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	Background
Construction is the vehicle for the growth of civilization. It helps build structures that sustain a nations economy. In our country National plans, Construction constitutes 40 to 50% of the capital expenditure on projects in various sectors such as Energy, Transport, Irrigation, Social sector, Communications, Defence, Rural and Urban Infrastructure and so on. It is highly employment intensive.

	
Frequent time and cost over-runs in projects due to a multitude of factors and deficiencies in quality and efficiency in construction have been a source of major concern to the Planning Commission. Various Construction departments of the government/PSUs have, from time to time, updated their methods & procedures but the construction industry as a total system has not received the same attention. This system includes, besides work planning, designing and executing agencies, owners,their engineers, material-and-machinery manufacturers also.

	
Indias construction industry today faces enormous challenges posed by the massive sizes of the countrys plans, the need for project exports to countries which do not welcome the second best, a growing domestic consciousness about quality, speed and efficiency and the new economic policies of the government, viz, liberalization and globalization which have started throwing open a good deal of construction activity to the private sector, thus ushering in unprecedented international competition within the country.

	
With a view to bring about much needed improvements in economy, efficiency, quality and speed in construction, the Planning Commission had sponsored/set up various Committees, Conferences and a Working Group. Noteworthy among these was a Working Group set up in October89 under the chairmanship of Mr. Harish Chandra and two National Conferences organized by NICMAR in May91 and July94. From these studies/conferences emerged several important recommendations. A key recommendation was the setting up of an apex national authority as a full time body to take a unified, balanced view on construction-related matters and evolve-appropriate strategies. With the changed enviornment in the last few years it was decided that, instead of the earlier recommended Construction Industry Development Board as a Government body, we should have an autonomous Construction Industry Development Council (CIDC) to bring together on a single platform all organizations concerned with construction Government and private owners, their construction departments, contractors, designers and consultants, manufacturers and distributors of construction materials & machinery and also the scientific, technical, training and research institutions, so as to take a unified, balanced view on construction related matters and evolve appropriate strategies for strengthening the Construction sector. Till recently there was no representative body in India to protect, promote and project interests of the construction sector on such a broad scale. Planning Commission, along with several leading organization in the construction field, has now set up the CIDC which will provide a forum for all these parties to express their concerns, have various problems studied and help secure for the construction sector the attention it really deserves. CIDC is an independent, autonomous, nonprofit body incorporated as a registered society under the SR Act 1860. (No. 529195 at March 07, 1996).


	ICRA Limited (ICRA) and Construction Industry Development Council (CIDC) have perceived the need of enhancing efficiency in the construction sector and facilitating credit flow to it. The sector assumes considerable importance as it consumes a big chunk of national plan outlays, generates vast business activities, and provides employment to millions. However, the Indian construction industry faces several problems. The unique risk features of the sector have acted as an impediment to the flow of institutional financing to it.
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	With a view to enhancing the lenders’ confidence in decision making for financing the construction sector and ultimately stepping up banks’ participation in construction financing, ICRA and CIDC have evolved a methodology for grading all the entities in a construction project: the contractor, the consultant, the project owner, and the project itself. The aim is to develop an objective system of grading these agencies. The entity that wants to be graded can approach ICRA/CIDC with a grading request. 

The grading of construction agencies is designed to provide lenders with an independent opinion on the quality of the entity being examined. It is not a recommendation to lend or not to lend to the entity concerned.
The Organisations
ICRA Limited (formerly Investment Information and Credit Rating Agency of India Limited) was set up in 1991 by leading financial/investment institutions, commercial banks and financial services companies as an independent and professional investment and credit rating agency.
The Construction Industry Development Council (CIDC) was set up by the Planning Commission along with several leading organisations in the field. The objectives of CIDC include providing a forum for all parties involved in construction to express their concerns and study various problems of the sector.
The Benefits
As construction is a highly capital intensive activity, with long gestation periods, assessing the quality of agencies involved assumes great importance in facilitating decisions that may not result in vast infructuous expenditure of resources causing an unwanted strain on the nation.
With this in mind, the grading of construction agencies is designed to benefit the various entities involved in the following manner.
A The Project Owner: Provide a fair picture of completion of the project as per terms and provide the level of comfort of the investment yielding planned returns.
B The Contractor: Facilitates acceptance while highlighting his competence and eliminating unhealthy undercutting or unrealistic bidding.
C The Consultant: Barriers to entry in the consultancy industry are low. Grading enables the consultant to stand out in the crowd.
D The Project: Forewarned of the risks and deficiencies in the enabling infrastructure and financing. Benefits from lower cost of indemnities and easier access to funds.
The assessment process for the contractor, the consultant, and project owner commences at the request of the respective entity. Once the mandate letter is received, ICRA-CIDC require, inter alia, the entity’s financial statements, and details regarding its organisational structure and project experience. Once the information is received, a team of analysts takes up the task of preparing a report on that entity, highlighting its business and financial risks. The support of in-house research facilities and database of ICRA and CIDC are availed of. A report prepared to the Grading Committee for assessing the entity. The whole process is highly interactive and includes inputs from sector experts including the Committee of Elders.
ICRA-CIDC ensure strict confidentiality of all information collected during the assessment process.
Methodology
The Contractor, Consultant and Owner are graded under two broad risk categories-business risk and financial risk. The indicative criteria, among other factors, include:
Criteria to assess contractor
Business risk determinants 

· Market position 

· Sector of operation 

· Ability to be an integrator 

· Project quality track record 

· Client category and diversity 

· Management quality 

· Quality of design systems 

· Contract evaluation 

· Ability to provide project finance 

· Project composition 

· Labour relation track record 

Financial risk determinants 

· Leverage 

· Financial flexibility 

· Accounting quality 

· Credit-worthiness of clients 

· Customer advances 

· Receivable management 

· Liquidated damages exposure 

· Contigent liabilities 

· Bank guarantee rates 

· Cost structure 

· Contract composition 

· Insurance cover 

Criteria to assess consultant
Business risk determinants 

· Market reputation 

· Sector of operation 

· Project quality track record 

· Human resources quality 

· Quality of design systems 

· Project composition and size 

Financial risk determinants 

· Financial flexibility 

· Liquidated damages exposure 

· Insurance cover 

Criteria to assess project owner
Business risk determinants 

· Industry characteristics 

· Market position 

· Operational efficiency 

· New projects 

· Management quality 

Financial risk determinants 

· Funding policies 

· Financial flexibility 

· Accounting quality 

Criteria to assess project risks include an analysis of the following factors among others: 

· Completion risk 

· Price risk 

· Resource risk 

· Technology risk 

· Political risk 

· Casualty risk 

· Environmental risk 

· Permitting risk 

· Exchange rate risk 

· Interest rate risk 

· Insolvency risk 

· Project development risk 

· Site risk 

· Financial closure risk 

	GRADING SYMBOLS FOR CONSTRUCTION AGENCIES 

ICRA-CIDC grading symbols for CONTRACTORS and their implications are as follows:
CR1
Very strong contract execution capacity. The prospects of timely completion of projects without cost overruns are best and the ability to pay liquidated damages for non-conformance with contract is highest.
CR2+
CR2
CR2-
Strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are high but not as high as CR1.
CR3+
CR3
CR3-
Moderate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are moderate. Contract execution capacity can be affected moderately by changes in construction sector prospects.
CR4+
CR4
CR4-
Inadequate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are inadequate. Contract execution capacity can be affected severely by changes in construction sector prospects.
CR5
Week contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are poor.
ICRA-CIDC grading symbols for CONSULTANTS and their implications are as follows:
CT1
Very strong project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance with contract are highest.
CT2+
CT2
CT2-
Strong project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are high but not as high as CT1.
CT3+
CT3
CT3-
Moderate project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are moderate.
CT4+
CT4
CT4-
Inadequate project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are inadequate. The track record of the consultant in project designing is not impressive.
CT5
Weak project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are poor. The consultant either has no track record or has a track record of design flaws and disputes with clients.
ICRA-CIDC grading symbols for PROJECT OWNER and their implications are as follows:
OR1
Very strong project promoter. The likelihood of good project management and adequacy of project finance are highest.
OR2+
OR2
OR2-
Strong project promoter. The likelihood of good project management and adequacy of project finance are high but not as high as OR1.
OR3+
OR3
OR3-
Moderate project promoter. The likelihood of good project management and adequacy of project finance are moderate. Adverse changes in the economic situation might prevent the owner from being able to financially close the project.
OR4+
OR4
OR4-
Inadequate project promoter. The likelihood of good project management and adequacy of project finance are inadequate. The project promoter has inadequate experience and/or financial strength in implementing projects.
OR5
Weak project promoter. The likelihood of good project management and adequacy of project finance are weak.
ICRA-CIDC grading symbols for the PROJECT and their implications are as follows:
PT1
Very strong project. The prospects of successful implementation of the project as per plan are highest. The project risk factors are lowest.
PT2+
PT2
PT2-
Strong project. The prospects of successful implementation of the project as per plan are high. The project risk factors are low.
PT3+
PT3
PT3-
Moderate project. The prospects of successful implementation of the project as per plan are moderate. The project risk factors are moderate.
PT4+
PT4
PT4-
Inadequate project. The prospects of successful implementation of the project as per plan are inadequate. The project risk factors are high.
PT5
Weak project. The prospects of successful implementation of the project as per plan are poor. The project risk factors are highest
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	The Concept 

The real estate sector assumes considerable importance as it generates vast business activities and provides a multiplier effect to the economy. Organised development of the real estate and housing sector is thus critical to the economic development of a country. Following the liberalisation of the Indian economy and the economic reform programmes, the sector has been witnessing rapid changes. With the government’s increased focus on real estate and housing in terms of policy initiatives, large investments are likely to flow into the sector over the coming years. 
The real estate sector has traditionally been associated with inadequate information and lack of agreed standards. The ICRA-NAREDCO grading, which is an independent opinion on the relative performance capability of the real estate entity concerned aims to serve as a tool for identifying and managing risks associated with the concerned entity. 
Besides benefiting the sector participants and end users (investors/customers), the grading is designed to provide objective opinions as inputs in the pricing and credit decisions of banks/financial institutions. It is not a recommendation to lend/do business with or not to lend/not to do business with a certain entity.

