.) 

No 

g. Cargo preference 
shipping (FAA Sec. 603»: Is the 
shipping excluded from compliance 
with the requirement in section 
901(b) of the Merchant Marine Act 
of 1936, as amended, that at least 
50 percent of the gross tonnage of 
commodities (computed separately 
for dry bulk carriers, dry cargo 
liners, and tankers) fInanced shall 
be transported on privately owned 
U.S. flag commercial vessels to the 
extent such vessels are available at 
fair and reasonable rates? 

No 

h. Technical assistance 
(FAA Sec. 621(a»: If technical 
assistance is fInanced, will such 
assistance be furnished by private 
enterprise on a contract basis to the 
fullest extent practicable? Will the 
facilities and resources of other 
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Federal agencies be utilized, when 
they are particularly suitable. not 
competitive with private enterprise, 
and made available without undue 
interference with domestic 
programs? 

Yes 

i. U.S. air carriers 
(International Air Transportation 
Fair Competitive Practices Act, 
1974): If air transportation of 
persons or property is financed on 
grant basis, will U.S. carriers be 
used to the extent such service is 
available? 

Yes 

j. Consulting services (FY 
1995 Appropriations Act Sec. 559): 
If assistance is for consulting 
services through procurement 
contract pursuant to 5 U. S. C. 
3109, are contract expenditures a 
matter of public record and 
available for public inspection 
(unless otherwise provided by law 
or Executive order)? 

Yes 

k. Metric conversion 
(Omnibus Trade and 
Competitiveness Act of 1988, as 
interpreted by conference report, 
amending Metric Conversion Act of 
1975 Sec. 2, and as implemented 
through A.I.D. policy): Does the 
assistance program use the metric 
system of measurement in its 
procurements, grants, and other 
business-related activities, except to 
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the extent that such use is 
impractical or is likely to cause 
significant inefficiencies or loss of 
markets to United States finns? 
Are bulk purchases usually to be 
made in metric, and are 
components, subassemblies, and 
semi-fabricated materials to be 
specified in metricunilS when 
economically available and 
technically adequate? Will A.I.D. 
specifications use metric units of 
measure from the earliest 
programmatic stages, and from the 
earliestdocumentation of the 
assistance processes (for example, 
project papers) involving 
quantifiable measurements (length, 
area, volume. capacity. mass and 
weight), through the 
implementation stage? 

Yes 

I. Competitive Selection 
Procedures (FAA Sec. 601(e»: 
Will the assistance utilize 
competitive selection procedures for 
the awarding of contracts, except 
where applicable procurement rules 
allow otherwise? 

Yes 

m. Notice.Requirement 
(FY 1995 Appropriations Act Sec. 
568): Will project agreements or 
contracts contain notice consistent 
with FAA section 604 (a) and with 
the sense of Congress that to the 
greatest extent practicable 
equipment and products purchased 
with appropriated funds should be 
American-made? 
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Yes 

21. Construction 

a. Capital project (FAA 
Sec. 601(d»: If capital ~, 
construction) project, will U.S. 
engineering and professional 
services be used? 

Not Applicable 

b. Construction contract 
(FAA Sec. 611(c»: If contracts for 
construction are to be financed, will 
they be let on a competitive basis to 
maximum extent practicable? 

Not Applicable 

c. Large projects, 
Congressional approval (FAA 
Sec. 620(k»: If for construction of 
productive enterprise, will 
aggregate value of assistance to be 
furnished by the U. S. not exceed 
$100 million (except for productive 
enterprises in Egypt that were 
described in the Congressional 
Presentation). or does assistance 
have the express approval of 
Congress? 

Not Applicable 

22. U.S. Audit Rights (FAA Sec. 
301 (d»: If fund is established 
solely by U.S. contributions and 
administered by an international 
organization, does Comptroller 
General have audit rights? 

