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In this chapter you will find

O H 1. Definition of infrastructure and its financing
2. Key Issues in infrastructure financing

y ?;tttivities, which are available in public utility services and public
works. To be more precise, the gamut of infrastructure deals with:
Roads and Bridges

Railways

Airways including port activity

Sea Port and yards

Telecommunication, and

Power sector, including generation and distribution.

Rakesh Mohan in the Indian Infrastructure report defines

“Infrastructure is generally defined as the physical framework
- of facilities through which goods and services are provided to
)
b
i

public.”
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2 Infrastructure Finance: An Indian Perspective

The recognition of infrastructure as a basis of creating a niche
in management of fund arises out of two reasons.

1. The increase burden on the exchequer had left the
governments with no option but to seek private participation
in the funding of these projects like roads, railways, airport
maintenance and seaport creation and maintenance.

The economic reforms agenda, which seek professional
mangement of the state, hold asset to increase economic and
financial returns.

)

In fact. the World Bank in its agenda paper proposes that in
relation to infrastructure, the various states should mange
infrastructure more like a business and introduce competition
wherever it is possible.

It strongly urges that the idea behind such a change is to
promote public — private partnership in financing such projects of
infrastructure and increase the stake of the user, the ultimate
decider of the public property.

It is, however, envisaged that the government should continue
in its functioning relating to infrastructure but with a changed

role.

The Key Issues in Infrastructure

The kéy or primary issues in infrastructure relates to,

a. FundRaising

The crucial area of fund raising is very critical in case of
infrastructure. The issues relating to fund raising are actually
interwoven with the other key issues of infrastructure.

The basic issues are generally to:

i, Decide upon the asset allocation and therefore sources of
funding

i Decide the mechanism of fund flow
i Create a mechanism through which the fund flows
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. Post privatization issues including tariff and price fixation and
sourcing ol working capital.

b. Modality of transfer of ownership of assets
from government to private partners

The modality of transfer of ownership includes amongst many,

i. The process of transfer and its mechanics like divestment,
leasing, management buy-outs, asset transfer without title
ete:

i.  The modality of finance and transfers like. Build Operate
and Transfer (BOT). Build Own Operate and Transfer
(BOOT). Build Own Lease and Transfer (BOLT) and Build
Own Actualize and Transfer (BOAT).

c. Portfolio reconstruction of projects or public
" utilities for which privatization is sought

* Generally a public utility or project has various activities, which
are broken down into smaller activities depending upon the
economic and financial realities. These are then transferred to
private parties. The process serves two purposes:
It creates a sound basis for the transfer of public property to
private hands and,
Iv creates a sense of economic reality in terms of casing the
burden on exchequer as a result of such divestment of public
property in whole or in part.

d. Projectappraisal

Besides the financial realities, the project appraisal liclps in
ascertaining the means through which the projects are being
financed ard the legitinracy of such projects. The objections 'hat
are raiccd fron; varaus sueial platforms are 2!so to be coasidered.
An approach of U0 1o bridge the gap between the social
need and the economic need 15 @ must,
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Implementation of projects

ik mplementanon of the projects in infrastructure finance brings -
; #=ck to a full cycle. The process’s acid test stands in the
entation and the smooth function of the project thereafter.

» Of
e+ s

Regulatory Authorities

, wther essential aspect of financing the infrastructure, especially
tasc of public utility and projects relating to it, is the method

Brouch which the post project phases are regulated. Though

gical. these generally fall in the realm of the law making and

plicy decisions.

Thc financing of infrastructure therefore revolves around the

_,‘31 Zalities of transfer of public property, arranging for their
[ Cape - . . . 2
#i=ding. creating a regulatory framework in which they function

R

land monitor the aftermaths of the projects. .

“Questions to Answer

'}, What are the key issues that are faced by the country in
" infrastructure industry?

In what way is the Infrastructure industry helpful in
development of the country?