The Organisations 
ICRA Limited (formerly Investment Information and Credit Rating Agency of India Limited) was set up in 1991 by the leading financial/investment institutions, commercial banks and financial services companies as an independent and professional investment information and credit rating agency.
The International rating agency, MOODY’S INVESTORS SERVICE has taken up stake in the equity capital of ICRA and currently is one of its largest shareholders. Moody's participation is supported by a Technical Services Agreement which entails Moody’s providing certain high-value technical services to ICRA. Specifically, the agreement is aimed at benefiting ICRA’s in-house research capabilities, and providing it with access to Moody’s global research base. 
The National Real Estate Development Council (NAREDCO) is the apex national body of Real Estate Developers for self-regulation of industry and bringing ethics & code of conduct in the profession. The body includes Hon’ble Minister of Urban Development and Food & Consumer Affairs, Public Sector Organisations and all practitioners of real estate sector. NAREDCO’s mission is to improve the confidence level of lenders, investors and consumers by bringing in professional practices through self regulation and ultimately catalysing the growth of this sector. As a nodal agency NAREDCO has been invited by the Government of India to be the nodal agency for development of the concept of grading projects and developers in the Housing & Real Estate sectors.
The Benefits
The grading of the real estate developers is designed to make the investors (end user/buyer of property) aware of the risks involved in the developer’s ability to deliver as per specified terms and quality parameters and transfer of ownership on time. Moreover, grading would facilitate the overall growth of the real estate sector by providing the developers with incentives to conform to fair trade practices and legal requirements. 
A scientifically graded project would lend itself to a more accurate and reliable estimation of risks associated with the real estate project/project promoter. This is expected to enhance the confidence of the end users and augment the interest of the lenders in these projects, thereby facilitating the flow of institutional funds to the project/project owner.
The Grade Assessment Process 
The assessment process for the real estate developer or the real estate project commences at the request of the respective entity. Once the mandate letter is received, ICRA-NAREDCO require, interalia, the developer’s financial statements, organisational structure and project experience. Once the information is received, a team of analysts takes up the task of preparing a report on that entity, highlighting its business and financial risks. The support of in-house research and database of ICRA and NAREDCO is availed of. A report prepared by the analysts is presented to the Grading Committee for assessing the entity. The whole process is highly interactive and includes inputs from sector experts including the Committee of Experts. 
ICRA-NAREDCO ensure strict confidentiality of all information collected during the assessment process. 
Methodology
The Developer and the Real Estate Project are graded under two broad risk categories - business risk and financial risk. Indicative criteria among other factors include:
Criteria to assess Developers
Business Risk Determinants:
· Sector specific risk: A complete overview of the state of the economy and its near and medium term prospects. Sectoral presence of the developer/builder enterprise and consequent revenue generation capacity. 

· Market Position: The position of the developer vis-à-vis other players and the developer’s general reputation in the market. 

· Project Composition: Project mix in terms of number and value of projects in hand. 

· Adherence to project time schedules: Present state of all the projects undertaken by the developer and the extent of adherence to milestones indicates the chances of any time overruns. 

· Project Quality track record: The quality of the completed projects has a vital bearing on the developer’s business risk. The quality consciousness of the developer refers to the quality procedures adopted at the various project sites, material procurement and inspection systems adopted by the developer. 

· Project Management and Systems for timely completion: The internal planning and project management systems adopted, extent of review meetings at the on going project sites, nature of construction agencies deployed and construction techniques adopted can significantly affect the progress at the worksites. 

· Management Quality: Organisation structure, commitment of the management, management policies and resources deployed. 

· Extent of legal compliance and documentation: Conformity with building bye laws and regulations and trade practices followed. Extent of documentation also has an important bearing. 
· Contract Composition: Indicates the nature of contracts entered into by the developer with the construction agencies which influences the risk sharing in case of any delay or deviation. 

· Past projects track record: Track record of the developer in terms of quality, timely completion and transfer of ownership to the customers. 

· Dispute and litigation track record: Nature and extent of litigation against the developer by government/semi government/public sector agencies and the general public. 

· Transfer of ownership track record: Track record of the developer in terms of effective transfer of title in the past/completed projects. 

· Customer satisfaction: Extent of satisfaction of the customers/investors and redressal of grievances of the purchaser/investor. 

Financial Risk Determinants:
· Profitability: Important indicator of developer’s financial strength. 
· Leverage: Developers that are highly leveraged face bigger problems during economic downturns. 

· Financial Flexibility: Financial flexibility refers to the company’s ability to arrange funds in case of a liquidity crunch and erratic cash inflows. 

· Working Capital Management: Control of receivables and advances from customers aid working capital management thereby requiring less working capital support from external sources which require interest payments. 

· Insurance Cover: Insurance cover taken by the developer for its various projects reduces the risk in case of any contingencies. 

· Accounting Quality: Includes accounting practices and standards followed. 

· Contingent Liability: Any contingent liability that may significantly affect the risk profile of the developer. 

Criteria to assess Real Estate Project Risks includes an analysis of the following factors among others:
· Completion risk: This is the risk that the project may not be completed in time or at all due to faulty planning, cost overruns, wrong choice of construction agencies, force majeure etc. 
· Price risk: Price quoted should be reasonable and any risk of volatile prices due to supply-demand factors increases the price risk. 

· Resource risk: The risk includes the non-availability or a possibility of an adverse price movement of raw materials 
· Quality and non-conformance risk: This is the risk of non-conformance of laid down quality standards for construction processes and raw materials. 

· Political risk: This risk relates to matters such as increased taxes and any policies that may have a bearing on the project. 

· Project development risk: This is a risk that the project development may not take place in an orderly manner if the agreement between the landowner and developer is not clear and faulty contractual arrangements with agencies involved. 

· Permitting Risk: This is the risk that official clearances like approved building plans, licences from competent authorities may not be forthcoming or subject to expensive conditions. 

· Exchange Rate Risk: This indicates the risk of any currency fluctuation if any foreign currency liabilities are present. 

· Interest Rate Risk: This is the risk that the floating interest rate of the project, if any, would increase beyond the levels assumed for preparing projected cash flows. 

· Insolvency Risk: This is the risk of insolvency of the Developer. 

· Site Risk: This is the risk that the project site might have legal encumbrances. 

· Transfer of ownership risk: This is the risk that the ownership title may not be transferred effectively. 

· Penalty clause: Presence of a penalty clause in case of delay in handing over possession in time can act as a source of comfort to the investor. 

In addition to the project specific risks the past track record of the developer and its financial position have an important bearing on the grading of the project.


	  

ICRA-NAREDCO grading symbols for Real Estate Developers and their implications are as follows: 
DR1
Very strong project execution capacity. The prospects of execution of real estate projects as per plan is the best and the ability to transfer ownership as per terms is highest.
DR2+
DR2
DR2-
Strong project execution capacity. The prospects of execution of real estate projects as per plan and the ability to transfer ownership as per terms are high but not as high as DR1.
DR3+
DR3 
DR3-
Moderate project execution capacity. The prospects of execution of real estate projects as per plan and the ability to transfer ownership as per terms are moderate. Project execution capacity can be affected moderately by changes in the real estate sector prospects. 
DR4+
DR4 
DR4- 
Inadequate project execution capacity. The prospects of execution of real estate projects as per plan and the ability to transfer ownership as per terms are inadequate. Project execution capacity can be affected severely by changes in real estate sector prospects.
DR5
Weak project execution capacity. The prospects of executionof real estate projects as per plan and the ability to transfer ownership as per terms are poor.
ICRA-NAREDCO grading symbols for the Real Estate Project and their implications are as follows: 
RT1
Very strong project. The prospects of successful implementation of the real estate project and transfer of ownership as per terms are highest. The project risk factors are lowest.
RT2+
RT2 
RT2- 
Strong project. The prospects of successful implementation of the real estate project and transfer of ownership as per terms are high. The project risk factors are low.
RT3+
RT3 
RT3- 
Moderate project. The prospects of successful implementation of the real estate project and transfer of ownership as per terms are moderate. The project risk factors are moderate.
RT4+
RT4 
RT4- 
Inadequate project. The prospects of successful implementation of the real estate project and transfer of ownership as per terms are inadequate. The project risk factors are high.
RT5
Weak project. The prospects of successful implementation of the real estate project and transfer of ownership as per terms are poor. The project risk factors are highest. 



ICRA Assigns CR3 Grade to Mfar Constructions Ltd.
Investment information and credit rating agency ICRA Limited (ICRA) has assigned a CR3 (pronounced C R three) grading to Mfar Constructions Ltd (Mfar). The grading indicates Moderate Contract Execution Capacity. The prospects of timely completion of projects without cost overruns, and the ability to pay Liquidated Damages for non-conformance with contract are moderate. Contract execution capacity can be affected moderately by changes in construction sector prospects.The grading indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 100 million and aggregate value of works to be executed within a year of up to Rs. 350 million.

The grading of Mfar Constructions Ltd is another addition to the several gradings published since the innovative system of grading of construction entities a system developed by ICRA and the Construction Industry Development Council (CIDC) was launched late last year. ICRA’s unique grading methodology is a product of months of research and collaboration with the CIDC. The ICRA-CIDC grading system encompasses all entities in a construction project: the Contractor, the Consultant, the Project Owner, and the Project itself. It is aimed at providing lenders/sector participants with an independent opinion on the quality of the construction entity graded.

The grading takes into account the satisfactory performance of Mfar in its on-going projects, its focus on mechanisation of operations and its quality of construction. Besides this the grading also factors in the limited track record in project execution, relative inexperience in competitive bidding, limited market presence and pressure on its cash flows. 

