
~ub: New Infrastructure Policy -2007

~: (j.O.No.illV UIP 1997 dated 26.12.1997.

Preamble:

lhe Government of Karnataka Ilad come out with the

Int.rastructure Policy in 1997 he lturastructure Policy of 1997 aimed at

expanding at1d upgrading infrastructure to make tlle growing needs of

industrial and agricultural sectors, inviting private investmetlt and

adopting an integrated approach to intrastnJcture development. 'Ihi~

policy had specific inCetltives and conce.~siol1S tor ultrastructure projects.
~,

However" with t11e efflux of time t11ere have beetl changes in the tax atld

stamp duty regime, tonnulatio1l of Uovt, of India's Policy on Public-
~

Viability Uap fund ( vur In line with these changes, the exi.c;ting
~

~

It»t~

policy needl) to be revi.,\ed

2. 'l'he main objective of Govemtnent of Karnataka is to provide a

tair atld transparent policy ffatnework to help facilitate the process of
~{~

economic growth at1d etlcourage Public-Private Partnersllip (PPP) in

upgrading, expanding and developitlg infrastructure in the State. l"he

State Government, tlleretore, proposes to provide and facilitate an

increasing role tOr ppp -both in creating new infrastructure assets as well

as in managing as.~e~ already created. By this,. the Government seeks to

derive the following bCtlCtit.c;. wtlich would deliver better vnlue-tor-

mo11ey 10 tl1e user
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1. ~aving.f) in costs due to UUlovatlve ~sigJ1.q, timely proJect
implementation and lughcr cfficicncics in operations

ii. .Enhanced quality of services to users due to better managerial
practices & cfficicncies

iii. Reduction m.. and gradual elin1inatl~1 ot~ pricing COtlStraints
iv. Enabling public funds to be earmarked for other commerciall)'

non-viable but socially justitiable projects
\'. Financial innovation and dcvelopment of coot-effective

soluiions
vi. Ureater employment opportunities in tJ1e irttrastrocture sector .

3. Keeping the above objectives in view. a draft new Inftastructure

Policy has been developed around tl1e following main principles:

.

.

.

.

.

Efiicient use of existing assets and optimal allocation of
additional resources

Payment tor services
Equjtabl~ colrtractual st11lctures

1'ran.qparent proces.~ ot'procuremet1t
Fair regulatol)' framework

Enabling institutional t'rameworks

Su~t,liJlabl~ UIC~IIti ves ,UIJ CO1lC~SiOl1S

.

.

4 l'he draft of the new Intra.')tructure Policy w~r.: discussed with

vru"ious Uovenuncnt UepartmCt1ts I f\gencies and industry Associations

Hased on the suggestions and recommendatiOtt~ that etnerged, a new

Infrastructure Policy has been evolved Hence the following order.

(;OVJ'~RNM~:N'J. ORU~:R NO.IUU 32 lUM 2Ut)j.

HANGALORE DATED 16.U7.2UO7

In the cIrcumstances explained in the preamble~ tl1e Govenunent of

Kamataka is plea.c;ed to atmounce the new Infrastructure Policy -2007 as

detailed to this order and supported by schedule-l"aru1exure-m



which inter-atia contain detaitsschedule-ll and schedulc-lll about

Evaluation ot' Risk.~ & Risk Mitigation Measures~ Institutional Roles &

Responsibilities and incentives & Conces.~ions respectively.

2. 1he new ltiliastructure Policy shall cover tl1e tollowing sectors:
i. .-\gri -Infrastructure

ii. Education
iii. Et1crgy
iv. Healt11care

v. Industrialltiliastructure
vi. l1Tigation
vii. Public Markets
yiii. Tourism
ix. l'rat1Sportation & Logistics
x. Urban and MuIllcipal Infrastructure.