Not Applicable 

23. Communist Assistance (FAA 



Sec. 620(h). Do arrangements 
exist to insure mat United States 
foreign aid is not used in a manner 
which, contrary to the best interests 
of me United States, promotes or 
assists the foreign aid projects or 
activities of the Communist-bloc 
countries? 

Yes 

24. Narcotics 

a. Cash reimbursements 
(FAA Sec. 483): Will 
arrangements preclude use of 
financing to make reimbursements, 
in the form of cash payments, to 
persons whose illicit drug crops are 
eradicated? 

Yes 

b. Assistance to narcotics 
traffickers (FAA Sec. 487): Will 
arrangements take "all reasonable 
steps" to preclude use of fmancing 
to or through individuals or entities 
which we know or have reason to 
believe have eimer: (1) been 
convicted of a violation of any law 
or regulation of me United States 
or a foreign country relating to 
narcotics (or other controlled 
substances); or (2) been an illicit 
trafficker in, or otherwise involved 
in the illicit trafficking of, any such 
controlled substance? 

Yes 

25. Expropriation and La"nd 
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Rerorm (FAA Sec. 620(g»: Will 
assistance preclude use of financing 
to compensate owners for 
expropriated or nationalized 
property, except to compensate 
foreign nationals in accordance with 
a land refonn program certified by 
the President? 

Not Applicable 

26. Police and Prisons (FAA Sec. 
660): Will assistance prec1ude use 
of financing to provide training, 
advice, or any fmancial support for 
police, prisons, or other law 
enforcement forces, except for 
narcotics programs? 

Yes 

27. CIA Activities (FAA Sec. 
662): Will assistance preclude use 
of fmancing for CIA activities? 

Yes 

28. Motor Vehicles (FAA Sec. 
636(i»: Will assistance preclude 
use of financing for purchase, sale, 
long-term lease, exchange or 
guaranty of the sale of motor 
vehicles manufactured outside 
U.S., unless a waiver is obtained? 

Yes 

29. Export of Nuclear Resources 
(FY 1995 Appropriations Act Sec. 
506): Will assistance preclude use 
of fmancing to finance--except for 
purposes of nuclear safety--the 
export of nuclear equipment, fuel, 

• • • • • • • • • • • • • • • • • • • • • • • • 
• • 
• • • • • • • 

p .{) 

.( • l.<" 



• 
e· 

• 
• • 
• • • • • • • 
• • • • • • 
• 
• • • 
• • • • • • • • • • 
• • 

- --. -, .. 

or technology? 

Yes 

30. Publicity or Propaganda (FY 
1995 Appropriations Act Sec. 554): 
Will assistance be used for 
publicity or propaganda purposes 
designed to support or defeat 
legislation pending before 
Congress, to influence in any way 
the outcome of a political election 
in the UnitedStates, or for any 
publicity or propaganda purposes 
not authorized by Congress? 

No 

31. Exchange for Prohibited Act 
(FY 1995 Appropriations Act Sec. 
533): Will any assistance be 
provided to any foreign government 
(including any instrumentality or 
agency thereoO, foreign person, or 
United States person in exchange 
for that foreign government or 
person undertaking any action 
which is, if carried out by the 
United States Government, a 
United States official or employee, 
expressly prohibited by a provision 
of United States law? 

No 

32. Commitment of Funds (FAA 
Sec. 635(h»: Does a contract or 
agreement entail a commitment for 
the expenditure of funds during a 
period in excess of 5 years from 
the date of the contract or 
agreement? 

11 

No 

33. Impact on U.S. Jobs (FY 
1995 Appropriations Act, Sec. 
545): 

a. Will any financial 
incentive be provided to a business 
located in the U.S. for the purpose 
of inducing that business to relocate 
outside the U.S. in a manner that 
would likely reduce the number of 
U.S. employees of that business? 

No 

b. WiU assistance be 
provided for the purpose of 
establishing or developing an export 
processing zone or designated area 
in which the country's tax; tariff, 
labor, environment, and safety laws 
do not apply? If so, has the 
President 
determined and certified that such 
assistance is not likely to cause a 
loss of jobs within the U.S.? 