Mfar is a relatively recent entrant in the Indian Construction sector with its operations commencing in 1997. Mfar is involved in the execution of residential/institutional/commercial buildings primarily in Bangalore and Mangalore. The client profile of Mfar comprise mainly private clients with local presence. However, Mfar is presently executing a residential complex for THDCL (Rs. 17 crore), which is the only major project won through competitive bidding against other major construction companies. Mfar has made considerable investments in plant & machinery and the work practices at the project sites indicate the company’s focus on mechanisation and quality control.

Although the profitability of Mfar improved in FY2001, the debt levels of the company has gone up resulting in relatively higher gearing compared to companies of similar size, thereby reducing its financial flexibility. The increase in material involvement in projects and the inclusion of relatively higher value projects like the residential complex for THDCL has led to an increase in working capital requirements of the company and stretching of its creditors. Mfar is presently operating in a segment where its clientele is limited primarily to real estate developers. Under the existing competitive conditions, the prices of properties are often predetermined and the contracts have to be negotiated to suit the client’s prices. Contracts acquired under such conditions would affect the profitability of the company, which is likely to add to the pressure on its cash flows and consequently its project execution capacity in the short to medium term.

Earnings Prospects and Risk Analysis (EPRA) 

ICRA's EPRA range of services are structured with a view to providing authentic information on the relative quality of equity in diverse corporates. The relative quality of equity of a company, the growth, stability and composition of its earnings are assessed by analysing the underlying fundamentals that will affect the company's future performance over the medium term. A complex combination of variables is examined including, industrial outlook, management quality, financial strength, corporate operations, competitive strength and outlook. EPRA range of services includes:
Equity Assessment
Equity Assessment process commences at the request of an investor and the consent of the company being assessed. ICRA may or may not disclose the investor's identity to the company depending upon the investor's preference. The rest of the assessment process is similar to the Equity Grading process, except that the end result is not in form of a symbol but an assessment report specific to the investor's need and intended to be used by investor only.
India, a rapidly growing emerging market offers a plethora of investment opportunities for investors worldwide. ICRA Corporate Review (ICR) is a comprehensive document that provides appropriate information and insightful commentary on a universe of Indian corporates. It is designed specifically with equity investors in mind. The objective is to provide the convenience of having credible information on a universe of companies in one place. The information and analysis contained in ICR are all supported by primary research, and rigorous data validation, thus ensuring credibility. The variety of value added information provided in two pages provides a clear picture of the key issues facing a corporate entity. ICR is also available on CD-ROM, incorporating exhaustive query functions, keyword search, comparative analysis and online help.

ICRA has assigned "CR2" (pronounced as C R two) grade to M/s JMC Projects (India) Limited. This grading indicates Strong Contract Execution Capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are high but not as high as CR1. This grading indicates the relative contract execution capacity with respect to contracts with average values of upto Rs. 65 crore (Rupees sixty five crore) and aggregate value of works to be executed within a year of upto Rs. 200 crore (Rupees two hundred crore) with a permissible variation of +/- 10% in the contract value and the aggregate value of works. This grading may change for contracts with average values of above Rs. 65 crore and aggregate value of works to be executed within a year of above Rs. 200 crore with a permissible

	Equity Grades 

ICRA Equity Grade outstanding shows any outstanding Equity assigned by ICRA to the company.  ICRA's equity grade comments upon the relative inherent quality of equity reflected by the earnings prospects, risk and financial strength associated with the specific company.  ICRA's Equity Grading Scale is listed below. 

ER1 A
Excellent Earnings Prospects; Low Risk
ER1 B
Excellent Earnings Prospects;Moderate Risk
ER1C
Excellent Earnings Prospects; High Risk
 

 

ER2A
Very Good Earnings Prospects; Low Risk
ER2B
Very Good Earnings Prospects; Moderate Risk
ER2C
Very Good Earnings Prospects; HIgh Risk
 

 

ER3A
Good Earnings Prospects; Low Risk
ER3B
Good Earnings Prospects; Moderate Risk
ER3C
Good Earnings Prospects; High Risk
 

 

ER4A
Moderate Earnings Prospects; Low Risk
ER4B
Moderate Earnings Prospects; Moderate Risk
ER4C
Moderate Earnings Prospects; High Risk
 

 

ER5A
Weak Earnings Prospects; Low Risk
ER5B
Weak Earnings Prospects; Moderate Risk
ER5C
Weak Earnings Prospects; High Risk
 

 

ER6A
Poor  Earnings Prospects; Low Risk
ER6B
Poor Earnings Prospects; Moderate Risk
ER6C
Poor Earnings Prospects; High Risk
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	CONSTRUCTION GRADES ANNOUNCED BY ICRA
Company Name 
Entity Type
Construction 
Grade
Remarks
Bhagheeratha Engineering Limited
Contractor
CR2
Indicates the relative contract execution capacity with respect to contracts with average values of upto Rs. 75 crores and aggregate value of works to be executed within a year of upto Rs. 175 crores with a permissible variation of +/- 10%
Continental Construction Ltd
Contractor
CR2-
For contracts with average values of upto Rs. 200 crores with a permissible variation of +/- 10%
Ganeshan Builders Ltd
Contractor
CR3+
For Contracts with average values upto Rs 15 crores with a permissible variation of +/- 10%
JMC Projects (India) Limited
Contractor
CR2
CR2 grade assigned to M/s JMC Projects (India) Limited indicating Strong Contract Execution Capacity
L & T (ECC) 
Contractor 
CR1
For Contracts with average values of upto Rs. 500 crores with a permissible 10% variation of +/- 10%
MCM Services (p) Limited
Consultant
CT3
For contracts with average values of upto Rs 20-25 crores with a permissible variation of +/- 10%
Mfar Constructions Ltd.
Contractor
CR3
The grading indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 100 million and aggregate value of works to be executed within a year of up to Rs. 350 million
Petron Civil Engineering Limited
Contractor
CR2
For Contracts with average values of upto Rs. 50 crores with a permissible variation of +/- 10%
Soma Enterprise Ltd
Contractor
CR2
For contracts with average values of upto Rs 75 crores with a permissible variation of +/- 10%. For contracts with aggregate value of works under execution at any time of upto Rs. 200 crores with a permissible variation of +/- 10%
Swarshilp Properties Limited
Consultant
CT3+
For contracts with average values of upto Rs 7 crores with a permissible variation of +/- 10%
Vensar Constructions Company Pvt Ltd
Contractor
CR3
CR3 grade assigned to M/s Vensar Constructions Company Pvt Ltd indicating Moderate Contract Execution Capacity


	GRADING SYMBOLS FOR CONSTRUCTION AGENCIES 

ICRA-CIDC grading symbols for CONTRACTORS and their implications are as follows:
CR1
Very strong contract execution capacity. The prospects of timely completion of projects without cost overruns are best and the ability to pay liquidated damages for non-conformance with contract is highest.
CR2+
CR2
CR2-
Strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are high but not as high as CR1.
CR3+
CR3
CR3-
Moderate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are moderate. Contract execution capacity can be affected moderately by changes in construction sector prospects.
CR4+
CR4
CR4-
Inadequate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are inadequate. Contract execution capacity can be affected severely by changes in construction sector prospects.
CR5
Weak contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance are poor.
ICRA-CIDC grading symbols for CONSULTANTS and their implications are as follows:
CT1
Very strong project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance with contract are highest.
CT2+
CT2
CT2-
Strong project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are high but not as high as CT1.
CT3+
CT3
CT3-
Moderate project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are moderate.
CT4+
CT4
CT4-
Inadequate project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are inadequate. The track record of the consultant in project designing is not impressive.
CT5
Weak project engineering capacity. The prospects of good technical design and the ability to pay liquidated damages for non-conformance are poor. The consultant either has no track record or has a track record of design flaws and disputes with clients.
ICRA-CIDC grading symbols for PROJECT OWNER and their implications are as follows:
OR1
Very strong project promoter. The likelihood of good project management and adequacy of project finance are highest.
OR2+
OR2
OR2-
Strong project promoter. The likelihood of good project management and adequacy of project finance are high but not as high as OR1.
OR3+
OR3
OR3-
Moderate project promoter. The likelihood of good project management and adequacy of project finance are moderate. Adverse changes in the economic situation might prevent the owner from being able to financially close the project.
OR4+
OR4
OR4-
Inadequate project promoter. The likelihood of good project management and adequacy of project finance are inadequate. The project promoter has inadequate experience and/or financial strength in implementing projects.
OR5
Weak project promoter. The likelihood of good project management and adequacy of project finance are weak.
ICRA-CIDC grading symbols for the PROJECT and their implications are as follows:
PT1
Very strong project. The prospects of successful implementation of the project as per plan are highest. The project risk factors are lowest.
PT2+
PT2
PT2-
Strong project. The prospects of successful implementation of the project as per plan are high. The project risk factors are low.
PT3+
PT3
PT3-
Moderate project. The prospects of successful implementation of the project as per plan are moderate. The project risk factors are moderate.
PT4+
PT4
PT4-
Inadequate project. The prospects of successful implementation of the project as per plan are inadequate. The project risk factors are high.
PT5
Weak project. The prospects of successful implementation of the project as per plan are poor. The project risk factors are highest.



ICRA has assigned "CR3" (pronounced as C R three) grade to the captioned entity. This grading indicates Moderate Contract Execution Capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are moderate. Contract execution capacity can be affected moderately by changes in the construction sector prospects. This grading indicates the relative contract execution capacity with respect to contracts with average values of upto Rs. 15 crore (Rupees fifteen crore) and aggregate value of works to be executed within a year of upto Rs. 35 crore (Rupees thirty five crore) with a permissible variation of +/- 10% in the contract value and the aggregate value of works. This grading may change for contracts with average values of above Rs. 15 crore and aggregate value of works to be executed within a year of above Rs. 35 crore with a permissible variation of +/- 10% and the assessment of the same shall require a review exercise.

ICRA has assigned a CT3+ (pronounced C T three plus) grade to Swar Shilp Properties Limited. The grade indicates moderate project architectural services capacity. The prospects of good project architectural services and the ability to pay liquidated damages for non-conformance with contract are moderate. The grade indicates the relative project architectural services capacity with respect to contracts with average values of up to Rs. 7 crore with a permissible variation of +/- 10%.