3. 'The new policy wiil be atlchored througll the PPP Cell,

consiituted under G.O.IVD 5 UIP 2UO6(P) dated 18-6-2007 in the

Intrastructure IJevelopment Department. l'he Cell shall co-ordinate and

t'aciliute the and ofidentification, development, implementation

i1iliastructure projects, including facilitation tOr obtaining clearances and

approvals on a ppp route. l'he Single Window Ageocy t'or ppp

con.<,iitutcd under tl1e cllairn1an.')hip of tl1C ~hief ~ecretary .witl1 A~~ and

other Principal members will facilitate:,Secretariesl~ecretaries as

coordinate and promote infrastructure project,; on ppp basis. in addition

to approving the PPP projects up to Rs.50.00 crore. The High Level

Conunittee cO11stituted under the Chainnanship of the Chief Minister

under section 3 of the Karn~ Industries (facilitation) Act 2002 will

approve the ppp projects exceeding Rs.5U.OU crore investmel1t.



4. With a vicw to promotin~ innovl\tivc projcctR l\11d cxpcdifing

implemenL~tion of intrastructure projects, SaJlction is also accorded t'or

awarding the contract onrSwiss Challetlge'meth~ including consultancy

services. The concerned departmetlt shall take necessary action to obtain

exemption under section 4(g) of the Kamataka 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 is.'Jue of this Govenunent Order and will be in force until the

t'Om1ulation of another new Policy.

6. nus order issues with t11e conculTence of Finance DepartJnent

vide U.O.Note No.FD 629 Exp.l/2007 dated 23.06.2007.

By order at1d in the name of the
Oovcmor of KMnataka

~
..1:;:- .-.1. ~ C;' 1. J -' .~ r!-<: -!'1 6 -;::> ~ .

(N. MAN.JULA GEETHA)
Under Secretary to Government,

~tastructure Development Depart1nent.

"1.0 ~-

To:
The Compiler, Karnataka Gazette tor publication in the next issue of the
gazette and to supply 1000 copies to the Infrastructure De,'elopment
Departn1 ent.

Copy to:
I. Thc Principal Accountant Gcncrnl in Knrnatnka (Accounts) (Audit

I & II). Bat1galore.
2. .~l the Principal SecretAries / SecretAries to Go\'emment.



3. All the Heads of the Depa.rtJnents.
4. The Dcputy Commissioners of all Districts.
5. ALL Chief Executive Officers ofZilla Panchayats.
6. The Managing Director, KSIIDC, Khanija Bhavan, Race Coursc

Road. Bangalore -560 001.
7. The Managing Director, iDeck, No.39, Slh Cross 8U1 Main, R,r..1V

Extn., Sadashivanagar, Bangalore-560 080.
8. The LTnder SecretAry (Ei-p.I), Finance Departm~ Vtdhana

Soudha, Bangalore.
9. The Senior Dircctor, PF & R Divn., Planning Departme~ MS

Building II Stage. Bangalore.
10.111" J"itrt D~"r ufT~W'i~ SHT, NT Ruttd, Dm1gttlt)~-2.
11.111e Director, Infrastructure Developtnent Department.
12. Section Guard File! Spare Copies.

Copy for infonnation to Persona] Secretaries !2:

I. The Principal Secretary to Hon'ble Chief Minister.
2. All Ministers of Government of Karnataka.
3. The Chief Secretary to Government
4. The Additional Chief Secretar)' to Govemn1en1.
5. The Additional Chief Secretary & Development Conunissioner.
6. rs to Principal Secretary, IDD/PAto Joint Secretary,

IDD/Director. IDD/Under Secretary. IDD
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Risk Mitigation Measure

Fixed time /fixed price contract
with EPC Contractor

Performance Security provided by
EPC Contractor, including defects
liability period

Retention Money

Equity stake in project SPV

EPC Contractor /
Concessionaire

Transferred to the EPC Contractor
/ Concessionaire under the EPC
Contract -

Inflation Risk

EPC Contractor I
Concessionaire

Concessionaire to provide
warranties /commitments to
upgrade technology to me.et
outout soecifications