No 

c. Will assistance be 
provided for a project or activity 
that contributes to the violation of 
internationally recognized workers 
rights. as defined in section 
502(a)(4) of the Trade Act of 1974, 
of workers in the recipient country, 
or will assistance be for the 
infonnal sector, micro or small
scale enterprise, or smallholder 
agriculture? 

No 



B. CRlTERlA APPLICABLE TO 
DEVELOPMENT ASSISTANCE 
ONLY 

1. Agricultural Exports 
(Bumpers Amendment) (FY 1995 
Appropriations Act Sec. 513(b), as 
interpreted by conference report for 
original enactment): If assistance is 
for agricultural development 
activities (specifically, any testing 
or breeding feasibility study, 
variety improvement or 
introduction, consultancy, 
publication, conference, or 
training), are such activities: (1) 
specifically and principally 
designed to increase agricultural 
exports by the host country to a 
country other than the United 
States, where the export would lead 
to direct competition in that third 
country with exports of a similar 
commodity grown or produced in 
the United States, and can the 
activities reasonably be expected to 
cause substantial injury to U.S. 
exporters of a similar agricultural 
commodity; or (2) in support of 
research that is intended primarily 
to benefit U.S. producers? 

No 

2. Tied Aid Credits (FY 1995 
Appropriations Act, Title II, under 
heading "Economic Support 
Fund"): Will DA funds be 
used for tied aid credits? 

Not Applicable 

3. Appropriate Technology (FAA 
Sec. 107): Is special emphasis 
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placed on use of appropriate 
technology (defined as relatively 
smaller, cost-saving, labor-using 
technologies that are generally most 
appropriate for the small farms, 
small businesses, and small 
incomes of the poor)? 

Yes 

4. Indigenous Needs and 
Resources (FAA Sec. 281(b»: 
Describe extent to which the 
activity 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 civic 
education and training in skills 
required for effective participation 
in governmental and political 
processes essential to 
self-government. 

The program bas been deyeloped 
in a participatory manner with 
local counterparts and 
institutions. The program will 
provide assistance to strengthen 
those institutions. Local 
specialiZed services will be used to 
the extent they are available in 
the country. 

5. Economic Development (FAA 
Sec. 101(a»): Does the activity 
give reasonable promise of 
contributing to the development of 
economic resources, or to the 
increase of productive capacities 
and self-sustaining economic 
growth? 
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Yes 

6. Special Development Emphases 
(FAA Sees. 102(b), 113, 281(a»: 
Describe extent to which activity 
will: (a) effectively involve the 
poor in development by extending 
access to economy at local level, 
increasing labor-intensive 
production and the use of 
appropriate technology, dispersing 
investment 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 appropriate. 
U.S. institutions; (b) encourage 
democratic private and local 
governmental institutions; (c) 
support the self-help efforts of 
developing countries; (d) 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 cooperation by 
developing countries. 

The program seeks to promote 
broad-based economic growth, 
create new jobs for poor people, 
particularly in rural areas, and 
raise the level of income of large 
segments of the population living 
in poverty. The program "ill 
also assist local efforts to develop 
the potential of the 
microenterprise sector, which 
includes large groups of women, 
in rural areas. All such activities 
will encourage and promote the 
use of appropriate technologies. 

7. Recipient Country Contribution 
(FAA Sees. 110, 124(d»: Will the 
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recipient country provide at least 25 
percent of the costs of the program, 
project, or activity with respect to 
which the assistance is to be 
furnished (or is the latter 
cost-sharing requirement being 
waived for a "relatively least 
developed" country)? 

Yes 

8. Benefit to Poor l\fajority 
(FAA Sec. 128(b»: If the activity 
attempts to increase the institutional 
capabilities of private organizations 
or the government of the country, 
or if it attempts to stimulate 
scientific and technological 
research, has it been designed and 
will it be monitored to ensure that 
the ultimate beneficiaries are the 
poor majority? 