ICRA has assigned a CT3 (pronounced C T three) grade to MCM Services Private Limited. The grade indicates moderate project engineering/management services capacity. The prospects of good technical design/project management services and the ability to pay liquidated damages for non-conformance with contract are moderate. The grade indicates the relative project engineering/management services capacity with respect to contracts with average values between Rs. 20 and 25 crore with a permissible variation of +/- 10% and is dependent on the availability of dedicated and qualified personnel.

ICRA has assigned a CR3+ (pronounced C R three plus) grade to Ganesan Builders Limited. The grade indicates moderate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are moderate. Contract execution capacity can be affected moderately by changes in the construction sector prospects. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 15 crore with a permissible variation of +/- 10%.

ICRA has assigned a CR2 (pronounced C R two) grade to Soma Enterprise Limited. The grade indicates strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are high but not as high as in CR1. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 75 crore and aggregate value of works to be executed within a year of up to Rs. 200 crore with a permissible variation of +/- 10%.

Investment information and credit rating agency ICRA Limited (ICRA) has assigned a CR2 (pronounced C R two) grade to Petron Civil Engineering Ltd. (PCEL). The grade indicates Strong Contract Execution Capacity. The prospects of timely completion of projects, without cost overruns and the ability to pay Liquidated Damages for non-conformance with contract is high but not as high as CR 1. This grading indicates the relative contract execution capacity with respect to contracts with average values of upto Rs. 50 crores.
This is the second of the gradings done under the scheme of grading of construction entities a scheme developed by ICRA and the Construction Industry Development Council (CIDC). In fact, ICRA’s unique grading methodology is a product of months of research and collaboration with the CIDC. The ICRA grading system encompasses all entities in a construction project: the Contractor, the Consultant, the Project Owner, and the Project itself. Besides, it is aimed at providing lenders with an independent opinion on the quality of the construction entity graded.
PCEL’s grade takes into consideration factors like the consistent increase in the company’s order booking, its shift in business profile to low gestation infrastructure projects, favourable track record in the execution of industrial structure projects and adequate level of financial flexibility. The grading is, however, constrained by PCEL’s insignificant exposure in fast growing sectors like roads and power and the increased level of competition in the industrial structures sector. The extent of business risk can be gauged by the heavy concentration of water supply projects in its order book position, as on March 31, 1999 and the decline in the success ratio for contract bidding from 3:1 in FY1998 to 7:1 in FY1999. This, along with the likely entry of other major construction companies in the area of water supply, is expected to have an impact on the profitability of the company in the medium term. The grading is also affected by the lack of in house design facilities, which could restrict PCEL’s competitiveness while bidding for EPC/turnkey contracts in the future. 
PCEL’s order booking, in the past, has increased gradually and is in line with the company’s internal resources to execute these contracts. PCEL’s project mix shows a uniformly distributed portfolio of projects ranging from Rs. 6 crores to Rs. 57 crores as on March 31, 1999. The company’s past track record indicates the successful completion of major projects, such as the projects for Owens Corning India Ltd. at Taloja (Rs. 25 crores), Civil & Structural Work for Indian Oil Corporation at Haldia (Rs. 32 crores), Gujarat Ambuja Cement Ltd. at Kodinar (Rs. 35 crores) and Maharashtra Water Supply & Sewerage Board at Karad (Rs. 40 crores). The company has been able to consolidate its presence in the Maharashtra–Pune area, which has enabled the company to bid for and secure water supply and urban infrastructure projects in other parts of the country. The company’s sites were equipped with basic testing/quality control facilities, with certain tests carried out by third parties. PCEL has been able to meet occasional fund shortages at the sites ensuring minimum interruption in the execution of work. 
PCEL has generated relatively healthy accruals internally to fund its growth and that has been helpful in keeping its gearing low and therefore imparting flexibility of borrowing more if required. This has been possible because of the consistent increase in net profits of PCEL, at a Compound Annual Growth Rate (CAGR) of 50%, through FY1995 to FY1999. The company has been reasonably successful in countering the decline in Mobilisation Advances by keeping its working capital requirements low with a controlled level of receivables and by stretching its creditors. 
In yet another first, investment information and credit rating agency ICRA Limited (ICRA) has assigned a CR1 (pronounced C R one) grade to L&T (ECC), the construction arm of engineering major Larsen and Toubro (L&T). The grade indicates very strong contract execution capacity. The prospects of timely completion of projects without cost overruns are best and the ability to pay liquidated damages for non-conformance with contract is highest.
Significantly, this is the first of the gradings done under the scheme of grading of construction entities a scheme developed by ICRA and the Construction Industry Development Council (CIDC). In fact, ICRA’s unique grading methodology is a product of months of research and collaboration with the CIDC. The ICRA grading system encompasses all entities in a construction project: the Contractor, the Consultant, the Project Owner, and the Project itself. Besides, it is aimed at providing lenders with an independent opinion on the quality of the construction entity graded.
The factors determining L&T (ECC)’s grade include considerations like the company’s inherent strengths as the largest construction entity in the country, and its strong abilities in being an integrator as a construction agency, which is demonstrated by its relatively successful track record in the construction projects undertaken by it over the years.
THE BENEFITS
The ICRA system of grading construction entities is aimed at benefiting all parties involved in construction projects. For the Project Owner, the grading of the Contractor/Consultant would be greatly useful in the sense that the Owner would be able to use it as an input in the project tendering process. Besides, the Owner would get an informed view of the likelihood of the project being completed on schedule, and without overruns.
The Contractor would also benefit from the ICRA grading system since a higher grade would facilitate acceptance, and the need to resort to unhealthy undercutting or unrealistic bidding would be precluded. For The Consultant, the grading would provide for a higher degree of confidence in the timely progress and completion of work, and in the adherence to quality/safety standards since the Project Owner, the Contractor, and the Project would have been graded already.
The benefits of the grading system for the Project would be many. For one, the forewarning on risks and deficiencies in the enabling infrastructure and financing would help in the formulation of early corrective or backup measures. Besides, the project would gain from the lower costs of indemnities and the easier access to fund sources.
For Financial Institutions and Bankers, a scientifically graded project would lend itself to a more accurate and reliable estimation of the risks involved in lending. And with the grading system paving the path for a more regulated and ethical construction industry, even the Society at large would gain substantially.
THE GRADING METHODOLOGY
According to the ICRA grading system, the Contractor, Consultant and the Project Owner would be graded under two broad risk categories: Business Risk, and Financial Risk. In the case of the Contractor, the criteria for the assessment of Business Risks would include: Market Position, Sector of Operation, Ability to be an Integrator, Projects Record, Client Diversity, Human Resources and Management Quality, Design Systems, Contract Evaluation, Project Composition, Labour Relation Record, and Record of Disputes. The Financial Risk determinants in this case would include: Leverage, Financial Flexibility, Accounting Quality, Creditworthiness of Clients, Customer Advances, Receivables Management, Liquidated Damages Exposure, Contingent Liabilities, Bank Guarantee Rates, Cost Structure, Contract Composition, and Insurance Cover.
For the Consultant, the Business Risk determinants would include: Market Reputation, Sector of Operation, Projects Record, Human Resources and Management Quality, Degree of Computerisation of Design Systems, and Project Composition and Size. The Financial Risk determinants in the Consultant’s case would include: Leverage, Financial Flexibility, Accounting Quality, Liquidated Damages Exposure, Cost Structure and Insurance Cover.
For the Project Owner, the Business Risk determinants would include: Industry Characteristics, Market Position, Operation Efficiency, New Projects, and Management Quality. The Financial Risk determinants in the Project Owner’s case would include: Funding Policies and Financial Flexibility.
In the case of the Project, the assessment of Project Risks would include evaluation of the factors relating to: Completion Risk, Price Risk, Resources Risk, Technology Risk, Political Risk, Casualty Risk, Environmental Risk, Permitting Risk, Exchange Rate Risk, Interest Rate Risk, Insolvency Risk, Project Development Risk, Site Risk, and Financial Closure Risk.
The ICRA Grading Scale
	For Contractor
	For Consultant

	CR1
	Very strong contract execution capacity
	CT1
	Very strong project engineering capacity

	CR2
	Strong contract execution capacity
	CT2
	Strong project engineering capacity

	CR3
	Moderate contract execution capacity
	CT3
	Moderate project engineering capacity

	CR4
	Inadequate contract execution capacity
	CT4
	Inadequate project engineering capacity

	CR5
	Weak contract execution capacity
	CT5
	Weak project engineering capacity


	For Project Owner
	For Project

	OR1
	Very strong project promoter
	PT1
	Very strong project

	OR2
	Strong project promoter
	PT2
	Strong project

	OR3
	Moderate project promoter
	PT3
	Moderate project 

	OR4
	Inadequate project promoter
	PT4
	Inadequate project 

	OR5
	Weak project promoter
	PT5
	Weak project


Note: The suffix + (plus) or – (minus) may be appended to a grade to indicate the relative standing within that grade
Real Estate Grading: ICRA-Naredco Launch Awareness Programme

Credit rating agency ICRA Limited and the National Real Estate Development Council (Naredco) today jointly launched a programme aimed at spreading awareness on the concept and benefits of grading of real estate developers and projects in India. The programme addressed by the top brass of both the organisations was attended by a cross-section of the real estate developers’ community and housing finance companies. Today’s awareness programme will be followed by similar programmes to be organised across major cities in the country.

ICRA’s move from credit rating to performance rating (that is, grading) was dwelt on by the agency’s Managing Director, Mr. P.K. Choudhury. He explained how the grading of real estate developers and projects would draw on both ICRA’s expertise as well as its credibility as an independent and unbiased rating agency. Elaborating on the festering uncertainty over quality in India’s real estate sector, Mr. Choudhury observed that the issue was also one of visibility versus credibility. And a credible way for real estate developers and projects achieving credibility was to go in for grading.

