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PROCEEDINGS OF THE GOVERNMENT OF KARNATAKA

Sub: New Infrastructure Policy — 2007
Read: G.O.No.IDD UIP 1997 dated 26.12.1997.
Preamble:

The Government of Kamataka had come out with the
Intrastructure Policy in 1997 e Infrastructure Policy of 1997 aimed at
expanding and upgrading infrastructure to make the growing needs of
indusirial and agricultural sectors, inviting private investment and
adopting an integrated approach to infrastructure development.  This
policy had specitic incentives and concessions for infrastructure projects.
However, with the eftlux of time there have been changes in the tax and
stamp duty regime, formulation of Govt. of India’s Policy on Public-
Private-Partnership (PPP) in infrastructure pr ojects and the concept of
Viability Gap Fund (VGF: In line with these changes, the existing

policy needs to be revised.
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2. The main objective of Government of Karnataka is to provide a
fair and transparent policy tramework to help facilitate the process of
economic growth and encourage Public-Private Partnership (PPP) in
upgrading, expanding and developing infrastructure in the State. The
State Government, therefore, proposes to provide and facilitate an
increasing role for PPP - both in creating new infrastructure assets as well
as in managing assets already created. By this, the Government seeks to
dertve the following benetits, which would deliver better value-for-

money to the user:
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1. Savings in costs due to mnovative designs, timely project
implementation and higher efficicncics in operations

1. Enhanced quality of services to users due to better managerial
practices & cfficiencies

i1i. Reduction 1n, and gradual elimination of. pricing constraints

iv. Enabling public funds to be earmarked for other commercially
non-viable but socially justitiable projects

v. Financial innovation and development of cost-effective
solutions

vi. Greater employment opportunities in the infrastructure sector.

3. Keeping the above objectives in view, a draft new Infrastructure
Policy has been developed around the following main principles:

o Efficient use of existing assets and optimal allocation of
additional resources

Payment for services

Equitable comntractual structures
Transparent process of procurement
Fair regulatory framework

Enabling institutional frameworks
Sustainable incentives and concessions

4 The draft of the new Infrastructure Policy was discussed with
various Government Departments / Agencies and Industry Associations
Based on the suggestions and recommendations that emerged, a new

Infrastructure Policy has been evolved. Hence the following order.

GOVERNMENT ORDER NO.1DD 32 DM 2003,

BANGALORE DATED 16.07.2007

In the circumstances explained in the preamble, the Government of’
Karnataka is pleased to announce the new Infrastructure Policy — 2007 as

detailed in annexure- to this order and supported by schedule-i,



schedule-1l and schedule-111 which inter-alia contain details about
Evaluation of Risks & Risk Mitigation Measures, Institutional Roles &

Responsibilities and Incentives & Concessions respectively.

2. The new Infrastructure Policy shall cover the tollowing sectors:
L Agri-Infrastructure ‘

i, Education

itl.  Encrgy

iv.  Healthcare

V. Industrial Intrastructure

vi.  lmrigation

vii.  Public Markets

viii.  Tourism

iXx.  Transportation & Logistics

X. Urban and Municipal Infrastructure.

3. The new policy will be anchored through the PPP Cell,
constituted under G.O. IDD 5 UIP 2006(P) dated 18-6-2007 in the
Intrastructure Development Department. The Cell shall co-ordinate and
facilitate the identitication, development, and implementation of
infrastructure projects, including tacilitation for obtaining clearances and
approvals on a PPP route. The Single Window Agency for PPP
constituted under the chairmanship ot the Chiet Secretary, with ACS and
other Principal Secretaries/Secretaries as members will facilitate,
coordinate and promote infrastructure projects on PPP basis, in addition
to approving the PPP projects up to Rs.50.00 crore. The High Level
Committee constituted under the Chairmanship of the Chiet Minister
under section 3 of the Karnataka Industries (Facilitation) Act 2002 will

approve the PPP projects exceeding Rs.50.00 crore investment.