Yes 

9. Contract Awards (FAA Sec. 
601 (e»: Will the project utilize 
competitive selection procedures for 
the awarding of contracts, except 
where applicable procurement rules 
allow otherwise? 

Yes 
10. Disadvantaged Enterprises 
(FY 1995 Appropriations Act Sec. 
555): What portion of the funds 
will be available only for activities 
of economically and socially 
disadvantaged enterprises, 
historically black coIJeges and 
universities, colleges and 
universities having a student body 
in which more than 40 percent of 
the students are Hispanic 



Americans, and private and 
voluntary organizations which are 
controlled by individuals who are 
black Americans. Hispanic 
Americans, or Native Americans. 
or who are economically or socially 
disadvantaged (including women)? 

1\lost of the procurement will be 
carried out on a competitiye 
basis. Prospective offerors are 
expected to offer equal 
opportunities to all ethnic groups. 

11. Biological DiYersity (FAA 
Sec. 119(g): Will the assistance: 
(a) support training and education 
efforts which improve the capacity 
of recipient countries to prevent 
loss of biological diversity; (b) be 
provided under a long-term 
agreement in which the recipient 
countr:y agrees to protect 
ecosystems or other wildlife 
habitats; (c) support efforts to 
identify and survey ecosystems in 
recipient countries worthy of 
protection; or (d) by any direct or 
indirect means significantly degrade 
national parks or similar protected 
areas or introduce exotic plants or 
animals into such areas? (Note new 
special authority for biodiversity 
activities contained in section 
547(b) of the FY 1995 
Appropriations Act.) 

Not Applicable 

12. Tropical Forests (FAA Sec. 
118; FY 1991 Appropriations Act 
Sec. 533(c) as referenced in section 
532(d) of the FY 1993 
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Appropriations Act): 

a. A.LD. Regulation 16: 
Does the assistance comply with the 
environmental procedures set forth 
in A.I.D. Regulation 16? 

Yes 

b. Consenation: Does the 
assistance place a high priority on 
conservation and sustainable 
management of tropical forests? 
Specifically, does the assistance, to 
the ful1est extent feasible: (1) 
stress the importance of conserving 
and sustainably managing forest 
resources; (2) support activities 
which offer employment and 
income alternatives to those who 
otherwise wouldcause destruction 
and loss of forests, and help 
countries identify and implement 
alternatives to colonizing forested 
areas; (3) support training 
programs, educational efforts, and 
the establishment or strengthening 
of institutions to improve forest 
management; (4) help end 
destructive sIash-and-burn 
agriculture by supporting stable and 
productive farming practices; (5) 
belp conserve forestswhich have not 
yet been degraded by helping to 
increase production on lands 
already cleared or degraded; (6) 
conserve forested watersheds 
andrebabilitate those which have 
been deforested; (7) 
supporttraining, research, and other 
actions which lead to sustainable 
and more envirorunentally sound 
practices for timber harvesting, 
removal, and processing; (8) 
support research to expand 
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knowledge of tropical forests and 
identify alternatives which will 
prevent forest destruction, loss, or 
degradation; (9) conserve 
biological diversity in forest areas 
by supporting efforts to identify, 
establish, and maintain a 
representative network of protected 
tropical forest ecosystems on a 
worldwide basis, by making the 
establislunent of protected areas a 
condition of support for activities 
involving forest clearance or 
degradation,and by helping to 
identify tropical forest ecosystems 
and species in need of protection 
and establish and maintain 
appropriate protected areas; (10) 
seek to increase the awareness of 
U.S. Government agencies and 
other donors of the immediate and 
long-tenn value of tropical forests; 
(11) utilize the resources and 
abilities of all relevant U. S. 
government agencies; (12) be based 
upon careful analysis of the 
alternatives available to achieve the 
best sustainable use of the land; 
and (13) take full account of the 
environmental impacts of the 
proposed activities on biological 
diversity? 