In his address, Mr. V. Suresh, President, Naredco, and Chairman-cum-Managing Director, the Housing and Urban Development Corporation (Hudco), highlighted the role played by the real estate sector in generating vast business opportunities and producing a multiplier effect on the economy. A healthy growth of the real estate and housing sector is a must in the changing scenario of globalisation, he emphasised. With foreign direct investment (FDI) flowing into integrated township projects it is now all the more necessary for the sector to embrace proper standards and professional practices, he said. Mr. Suresh said Indian developers should be armed with additional qualifications such as gradings to effectively compete with foreign players/FDI entrants.

Mr. Suresh said the ICRA-Naredco grading system for real estate developers and projects is designed to make investors—the buyers of property—aware of the risks associated with the developers’ ability to deliver in accordance with the terms, and the quality and safety standards stipulated. The ICRA-Naredco Developer Ability Grading and Project Ability Grading will also provide an objective and independent opinion to lenders (banks and financial institutions) on their bankability, Mr. Suresh said. 

Mr. Suresh pointed to the fact that consumers are increasingly insisting on being informed of the antecedents of the developer and project concerned before deciding to invest in a particular project. Thus, it is time that real estate participants and developers seriously considered having their organisations and projects graded, he maintained.

The ICRA-Naredco methodology for grading of real estate developers and projects was explained in detail by Mr. Amul Gogna, Executive Director, ICRA, through a slide presentation. Mr. Gogna, besides explaining the intricacies of the grading process, highlighted the benefits of grading for all players in the real estate sector—the developers, the projects, the housing finance companies, and of course, the customers. Maintaining that grading was a combination of subjective and objective elements, Mr. Gogna established how ICRA, with its accumulated rating experience, and Naredco, given its familiarity with the ground reality, are eminently qualified to provide what may be termed as the "grading boost" to the country’s real estate sector.
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ICRA Limited (formerly, Investment Information and Credit Rating Agency of India Limited) was incorporated on January 16, 1991 and launched its services on August 31, 1991. ICRA is an independent and professional company providing investment information and credit rating services. ICRA’s major shareholders include leading Indian financial institutions and banks. As the growth and globalisation of Indian Capital markets have led to an exponential surge in demand for professional credit risk analysis, ICRA has actively responded to this need by executing assignments including credit ratings, equity gradings, and mandated studies spanning diverse industrial sectors. In addition to being a leading credit rating agency with expertise in virtually every sector of the Indian economy, ICRA has broad-based its services to the corporate and financial sectors, both in India and overseas, and presently offers its services under three banners namely 

· Rating Services 

· Information Services 

· Advisory Services 
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	· Industrial Finance Corporation of India Limited 

· State Bank of India 

· Moody's Investment Co. India Private Limited 

· Life Insurance Corporation of India 

· Unit Trust of India 

· Punjab National Bank 

· GIC 

· Union Bank of India 

· Central Bank of India 

· Allahabad Bank 

· United Bank of India 
	· Indian Bank 

· Canara Bank 

· UCO Bank 

· Andhra Bank 

· Export- Import Bank of India 

· 20th Century Finance Corporation Limited 

· Housing Development Finance Corp. Limited 

· Infrastructure Leasing & Financial Services Limited 

· The Vysya Bank Limited 

· Indian Overseas Bank 

· Oriental Bank of Commerce 


As an early entrant in the credit rating business, ICRA is one of the most experienced credit rating agencies in India today. ICRA rates rupee denominated debt instruments such as, 
· Bonds and Debentures (Long Term) 
· Fixed Deposit Programmes (Medium Term) 
· Commercial Paper and Certificates of Deposit (Short Term) 
· Structured Obligations and sector specific debt obligations (Issued by Infrastructure companies) 
The ICRA rating is a symbolic indicator of the current opinion of the relative capability of timely servicing of debts and obligations by the corporate entity with reference to the instrument rated. The rating is based on an objective analysis of the information and clarifications obtained from the concerns as also other sources, which are considered by ICRA to be reliable. The independence and professional approach of ICRA ensure reliable, consistent and unbiased ratings. Ratings facilitate investors to factor credit risk in their investment decision. ICRA rates long term, medium term, and short term debt instruments. 
ICRA-CIDC Grading of Construction Entities
ICRA Limited is pleased to announce the first gradings of construction entities under the ICRA-CIDC (Construction Industry Development Council) scheme. The gradings are aimed at enhancing the efficiency and transparency in the Indian construction sector, and facilitating credit flow to it. Significantly, the ICRA-CIDC grading methodology encompa-sses all players in a construction project: the Contractor, the Consultant, the Promoters, and the Project itself. Besides, it provides lenders with an independent opinion on the quality of the construction entity graded.
The Grades
The first seven entities that have been graded using the unique grading methodology evolved by ICRA in collaboration with the CIDC are: 1. L&T (ECC) 2. Petron Civil Engineering Limited 3. Ganesan Builders Limited 4. Continental Construction Limited 5. Soma Enterprise Limited 6. MCM Services Private Limited 7. Swar Shilp Properties Limited.
· L&T (ECC) 

ICRA has assigned a CR1 (pronounced C R one) grade to L&T (ECC), the construction arm of engineering major Larsen and Toubro (L&T). The grade indicates very strong contract execution capacity. The prospects of timely completion of projects without cost overruns are best and the ability to pay liquidated damages for non-conformance with contract is highest. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 500 crore with a permissble variation of +/- 10%.
· Petron Civil Engineering Limited 

ICRA has assigned a CR2 (pronounced C R two) grade to Petron Civil Engineering Limited. The grade indicates strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are high but not as high as in CR1. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 50 crore with a permissble variation of +/- 10%.
· Ganesan Builders Limited 

ICRA has assigned a CR3+ (pronounced C R three plus) grade to Ganesan Builders Limited. The grade indicates moderate contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are moderate. Contract execution capacity can be affected moderately by changes in the construction sector prospects. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 15 crore with a permissble variation of +/- 10%.
· Continental Continental Construction Limited 

ICRA has assigned a CR2- (pronounced C R two minus) grade to Continental Construction Limited. The grade indicates strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are high but not as high as in CR1. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 200 crore with a permissible variation of +/- 10%.
· Soma Enterprise Limited 

ICRA has assigned a CR2 (pronounced C R two) grade to Soma Enterprise Limited. The grade indicates strong contract execution capacity. The prospects of timely completion of projects without cost overruns and the ability to pay liquidated damages for non-conformance with contract are high but not as high as in CR1. The grade indicates the relative contract execution capacity with respect to contracts with average values of up to Rs. 75 crore and aggregate value of works under execution at any time of up to Rs. 200 crore with a permissible variation of +/- 10%.
· MCM Services Private Limited 

ICRA has assigned a CT3 (pronounced C T three) grade to MCM Services Private Limited. The grade indicates moderate project engineering/management services capacity. The prospects of good technical design/project management services and the ability to pay liquidated damages for non-conformance with contract are moderate. The grade indicates the relative project engineering/management services capacity with respect to contracts with average values between Rs. 20 and 25 crore with a permissible variation of +/- 10% and is dependent on the availability of dedicated and qualified personnel.
· Swar Shilp Properties Limited 

ICRA has assigned a CT3+ (pronounced C T three plus) grade to Swar Shilp Properties Limited. The grade indicates moderate project architectural services capacity. The prospects of good project architectural services and the ability to pay liquidated damages for non-conformance with contract are moderate. The grade indicates the relative project architectural services capacity with respect to contracts with average values of up to Rs. 7 crore with a permissible variation of +/- 10%.
The Grading Methodology
According to the ICRA-CIDC grading system, the Contractor, Consultant and the Project Owner are graded under two broad risk categories: Business Risk, and Financial Risk. In the case of the Contractor, the criteria for the assessment of Business Risks include: Market Position, Sector of Operation, Ability to be an Integrator, Projects Record, Client Diversity, Human Resources and Management Quality, Design Systems, Contract Evaluation, Project Composition, Labour Relation Record, and Record of Disputes. The Financial Risk determinants in this case include: Leverage, Financial Flexibility, Accounting Quality, Creditworthiness of Clients, Customer Advances, Receivables Management, Liquidated Damages Exposure, Contingent Liabilities, Bank Guarantee Rates, Cost Structure, Contract Composition, and Insurance Cover.
For the Consultant, the Business Risk determinants include: Market Reputation, Sector of Operation, Projects Record, Human Resources and Management Quality, Degree of Computerisation of Design Systems, and Project Composition and Size. The Financial Risk determinants in the Consultant’s case include: Leverage, Financial Flexibility, Accounting Quality, Liquidated Damages Exposure, Cost Structure and Insurance Cover.
For the Project Owner, the Business Risk determinants include: Industry Characteristics, Market Position, Operation Efficiency, New Projects, and Management Quality. The Financial Risk determinants in the Project Owner’s case include: Funding Policies and Financial Flexibility.
In the case of the Project, the assessment of Project Risks includes evaluation of the factors relating to: Completion Risk, Price Risk, Resources Risk, Technology Risk, Political Risk, Casualty Risk, Environmental Risk, Permitting Risk, Exchange Rate Risk, Interest Rate Risk, Insolvency Risk, Project Development Risk, Site Risk, and Financial Closure Risk.
The ICRA system of grading construction entities is aimed at benefiting all parties involved in construction projects. For the Project Owner, the grading of the Contractor/Consultant would be greatly useful in the sense that the Owner would be able to use it as an input in the project tendering process. Besides, the Owner would get an informed view of the likelihood of the project being completed on schedule, and without overruns.
The Contractor would also benefit from the ICRA grading system since a higher grade would facilitate acceptance, and the need to resort to unhealthy undercutting or unrealistic bidding would be precluded. For The Consultant, the grading would provide for a higher degree of confidence in the timely progress and completion of work, and in the adherence to quality/safety standards since the Project Owner, the Contractor, and the Project would have been graded already.
Benefits of Grading
The benefits of the grading system for the Project would be many. For one, the forewarning on risks and deficiencies in the enabling infrastructure and financing would help in the formulation of early corrective or backup measures. Besides, the project would gain from the lower costs of indemnities and the easier access to fund sources.
For Financial Institutions and Banks, a scientifically graded project would lend itself to a more accurate and reliable estimation of the risks involved in lending. And with the grading system paving the path for a more regulated and ethical construction industry, even the Society at large would gain substantially.