Technology Risk

Termination CompensationTermination Risk Promoters/
Concessionaire/lenders

Substitution/Step-in Rights to
Project lenders

III. Operations Period

Traffic/ Demand Risk

Annuity structures/ Financial

Support

Traffic surveysl willingness-to-pay
studies

Concessionaire/ CARevenue Risk

~

Revenue Leakage Risk Concessionaire/ CA

Independent Auditor
O&M Contractor/
Concessionaire

Performance SecurityMaintenance Standards
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Risk Description Assigned to

O&M Contractor/

Concessionaire

Risk Mitigation Measure

Environmental Risk Concessionaire/ O&M Contractor lto meet the accepted
environmental norms during the
operations period. This could be
enforced through suitable clauses
~~Qncession Aqreement.

C N Concessionaire /LendersTermination Risk Termination Compensation

Substitution/ Step-in-Rights
ElQiect Lenders

to

IV .Financing Risks

Equity Sponsors/Investors Sponsors generally required to
maintain in aggregate a minimum
shareholding of in the paid up
equity capital of the
Concessionaire

Project lenders insulated from risk
related to equity subscription

Term Debt Lenders Suitable security creation

Interest Rate Risk Concessionaire Fixed interest rates on debt. witr
reset options

-

Concessionaire/ CAAdverse FX Risk Funding through rupee debt

In case of forex funding for critical
projects, exchange rate risk could
also be partly or fully borne by CA
through appropriate agreements
and ~QlQa mechanisms

v. Other Risks

Expropriation, including
creeping nationalization,
changes in legislation,
discriminatory actions on tolls,
etc.

CA Such acts defined as direct
political force Majeure events and
remedies are generally provided
under the Concession Agreement.
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SCHEDULE 11- Institutional Roles & Responsibilities

.

.

.
Government of

Karnataka
(GoK)

Formulation and review of policy measures
General administration of policy measures{1
Co-ordination between various departmehts for facilitating project
implementation
Performance evaluation

I nfrastructure

Development

Department, GoK

.

Co-ordination of policy level initiatives
Part of Single Window Agency (SWA) for PPP for approval of private
investment proposals up to Rs. 50 Crore
Part of High-Level Committee (HLC) for Infrastructure Projects over
Rs. 50 Crore
Assistance to HLC and SWA for evaluation of all Infrastructure
Project proposals to be implemented through PPP
Co-ordination of project development

Facilitate and approve PPP projects over Rs. 50 Crore
High Level Committee

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

Single Window Agency

Facilitate project identification, development & implementation
Facilitate co-ordination between various departments
Facilitate obtaining clearances and approvalsPPP Cell & District PPP

Committee

.

.

iDeCK

Secretariat/ Advisor to IDDfSWA/ HLC
Co-ordination of policy level initiatives -preparation of sectoral
strategies and action plans for successful project implementation
Administering training and skill development programmes
Co-ordination of project development for PPP projects
Project financing
Interface between government and private sector/industry
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SCHEDULE 111- Incentives and Concessions

The project would be allowed to charge user fees (tolls, port dues etc.) 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, etc" 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

.:. 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

.:. Government 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 include 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 time
to time. Such exemption would be applicable both to the developer of the
infrastructure project, or any Person authorized to execute works in the

infrastructure project;
.:. Concession on stamp duty on transfer of land6:

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
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iii. Zone 3: Nil
.:. Concession on conversion fine on land:

i. Zone 1: 100%
ii. Zone 2: 50%
iii. Zone 3: Nil

D, Contingent Guarantees

.:. In specific cases, guaranteed payment structures such as "Take-or-pay"
(wherein there is an assurance of payment for the ovailability of a service) or
"supply-or-pay" (wherein there is an assurance i of payment for the non-

availability of a service) would be considered.

E 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

ii. 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,
Government or Government Agency.

28