Not Applicable 

c. Forest degradation: 
Will assistance be used for: (1) the 
procurement or use of logging 
equipment, unless an environmental 
assessment indicates that all timber 
harvesting operations involved will 
be conducted in an environmentally 
sound manner and that the proposed 
activity will produce positive 
economic benefits and sustainable 
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forest management systems; (2) 
actions which will significantly 
degrade national parks or similar 
protected areas which contain 
tropical forests, or introduce exotic 
plants or animals into such areas; 
(3) activities which would result in 
the conversion of forest lands to the 
rearing of livestock; (4) the 
construction, upgrading, or 
maintenance of roads (including 
temporary haul roads for logging or 
other extractive industries) which 
pass through relatively undergraded 
forest lands; (5) the colonization of 
forest lands; or (6) the 
construction of dams or other water 
control structures which flood 
relatively undergraded forestlands, 
unless wi~ respect to each such 
activity an environmental 
assessment indicates that the 
activity will contribute significantly 
and directly to improving the 
livelihood of the rural poor and will 
be conducted in an environmentally 
sound manner which supports 
sustainable development? 

Not Applicable 

d. Sustainable forestry: If 
assistance relates to tropical forests, 
will project assist countries in 
developing a systematic analysis of 
the appropriate use of their total 
tropical forest resources, with the 
goal of developing a national 
program for sustainable forestry? 

Not ApplicabJe 

e. EnyironmentaJ impact 
statements: Will funds be made 
available in accordance with 



provisions of FAA Section 117(c) 
and applicable A.I.D. regulations 
requiring an environmental impact 
statement for activities significantly 
affecting the environment? 

Yes 

13. Energy (FY 1991 
Appropriations Act Sec. 533(c) as 
referenced in section 532(d) of the 
FY 1993 Appropriations Act): If 
assistance relates to energy, will 
such assistance focus on: (a) end
use energy efficiency, least-cost 
energy planning, and renewable 
energy resources, and (b) the key 
countries where assistance would 
have the greatest impact on 
reducing emissions from 
greenhouse gases? 

Yes 

14. Debt-for-Nature Exchange 
(FAA Sec. 463): If project will 
finance a debt-for-nature exchange, 
describe how the exchange will 
support protection of: (a) the 
world's oceans and atmosphere, (b) 
animal and plant species, and (c) 
parks and reserves; or describe how 
the exchange will promote: (d) 
natural resource management, 
(e) local conservation programs, 
(f) conservation training programs, 
(g) public commitment to 
conservation, (h) land and 
ecosystem management, and (i) 
regenerative approaches in farming, 
forestry, fishing, and watershed 
management. 

Not Applicable 

15. DeobIigationiReobligation(FY 
1995 Appropriations Act Sec. 510): 
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If deob/reob authority is sought to 
be exercised in the provision of DA 
assistance, are the funds being 
obligated for the same general 
purpose, and for countries within 
the same region as originally 
obligated, and have the House and 
Senate Appropriations Committees 
been properly notified? 

Not Applicable 

16. Loans 

a. Repayment capacity 
(FAA Sec. 122(b»: Infonnation 
and conclusion on capacity of the 
country to repay the loan at a 
reasonable rate of interest. 

Not Applicable 

b. Long-range plans (FAA 
Sec. 122(b»: Does the activity 
give reasonable promise of assisting 
long-range plans and programs 
designed to develop economic 
resources and increase productive 
capacities? 

Not Applicable 

c. Interest rate (FAA Sec. 
122(b»: If development loan is 
repayable in dollars, is interest rate 
at least 2 percent per annum during 
a grace period which is not to 
exceed ten years, and at least 3 
percent per annum thereafter? 

Not Applicable 

d. Exports to United 
States (FAA Sec. 620(d»: If 
assistance is for any productive 
enterprise which will compete with 
U.S. enterprises, is there 
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anagreement by the recipient 
country to prevent export to the 
U.S. of more than 20 percent of the 
enterprise's annual production 
during the life of the loan. or has 
the requirement to enter into such 
an agreement been waived by the 
President because of a national 
security interest? 