ICRA-CIDC Grading Scale / Symbols
	For Contractor
	For Consultant

	CR1
	Very strong contract execution capacity
	CT1
	Very strong project engineering capacity

	CR2
	Strong contract execution capacity
	CT2
	Strong project engineering capacity

	CR3
	Moderate contract execution capacity
	CT3
	Moderate project engineering capacity

	CR4
	Inadequate contract execution capacity
	CT4
	Inadequate project engineering capacity

	CR5
	Weak contract execution capacity
	CT5
	Weak project engineering capacity


	For Project Owner
	For Project

	OR1
	Very strong project promoter
	PT1
	Very strong project

	OR2
	Strong project promoter
	PT2
	Strong project

	OR3
	Moderate project promoter
	PT3
	Moderate project 

	OR4
	Inadequate project promoter
	PT4
	Inadequate project 

	OR5
	Weak project promoter
	PT5
	Weak project


Note: The suffix + or – may be appended to a grade to indicate the relative standing within that grade
Importance of Construction Sector
The importance of the construction sector in India’s economy can hardly be over-emphasised. The annual monetary value of business of the construction industry is Rs. 2,100 billion. Construction activities contribute around 4.5% (at 1980-81 prices) to the country’s gross domestic product (GDP). The multiplier effect of the construction industry is very high because of the high propensity to consume. This implies that the investment made in construction would generate revenues in excess of the capital outlay. Each rupee spent on construction is estimated to provide around 80-85 paise to the economy as a whole. The construction sector is the second largest employer in India (after agriculture), employing almost 32 million people and providing support to 16 major core sector industries. The employment elasticity of construction with respect to GDP and employment growth rate is high. However, despite the importance of construction activities to the economy, the construction sector uses merely 1.6% of the gross bank credit (the figure has remained almost stagnant for over a decade).

The construction sector has very strong linkages with infrastructure, housing and asset building activities. Construction accounts for 40-50% of the capital expenditure on projects in various sectors such as energy, transport, irrigation, social, communications, defence, rural and urban infrastructure. The Government has started according priority to infrastructure development on account of the strong linkages of infrastructure with economic development. Sectors such as roads, ports, power, urban infrastructure and telecommunications that are construction intensive, hold tremendous potential for the construction industry.
ICRA Launches Cement Industry Report

ICRA Ltd. (ICRA) is happy to announce the launch of its latest report in the Industry Watch Series titled The Indian Cement Industry. The report developed by ICRA Information Services, a division of ICRA is the culmination of extensive research, and presents an in-depth analysis of the Cement Industry in India. Leveraging on the formidable knowledge-base that ICRA has built up since its launch in 1991, the report provides an insight into the cement industry dynamics, covering areas such as industry competitiveness, the imperatives for succeeding in a globalising economy, and the relative positions of the industry participants.

ICRA’s report on the Indian Cement Industry is tailored to meet the requirements of all those who have an interest in the industry in particular, and in the Indian economy in general. It is our conviction that this report, like its peers in the Industry Watch Series, will be of immense use to researchers, academicians, practitioners in the financial services world, and corporate managers. The study has a distinct corporate orientation and is designed to be a useful analytical tool for investment and portfolio managers. The key elements that govern the business environment of the cement industry, its likely future direction, and the performance of the major corporate entities within the industry, form the substance of The Indian Cement Industry report.

The Industry Watch Series

The Industry Watch Series from ICRA Information Services consists of publications spanning diverse sectors of the Indian industry. Essentially, these publications leverage on ICRA’s core competence of business analysis, while remaining focused on the information requirements of researchers, academicians, capital markets participants, and corporate managers. The Industry Watch Series, as the name conveys, necessitates a constant surveillance of Indian industrial sectors, calling for periodic updates and impact analyses. Thus, even as the Indian business environment evolves, the publications strive to trace the evolution trajectory and throw light on the likely future direction and the key success factors. As a source of value-added and in-depth information on a spectrum of Indian industries, we believe, The Industry Watch Series is unique.

ICRA Information Services

Leveraging on ICRA’s core competence of business analysis, ICRA Information Services is focused primarily on addressing the unique information needs of investors, the capital markets community, corporate managers, researchers and academicians. The emphasis is on providing up-to-date, authentic and value-added information in a user-friendly format to supplement decision making. The quality and authenticity of the information presented are a derivative of ICRA’s wide research base which includes Monetary & Fiscal, Industry and Corporate research in its ambit. The in-house capabilities in these areas are further complemented by a panel of advisors who bring expertise in Banking, Infrastructure and Monetary & Fiscal sectors. It is our endeavour to constantly upgrade our existing products and introduce new ones in cognisance of the dynamic and evolving nature of the Indian business environment.

Our portfolio includes:

· Industry Watch Series 

· ICRA Corporate Review 

· Corporate Reports 

· Money & Finance Bulletin 

· Earnings Prospects & Risk Analysis 

· Rating Profile 

· Customised Research 

About ICRA

Established in 1991, ICRA Limited is a leading provider of investment information and credit rating services in India. Promoted by the country’s leading financial institutions, banks and financial services companies, ICRA has, so far, completed nearly 1,800 assignments including credit ratings, equity gradings, customised research, and need-based advisory assignments. It has a team of over 100 analysts across nine locations in India, and is a prominent player in the financial services sector.

Committed to the development of the financial market in India, ICRA is focused on developing innovative concepts and products in a dynamic market environment, generating wider investor education, and enhancing the efficiency and transparency of the financial markets. Complementing its rating and advisory functions, ICRA’s research and information services are directed towards the efficient dissemination of information, and ensuring the highest standards of quality and credibility.

The Indian Cement Industry: Executive Summary

The Indian Cement Industry report, developed after extensive research and due diligence by an ICRA team of sectoral specialists, is organised in two sections.

In the First Section, the major factors that govern the dynamics of the industry are analysed. The analysis is based on industry data and the annual reports of 30 companies for the last five years. Of these 30 companies, 21 are pure cement producers with the overwhelming proportion of their revenue coming from cement operations. The remaining nine are diversified companies with multiple lines of business. The 30 companies covered together account for over 80% of the cement produced by large cement plants in India as of FY98.

The First Section of the report has eight chapters:

Chapter 1 presents the Indian cement industry against the backdrop of issues relating to the role of the industry in the Indian economy, the level of controls prevalent, and the status of the global cement industry.

Chapter 2 elaborates on the product characteristics, the manufacturing processes, and the emerging trends in cement manufacturing technology.

Chapter 3 examines the market structure for the domestic cement industry, covering aspects like size, growth, level of competition, regional dynamics, and end-users.

Chapter 4 presents a perspective on the global cement industry scenario covering issues relating to size, growth, trade flows, recent trends and prospects for Indian cement manufacturers.

Chapter 5 focuses on the role of infrastructure in the Indian cement industry. The issues relating to cost and availability of coal, power and transportation are discussed in details in this chapter.

Chapter 6 attempts at projecting the domestic cement demand-supply scenario by scrutinising the demand drivers and projected capacity additions.

Chapter 7 discusses the economics of cement manufacture in India. The coverage includes both capital related costs as well as operating cost and its components. The financial performance of all Indian cement companies and their relative positions in the industry are also examined in this chapter.

Chapter 8, the concluding chapter for the First Section, discusses the key success factors for the Indian cement industry, and the emerging trends.

The Second Section of the report presents a Corporate Digest with a two-page abstract each on 15 prominent companies in the Indian cement industry. The format of the abstract is the same for all the companies covered. In the first page, the key financial indicators and basic information about the company concerned are presented. The second page presents a brief but trenchant analysis covering areas such as Operations, Financials, Plans and Prospects. These abstracts are based on the published accounts of these companies for the past several years.