4, With a view to promoting innovative projects and cxpediting
implementation of infrastructure projects, sanction is also accorded for
awarding the contract on'Swiss Challenge’method, including consultancy
services. The concerned department shall take necessary action to obtain
exemption under section 4(g) of the Karnataka Transparency in Public
Procurements Act, 1999 in respect of projects which are urgent in nature
and which are taken up under ‘Swiss Challenge’ method, till this Act is
amended to make a provision for ‘Swiss Challenge’ method in the

procurement of PPP projects.

5. The new Infrastructure Policy - 2007 shall come into effect from

the date of issue of this Government Order and will be in force until the

formulation of another new Policy.

6. This order issues with the concurrence of Finance Department
vide U.O.Note No.FD 629 Exp.I/2007 dated 23.06.2007.

By order and in the name of the
Govemnor of Karnataka
JEPSIIE
(N. MANJULA GEETHA)
Under Secretary to Government,
l%{‘gasuucture Development Department.

To:
The Compiler, Karnataka Gazette for publication in the next issue of the

gazette and to supply 1000 copies to the Infrastructure Development
Department.

Copy to:
1. The Principal Accountant General in Karnataka (Accounts) (Audit
I & 1I), Bangalore. |
2. All the Principal Secretaries / Secretaries to Government.
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8.

9.

All the Heads of the Departments.

The Deputy Commissioners of all Districts.

ALL Chief Executive Officers of Zilla Panchayats.

The Managing Director, KSIIDC, Kbanija Bhavan, Race Course
Road, Bangalore — 560 001. :

The Managing Director, iDeck, No.39, 5% Cross 8% Main, RMV
Extn., Sadashivanagar, Bangalore-560 080.

The Under Secretary (Eixp.l), Finance Department, Vidhana
Soudha, Bangalore. .

The Senior Director, PF & R Divn., Planning Department, MS
Building II Stage, Bangalore.

10.Thie Joint Dircctor of Treasuries, SHT, NT Road, Bangalore-2.
11.The Director, Infrastructure Development Department.
12.Section Guard File / Spare Copies.

Copy for information to Personal Secretaries to:
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The Principal Secretary to Hon’ble Chief Minister.

All Ministers of Government of Kamataka.

The Chief Secretary to Government.

The Additional Chief Secretary to Government.

The Additional Chief Secretary & Development Commissioner,
PS to Principal Secretary, IDD/PA to Joint Secretary,
IDD/Director, IDD/Under Secretary, IDD
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~ Assigned to

sject Completion/Time
/errun Risk

essionaire

Termination Risk

=ssionaire
ding on p

tailed Traffic Studies by
Jependent traffic
consultant/expert

Revenue Risk

Increase in O & M co

i Moniforing Py

Independent
Engineer.

O&M Contractor/
Concessiondire

:
i

Fixed Price Contract

Injury to the Project road
users/third parties

A Contractor/

essionaire/ Insuranc

-~
Lo

o

Insurance Cover

24



Infrastructure Policy 2007
Government of Karnataka

Environmental Risk

Termination Risk ' Termination Compensation

Substitution/  Step-in-Rights  fo
Project Lenders

V. Other Risks

Expropriation, including
creeping nationalizatic
changes in legislation,
discriminatory actions ¢

-
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Government of Karnataka

SCHEDULE Il - Institutional Roles & Responsibilities

Govt./ Govt. Agency/

~ Organization Key Tasks
¢ Formulation and review of policy measures
t of e General administration of policy measures ,*
Gol(\;er;]norl‘?g;o © o Co-ordination between various departments for facilitating project
(GoK) implementation
e Performance evaluation
¢ Co-ordination of policy level initiatives
e Part of Single Window Agency (SWA) for PPP for approval of private
Infrastructure investment proposals up to Rs. 50 Crore ’
Development e Part of High-Level Committee (HLC) for Infrastructure Projects over

Department, GoK

Rs. 50 Crore

e Assistance to HLC and SWA for evaluation of all Infrastructure
Project proposals to be implemented through PPP

¢ Co-ordination of project development

High Level Committee

e Facilitate and approve PPP projects over Rs. 50 Crore

Single Window Agency

+ Facilitate, coordinate and scrutinise all PPP projects and approve
projects up to Rs.50 Crore.