Not Applicable 

17. Dcnlopment Objectives 
(FAASecs. 102(a), 111, 113, 
281(a»: Extent to which activity 
wi1J: (1) effectively involve the 
poor in development, by expanding 
access to economy at local level, 
increasing labor-intensive 
proouction and the use of 
appropriate technology. 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; (2) 
help develop cooperatives, 
especially by technical assistance, to 
assist rural and urban poor to help 
themselves toward better life, and 
otherwise encourage democratic 
private and local governmental 
institutions; (3) support the 
self-help efforts of developing 
countries; (4) promote the 
participation of women in the 
national economies of developing 
countries and the improvement of 
women's status; and (5) utilize and 
encourage regional cooperation by 
developing countries? 

See B.4 and B.6 aboye. 

18. Agriculture, Rural 
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Development and Nutrition, and 
Agricultural Research (FAA Secs. 
103 and 103A): 

a. Rural poor and sma)) farmers: 
If assistance is being made 
available for agriculture, rural 
development or nutrition. describe 
extent to which activity is 
specifically designed to increase 
productivity and income of rural 
poor; or if assistance is being 
made available for agricultural 
research, has account been taken 
of the needs of small fanners, and 
extensive use of field testing to 
adapt basic research to 
localconditions shal1 be made. 

See B.4 and B.6 above. 

b. Nutrition: Describe 
extent to which assistance is used in 
coordination with efforts carried 
out under FAA Section 104 
(population and Hea1th) to heIp 
improve nutrition of the people of 
developing countries through 
encouragement of increased 
production of crops with greater 
nutritional value; improvement of 
planning, research, and education 
with respect to nutrition, 
particularly with reference to 
improvement and expanded use of 
indigenously produced foodstuffs; 
and the undertaking of pilot or 
demonstration program explicitly 
addressing the problem of 
malnutrition of poor and vulnerable 
people. 

The program 'will provide 
assistance, through farmers 
organizations, to help small 
farmers increase their production 
through Improved Improved 



technologies. As a result, such 
farmers are expected to increase 
their income and their overaJl 
standard of living, including their 
nutritional status. Also see B.4 
and B.6 above. 

c. Food security: Describe 
extent to which activity increases 
national food security by improving 
food policies and management and 
by strengthening national food 
reserves, with particular concern 
for the needs of the poor, through 
measures encouraging domestic 
production, building national food 
reserves, expanding available 
storage facilities, reducing post 
harvest food losses, and improving 
food distribution. 

An important aspect of the 
program is policy reform. The 
policy reform agenda includes the 
formulation and implementation 
of policies to improve Sri Lanka's 
food security situation. 

19. Population and Health (FAA 
Sees. 104(b) and (c»: If assistance 
is being made available for 
population or health activities, 
describe extent to which activity 
emphasizes low-cost, integrated 
delivery systems for health, 
nutrition and family planning for 
the poorest people, with particular 
attention to the needs of mothers 
and young children, using 
paramedical and auxiliary medical 
personnel, clinics and health posts, 
commercial distribution systems, 
and other modes of community 
outreach. 

Not Applicable 
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20. Education and Human 
Resources Development (FAA 
Sec. 105): If assistance is being 
made available for education, 
public administration, or human 
resource development, describe (a) 
extent to which activity strengthens 
nonformal education, makes formal 
education more relevant, especially 
for rural families and urban poor, 
and strengthens management 
capability of institutions enabling 
the poor to participate in 
development; and (b) extent to 
which assistance provides advanced 
education and training of people of 
developing countries in such 
disciplines as are required for 
planning and implementation of 
public and private development 
activities. 

The program plans to provide 
assistance to improve the 
educational capability of at least 
one institution, so that it can 
provide better and more relevant 
training to meet the development 
needs of Sri Lanka, particularly 
to foster the employment and 
developement potential of the 
private sector. 