ICRA Sees Correction In Cement Surplus
The Indian Cement Industry report, developed after extensive research and due diligence by an ICRA team of sectoral specialists, traces certain trends that are most likely to emerge in the near term. While it is true that Indian cement manufacturers are currently in the grip of recessionary pressures, ICRA’s demand-supply forecast shows that the markets are likely to absorb the expected capacity additions during the next three years.
According to ICRA’s projections, by the fiscal year 2002, the surplus supply in all regions (except the Southern region) would, in all likelihood, disappear. The Southern region, however, would still show a surplus of around 6 million tonnes a year even if it is assumed that demand would grow at a modest 5.9% per annum and capacity utilisation would remain at the same levels as in the financial year 1998. This surplus may, however, be eliminated with the cement companies operating at a lower but profitable capacity utilisation level. On an all-India basis, an improvement in cement industry capacity utilisation levels is most likely, resulting in better performance.
The cement companies in India are currently adopting two strategies to withstand recessionary pressures. On the one hand, they are undertaking cost cutting measures (across major cost centres) to achieve cost competitiveness, while on the other, the larger and efficient players are achieving growth through the acquisition route.
ICRA believes that over the next three years, the pace of new capacity additions is likely to slow down. Also, most of the new capacity is expected in the Southern and Western regions of the country. Hence, a reversal of fortunes is likely in the region-wise performance. The Southern and Western regions, which have traditionally been better off, are likely to witness the emergence of surplus, while the surplus in the Northern region is likely to reduce. Although the prospects for different players in the industry are likely to be different depending on a number of factors, certain trends, as detailed below, are quite apparent.
The concentration in the industry would increase. ICRA expects five companies to dominate the industry. These large players are likely to further consolidate their positions as size becomes increasingly important. A number of small regional players have become vulnerable and are likely to give way to stronger ones. A few of the regional players with specific locational advantages are likely to survive and would continue to serve the niche markets.
In the regional markets also, concentration is likely to increase. ICRA feels that each region will be dominated by a maximum of three players, having strengths in the region concerned. The increasing regional strengths of large players would put increasing pressure on small regional players and make them more vulnerable.
The minimum economic size of a green-field cement plant is going up, and increasingly, the addition in cement capacity in future is likely to come from expansion of existing capacities and new plants from existing players.
ICRA’s valuation analysis of the existing players shows that there are a number of smaller regional companies available at attractive valuations. The process of consolidation is expected to continue. Moreover, global cement players are likely to increase their presence in the industry.
Competitive forces in the Indian cement industry have forced it to take internal steps and manage external control factors as well. The Internal measures include making changes in process technology; achieving higher economies of scale through higher capacities; and, undertaking technological innovations and process improvement measures to increase operating efficiency. The External measure include taking effective steps to manage critical issues associated with external variables (such as coal, power and freight) affecting operations. One external variable that has significantly affected the Indian cement industry, and over which the industry has no controls, is Government duty.
The likely measures which the industry can take to enhance competitiveness in the future are: switching over to bulk transportation; going in for value added products such as Ready Mix Concrete; and, setting up split location plants.
In yet another first, investment information and credit rating agency ICRA Limited (ICRA) has assigned a CR1 (pronounced C R one) grade to L&T (ECC), the construction arm of engineering major Larsen and Toubro (L&T). The grade indicates very strong contract execution capacity. The prospects of timely completion of projects without cost overruns are best and the ability to pay liquidated damages for non-conformance with contract is highest.
Significantly, this is the first of the gradings done under the scheme of grading of construction entities a scheme developed by ICRA and the Construction Industry Development Council (CIDC). In fact, ICRA’s unique grading methodology is a product of months of research and collaboration with the CIDC. The ICRA grading system encompasses all entities in a construction project: the Contractor, the Consultant, the Project Owner, and the Project itself. Besides, it is aimed at providing lenders with an independent opinion on the quality of the construction entity graded.
The factors determining L&T (ECC)’s grade include considerations like the company’s inherent strengths as the largest construction entity in the country, and its strong abilities in being an integrator as a construction agency, which is demonstrated by its relatively successful track record in the construction projects undertaken by it over the years.
THE BENEFITS
The ICRA system of grading construction entities is aimed at benefiting all parties involved in construction projects. For the Project Owner, the grading of the Contractor/Consultant would be greatly useful in the sense that the Owner would be able to use it as an input in the project tendering process. Besides, the Owner would get an informed view of the likelihood of the project being completed on schedule, and without overruns.
The Contractor would also benefit from the ICRA grading system since a higher grade would facilitate acceptance, and the need to resort to unhealthy undercutting or unrealistic bidding would be precluded. For The Consultant, the grading would provide for a higher degree of confidence in the timely progress and completion of work, and in the adherence to quality/safety standards since the Project Owner, the Contractor, and the Project would have been graded already.
The benefits of the grading system for the Project would be many. For one, the forewarning on risks and deficiencies in the enabling infrastructure and financing would help in the formulation of early corrective or backup measures. Besides, the project would gain from the lower costs of indemnities and the easier access to fund sources.
For Financial Institutions and Bankers, a scientifically graded project would lend itself to a more accurate and reliable estimation of the risks involved in lending. And with the grading system paving the path for a more regulated and ethical construction industry, even the Society at large would gain substantially.
THE GRADING METHODOLOGY
According to the ICRA grading system, the Contractor, Consultant and the Project Owner would be graded under two broad risk categories: Business Risk, and Financial Risk. In the case of the Contractor, the criteria for the assessment of Business Risks would include: Market Position, Sector of Operation, Ability to be an Integrator, Projects Record, Client Diversity, Human Resources and Management Quality, Design Systems, Contract Evaluation, Project Composition, Labour Relation Record, and Record of Disputes. The Financial Risk determinants in this case would include: Leverage, Financial Flexibility, Accounting Quality, Creditworthiness of Clients, Customer Advances, Receivables Management, Liquidated Damages Exposure, Contingent Liabilities, Bank Guarantee Rates, Cost Structure, Contract Composition, and Insurance Cover.
For the Consultant, the Business Risk determinants would include: Market Reputation, Sector of Operation, Projects Record, Human Resources and Management Quality, Degree of Computerisation of Design Systems, and Project Composition and Size. The Financial Risk determinants in the Consultant’s case would include: Leverage, Financial Flexibility, Accounting Quality, Liquidated Damages Exposure, Cost Structure and Insurance Cover.
For the Project Owner, the Business Risk determinants would include: Industry Characteristics, Market Position, Operation Efficiency, New Projects, and Management Quality. The Financial Risk determinants in the Project Owner’s case would include: Funding Policies and Financial Flexibility.
In the case of the Project, the assessment of Project Risks would include evaluation of the factors relating to: Completion Risk, Price Risk, Resources Risk, Technology Risk, Political Risk, Casualty Risk, Environmental Risk, Permitting Risk, Exchange Rate Risk, Interest Rate Risk, Insolvency Risk, Project Development Risk, Site Risk, and Financial Closure Risk.
The ICRA Grading Scale
	For Contractor
	For Consultant

	CR1
	Very strong contract execution capacity
	CT1
	Very strong project engineering capacity

	CR2
	Strong contract execution capacity
	CT2
	Strong project engineering capacity

	CR3
	Moderate contract execution capacity
	CT3
	Moderate project engineering capacity

	CR4
	Inadequate contract execution capacity
	CT4
	Inadequate project engineering capacity

	CR5
	Weak contract execution capacity
	CT5
	Weak project engineering capacity


	For Project Owner
	For Project

	OR1
	Very strong project promoter
	PT1
	Very strong project

	OR2
	Strong project promoter
	PT2
	Strong project

	OR3
	Moderate project promoter
	PT3
	Moderate project 

	OR4
	Inadequate project promoter
	PT4
	Inadequate project 

	OR5
	Weak project promoter
	PT5
	Weak project


Note: The suffix + (plus) or – (minus) may be appended to a grade to indicate the relative standing within that grade
Credit Assessment 

ICRA undertakes assignments for Credit Assessment of Companies/ Undertakings intending to use the same for obtaining specific line of assistance from Commercial Banks, Financial Investment Institutions, Factoring companies and Financial Services companies. The assessment indicates the broad opinion of ICRA as to the relative degree of capability of the company / undertaking to repay the interest and principal as per the terms of the contract.
ICRA indicates Credit Assessment Symbols (as distinct from credit rating symbols by numerals ranging from 1 to 14 which roughly corresponds to the medium term instrument rating symbols) 
Credit Assessment Scale 
	ICRA Fixed Deposit
Rating Symbols 
	ICRA Credit
Assessment Symbols 

	MAA
	Highest Safety
	1.
	Very Strong Capacity

	MAA+
MAA 
MAA-
	High Safety
	2.
3.
4.
	Strong Capacity

	MA+
MA
MA-
	Adequate Safety
	5.
6.
7.
	Strong Capacity

	MB+
MB
MB-
	Inadequate Safety
	8.
9.
10.
	Inadequate Capacity

	MC+
MC
MC-
	High Risk
	11.
12.
13.
	Poor Capacity

	MD
	Default
	14.
	Default


One of the core responsibilities of senior management in all organisations is looking into the future and leading the organisation in the right direction.
The future is undefined, uncharted and fraught with risks and uncertainty. Making the right decisions calls for a systematic approach to problem formulation, analysis and communication, along the following lines :
	DIAGNOSIS
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SYNTHESIS
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IMPLEMENTATION


	· Defining the problem on hand correctly 

· Identifying the stake holders and their priorities 

· Getting the right information 
	· Analysing all options 

· Quantifying the implications for all concerned 
	· Communicating the findings to ensure consensus 

· Implementation 

· Mid-course review and course corrections 


ICRA Advisory Services offers independent, objective, and high quality consulting services to organisations with an interest in India, with the fundamental aim of improving the quality of decision-making. ICRA Advisory is active in the following areas:
· Strategy 

· Risk Assessment and mitigation 

· Policy Formulation 

ICRA’s foray into Advisory Services represents an organic growth of the cumulative expertise that ICRA has built up in different industries and sectors. The main driver for ICRA’s Advisory Services has been the growing need in India for unbiased and professional views on adopting best business practices, against the backdrop of economic deregulation and increasing competition.
With its extensive knowledge bank of business and management practices spanning the major sectors of the Indian economy, and a repository of high quality analytical talent, ICRA is well positioned to extend advisory services to different Indian organisations, regulatory authorities, and other organisations having business interests in India. Through tie-ups with global leaders in specific sectors, ICRA also brings to its clients an insight into best management practices followed by some of the world's leading organisations. 
Key areas of Operation
Strategy Consulting
· Goals and objectives 

· Improving competitiveness 

· Mergers, acquisitions and growth strategies 

· Improving organisational capabilities 

· Organisational restructuring 

· Financial strategy and systems 

Risk Management
· Assessing project risks for investors/ developers/ lenders 

· Project structuring and financial modeling 

· Structuring payment mechanisms 

· Building organisational skills in credit risk management-for banks & lenders 

· Risk audit studies 

Inputs for Policy Formulation
· De-regulation and privatisation studies 

· Pricing of public goods, subsidies, concessions, guarantee management, and fiscal studies 

· Preparation of license agreements and RFQ/RFP documents for large projects 

	Infrastructure Sector 

Assessment of Project Sponsors and JV Partners


 HYPERLINK "http://www.icraindia.com/services/advice/" \l "val" Valuation of a Project Company
Financial Evaluation of Bids
Evaluation of Project/Credit Structures
Independent Assessment of Project Risks
Structuring Solutions to Address Payment Risk and Other Risks
Financial Modeling for Assessing Projects
Assessment of Project Sponsors and JV Partners
Since the investment required in power projects is large, the project developers look for co-sponsors who aspire to participate in such projects. Such investors are typically international lending institutions, insurance companies, mutual funds, banks and even private parties. Many of such investors solicit an independent assessment of the project sponsors before committing their funds. ICRA Advisory offers its services to investors to carry out an independent assessment of the sponsors on mutually acceptable terms of engagement. Such due diligence exercises by ICRA typically cover the capability of the party to manage similar projects, ability to raise financial and non-financial resources required, track record in executing similar and other projects, and a historical financial analysis of the company and other businesses of the party.
	Infrastructure
Sector
Manufacturing
And Service
Sectors
Advisory
Services
Banking And
Financial
Services
Government
& Regulatory
Sector