PPP Cell & District PPP

e Facilitate project identification, development & implementation
Facilitate co-ordination between various departments
e Facilitate obtaining clearances and approvals

Committee
e Secretariat/ Advisor to IDD/ SWA/ HLC
» Co-ordinatfion of policy level initiatives -preparation of sectoral
strategies and action plans for successful project implementation
iDeCK Administering training and skill development programmes

Co-ordination of project development for PPP projects
Project financing
Inferface between government and private sector/industry
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SCHEDULE lll - Incentives and Concessions

The project would be allowed to charge user fees (tolls, port dues efc.) during the
concession period.

Recognising the fact that infrastructure projects require special consideration in view of long
gestation periods, low rates of return and higher risks, incentives and support such as tax
holidays, tax exemptions, Viability Gap Fund, efc., have been provided under the purview
of the Gol.

Apart from the incentives, concession and support available to the projects, the GoK
proposes to offer the following incentives:

A Facilitation

.0

% Where it is not possible for private investors to obtain land required for the
project on their own, the Government would acquire the land required for
the project;

% Facilitation in obtaining clearances and approvals from various agencies;

% Facilitate in obtaining water and power required for the project.

B. Asset-based support

% Govermnment land may be provided, subject to availability, at concessional
rates;

% Wherever an Infrastructure Project by itself is not financially viable, the private
investor may be allowed to acquire additional land on the same terms as the
land for the main project, and develop suitable commercial activities To
ensure a reasonable composite internal rate of return. Such development
rights would be consistent with applicable law and land-use, and would
include commercial complexes, hotels, housing complexes, and
advertisement hoardings. Where permitted under local regulations, this
would inciude relaxation in the applicable Floor-Space Index norms;

< Develop linkage infrastructure, for projects that need such critical linkages. .

C Foregoing Revenue Streams

< Exemption from entry tax and special entry tax arising in the construction of
the Infrastructure Project facility for a period of three years or till the date of
completion of the project, whichever is earlier. Only machinery, equipments,
and construction material would be eligible for this exemption. Further, the
limit of exemption would be Rs. 25 Lakhs for machinery and equipment, and
Rs. 1 lakh for construction material, or as officially notified by GoK from fime
to fime. Such exemption would be applicable both fo the developer of the
infrastructure project, or any Person authorized to execute works in the
infrastructure project;
% Concession on stamp dufy on transfer of land®:
i. Zone 1:100%
ii. Zone 2: 50%

6 The Zones in this Policy shall be identical to that defined in the Industrial Policy (2006) of the Government of
Karnataka :

e
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ii. Zone 3: Nil
< Concession on conversion fine on land:
i. Zone 1: 100%
il. Zone 2: 50%
iil. Zone 3: Nil

Contingent Guarantees

% In specific cases, guaranteed payment structures such as “Take-or-pay”
(wherein there is an assurance of payment for the availability of a service) or
“supply-or-pay” (wherein there is an assurance’'of payment for the non-
availability of a service) would be considered.

Financial Support

% Viability gap finance from the Central Government; The Government of
Karnataka would sponsor the project for release of Viability Gap Fund, from
the Government of India

< The Government of Karnataka would also provide additional Viability Gap
Fund, over the VGF of the Central Government

% Provided that the quantum of total Viability Gap Fund shall be determined
after clearly and explicitly calculating all project costs and incentives/
concessions:

i. Taking into account all costs of the projects, excluding cost of land,
and land related charges such as Stamp Duty & Conversion Fine

i. Taking into account all other incentives granted, including asset
based support and the foregoing of revenue streams, and including
any other financial incentive granted under any other sector policy,
or scheme of the Central Government, Central Government Agency,
Govemment or Government Agency.
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