21. Energy, Private Voluntary 
Organizations, and Selected 
Development Activities (FAA Sec. 
106): If assistance is being made 
available for energy, private 
voluntary organizations, and 
selected development problems, 
describe extent to which activity 
is: 

a. concerned with data 
collection and analysis, the training 
of skilled personnel, research on 
and development of suitable energy 
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sources, and pilot projects to test 
new methods of energy production; 
and facilitative of research on and 
development and use of small-scale, 
decentralized, renewable energy 
sources for rural areas, 
emphasizing development of energy 
resources which are 
environmentally acceptable and 
require minimum capital 
investment; 

b. concerned with technical 
cooperation and development, 
especiaJIy with U.S. private and 
voluntary I or regional and 
international development I 
.organizations ; 

c. research into, and 
evaluation of, economic 
development processes and 
techniques; 

d. reconstruction after 
natural or manmade disaster and 
programs of disaster preparedness; 

e. for special development 
problems, and to enable proper 
utilization of infrastructure and 
related projects funded with earlier 
U.S. assistance; 

f. for urban development, 
especially small, labor-intensive 
enterprises, marketing 'systems for 
small producers, and fmancial or 
other institutions to help urban poor 
participate in economic and social 
development. 

The program will provide 
assistance to strengthen the 

c. 
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microenterprise sector, both in 
urban and rural areas. The 
intent is to increase their income 
and job ceation potential. Also 
see B.4 and B.6 above. 

22. Capital Projects (Jobs 
Through Export Act of 1992. Secs. 
303 and 306(d»: If assistance is 
being provided for a capital project, 
is the project developmentally 
sound and will the project 
measurably alleviate the worst 
manifestations of poverty or 
directly promote environmental 
safety and sustainabiIity at the 
community level? 

Not Applicable 

CRlTERIA APPLICABLE TO 
ECONOMIC SUPPORT FUNDS 
ONLY 

Not Applicable 

1. Economic and Political 
Stability (FAA Sec. 531(a»: Will 
this assistance promote economic 
and political stability? To the 
maximum extent feasible, is this 
assistance consistent with the policy 
directions, purposes, and programs 
of Part I of the FAA? 

2. rtfiIitary Purposes (FAA Sec. 
531(e»: Will this assistance be 
used for military or paramilitary 
purposes? 

3. Commodity Grants/Separate 
Accounts (FAA Sec. 609): If 
commodities are to be granted so 
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that sale proceeds will accrue to the 
recipient country, have Special 
Account (counterpart) arrangements 
been made? (For FY 1995, this 
provision is superseded by the 
separate account requirements of 
FY 1995 Appropriations Act Sec. 
536(a), see Sec. 536(a)(5).) 

4. G' leration and Use of Local 
O' :ies (FAA Sec. 531(d»: 

'>F funds made available for 
lodity import programs or 

other program assistance be used to 
generate local currencies? If so, 
will at least 50 percent of such 
local currencies be available to 
support activities consistent with 
the objectives of FAA sections 103 
through 106? (For FY 1995, this 
provision is superseded by the 
separate account requirements of 
FY 1995 Appropriations Act Sec. 
536(a), see Sec. 536(a)(5).) 

5. Capital Projects (Jobs Through 
Exports Act of 1992, Sec. 306): If 
assistance is being provided for a 
capital project, will the project be 
developmentally-sound and 
sustainable, i.e., one that is (a) 
environmentally sustainable, (b) 
within the fmancial capacity of the 
government or recipient to maintain 
from its own resources, and (c) 
responsive to a significant 
development priority initiated by 
the country to which assistance is 
being provided. (please note the 
definition of "capital project" 
contained in section 595 of the FY 
1993 Appropriations Act. Note, as 
well, that although a comparable 
provision does not appear in the FY 
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94 Appropriations Act, the FY 93 
provision applies to, among other 
things, 2-year ESF funds which 
could be obligated in FY 94.) 

.::. 

• • • 
• • • • • • • • • • • • • • • 
• • 
• 