	Valuation of a Project Company 

Most of the infrastructure projects [such as IPPs in the power sector] are set to move from the construction phase to the operational phase. Many developers will initiate IPOs to offload a part of their stake. ICRA Advisory has significant expertise in conducting valuation and due-diligence studies in a variety of sectors, and coupled with its independent position, offers to strategic and long term investors a first rate service for valuing IPOs or acquiring controlling stakes.
Financial Evaluation of Bids
ICRA Advisory’s services are available to both governmental entities and private utilities in evaluating financial bids. ICRA Advisory has a large team of analysts well versed with project structures, project finance, financial modeling and evaluation techniques. ICRA’s positioning as a business organisation with no investment stakes or deal-making interests in projects makes it an ideal partner to assist in evaluation of bids.
Evaluation of Project/Credit Structures
Due to a lack of authentic and objective information on the financial soundness of key stakeholders in infrastructure projects [for example State Electricity Boards, Municipalities, and the like], several lenders require credit enhancements to improve the bankability of the projects. ICRA Advisory has strong expertise in designing credit structures to suit the needs of various projects, and also has the capabilities of undertaking due diligence exercises that focus on soundness of cashflow structures and quality of underlying collateral. ICRA also maintains close contacts with its solicitors who can provide the necessary legal vetting of any structure.
Independent Assessment of Project Risks
Infrastructure projects involve large outlay of funds, besides the prospect of uncertainties in regulatory impact, environment risks, operating risks, commercial risks, and commercial risks, and construction risks. Since the gestation period of most of the projects in infrastructure is over three years, the risks tend to get magnified and usually devolve over an extended period, when it might be very expensive to make corrections or withdraw from commitments already made. ICRA has one of the best knowledge-bases in India for analysing project risks, built up in the course of evaluating greenfield projects across several sectors. ICRA Advisory offers diagnostic and advisory services to project sponsors, developers, regulators, financiers, and other interested parties by making a comprehensive analysis of project risks. ICRA derives its credibility in making such assessments, by virtue of the fact that it does not associate itself with the project in any manner that might compromise its objectivity and independence in making available such an independent assessment.
Structuring Solutions to Address Payment Risk and Other Risks
The implementation of infrastructure projects in India is, to an extent, pushing the de-regulation process, as there are several stakeholders in a large project, in contrast to the dominant role of the government in such projects, a few years back. There are several instances in infrastructure projects, where the sponsor or lender bears the risk of a dominant consumer, or where the extant regulation is relatively inadequate to protect the interests of the investors. ICRA Advisory has developed a strong knowledge-base and analytical techniques to assess the capability of different types of institutions, governments, and banks to meet their financial and trade commitments that form the under-pinning of many infrastructure projects. In many such projects, there is a fair amount of leeway to structure the cashflows and roles of different stakeholders, so as to distribute the risks to the entity best positioned to absorb the same. Such solutions require the active participation of entity, which is looked upon as credible and neutral from the point of view of all stakeholders. ICRA offers advisory services in structuring infrastructure projects that address the risks in a transparent and optimal manner.
Financial Modeling for Assessing Projects
Most infrastructure projects involve several activities and co-ordination of a high order amongst different role players. The inter-play of these activities and their actual order of completion affect the cashflows of the project during the construction and the operational periods. Due to the high level of uncertainty during the initial stages of a project, the sophistication of financial modeling critically determines the quality of strategic decisions that sponsors and developers have to make on the basis of viability analysis of the project under different assumptions. ICRA Advisory has developed sophisticated models for simulating the operations and cashflows of large projects in the Power, Telecom, Roads, Airports and other infrastructure sectors.


· Diagnostic studies as a prelude to corporatisation, privatisation, and de-regulation
· assistance in policy formulation on issues such as pricing, subsidies, concessions, guarantees, and fiscal management
· Assistance in preparation of license agreements and RFQ/ RFP documents for large projects, and in evaluating bid documents
· Formulating strategies for improving financial position and performance
· Formulating perspective and strategic plans
An independent grading instrument for construction agencies and infrastructure projects providing a regulatory framework with sufficient entry barriers is all set to hit the market. 

Being jointly developed by rating agency ICRA and Construction Industry Development Council (CIDC), the instrument will grade the various construction agencies like the project owner, the contractor or the construction company, the consultant and the project itself in order to check the proliferation of fly-by-night operators and ensure timely completion of projects. 

ICRA (Mumbai) operations head Arun Agrawal said, "The instrument will be useful to provide an unbiased grading for projects. Until now, the financial institutions have been undertaking feasibility studies but there is no outside agency involved in the work. It is this function that this instrument is going to perform." 

There have been no independent grading agency for construction and infrastructure projects. Currently rating is undertaken by theproject authorities and lenders like the Hudco, NHB, commercial banks and development financial institutions or the project owners themselves. 

Under this system of rating, the owner rates the consultant or the contractor while the lender rates the borrower (owner or contractor) and the project. As a result of which, an all-encompassing perspective to the entire project does not emerge. The grading instrument proposes to fill in this gap. 

The financial institutions and bankers would stand to gain from a holistic rating as it would enable the lenders to properly map the project on the risk-return spectrum. They would have a choice of lending support to the project owner, consultant, contractor and the project. 

The instrument is likely to be of immense benefit to construction monoliths like Hindustan Constructions, Larsen & Toubro, Shapoorji Pallonji and Gammon India by keeping the fly-by-night operators at bay by grading all aspects of the construction activities. 

The project owner would be able to usethe grading instrument a measure to get a fair picture on the likelihood of the project completion as per schedule and without cost overruns. 

The contractor, on the other hand, has the advantage of getting ready acceptance based on his grading and need not resort to undercutting to meet competition from unqualified operators. This helps in unimpeded work and control over eventual losses or disputes with the project owner, sources pointed out. 

The project as an entity would be the biggest beneficiary. It will benefit from lower costs of indemnities and an easier access to sources of funds once the instrument is put in place. Icra Limited and the Construction Industry Development Council (CIDC) will jointly grade contractors, project owners, consultants and the project itself to facilitate greater efficiency and easier flow of credit to construction sector. 

The grading system will help the government in assessing the bids in a better manner and awarding the contract on merits rather than merely the lowest bidder, said Uddesh Kohli, CIDC member secretary and PFC managing director, on Monday. 

The two agencies signed an memorandum of understanding to award the rating today in the presence of Icra officials, and the Builders Association of India (BAI). 

Addressing a press conference later, Kohli said the voluntary grading system will help in doing away with pre-qualification round of selecting companies, thus speeding up tendering process. 

Moreover, the project is more likely to be completed in time and within the stipulated cost as the contract has been given to a meritorious company, he added. 

The gradingsystem will be totally transparent and interactive-based on information given by the client. Moreover, the rating will be valid for one year and be monitored throughout the period for any change

Construction Industry Development Council (CIDC) has mooted setting up of an arbitration committee for speedy resolution of disputes involving contractors and government.

``Huge money has been blocked in disputes and it causes project cost and time overruns. There is an urgent need for setting up a committee which would work for speedy resolution of disputes,’’ says, G V Ramakrishna, chairman of CIDC.

There was a favourable reaction from the government on this proposal. CIDC discussed the formation of the committee with Arun Shourie, minister of state for planning, statistics and programme implementation, and if every thing goes as per plans, the committee would be in place within the next three months. 

Since construction sector has been accorded industry status under the Industrial Development Bank of India (IDBI) Act, this sector would get impetus in the days to come, he added. Details are being worked out by the IDBI, Ramakrishna said adding that contractors would be able to secure bank guarantees and finances at attractive terms and conditions.

CIDC is also working with rating agency ICRA for grading the contractors and Indian Banking Association (IBA) for working capital, and the Actuarial Society of India (ASI) for providing risk cover to the contractors, he said.

The contractors would be graded by CIDC-ICRA on the basis of their experience, net worth and previous record involving project completion and subsequently these grades would be used by the banks for providing working capital, Ramakrishna said.

Indian contractors were denied work within their country and multinationals were prefered while alloting contracts for roads and highway construction by the World Bank, he said. 

The World Bank sets conditions in such a way that none of Indian contractors including L&T would qaulify for bidding procedure, he said adding that this was the best way to eliminate indian contractors before the begining of process. 

CIDC has also submitted a report for standardising the contract and tendering conditions for minimising the disputes. The report is being discussed among various departments of government and is likely to be finalised soon.
Mumbai, Mar 19: An independent grading instrument for construction agencies and infrastructure projects providing a regulatory framework with sufficient entry barriers is all set to hit the market. 

Being jointly developed by rating agency ICRA and Construction Industry Development Council (CIDC), the instrument will grade the various construction agencies like the project owner, the contractor or the construction company, the consultant and the project itself in order to check the proliferation of fly-by-night operators and ensure timely completion of projects. 

ICRA (Mumbai) operations head Arun Agrawal said, "The instrument will be useful to provide an unbiased grading for projects. Until now, the financial institutions have been undertaking feasibility studies but there is no outside agency involved in the work. It is this function that this instrument is going to perform." 

There have been no independent grading agency for construction and infrastructure projects. Currently rating is undertaken by the project authorities and lenders like the Hudco, NHB, commercial banks and development financial institutions or the project owners themselves. 

Under this system of rating, the owner rates the consultant or the contractor while the lender rates the borrower (owner or contractor) and the project. As a result of which, an all-encompassing perspective to the entire project does not emerge. The grading instrument proposes to fill in this gap. 

The financial institutions and bankers would stand to gain from a holistic rating as it would enable the lenders to properly map the project on the risk-return spectrum. They would have a choice of lending support to the project owner, consultant, contractor and the project. 

The instrument is likely to be of immense benefit to construction monoliths like Hindustan Constructions, Larsen & Toubro, Shapoorji Pallonji and Gammon India by keeping the fly-by-night operators at bay by grading all aspects of the construction activities. 

The project owner would be able to use the grading instrument a measure to get a fair picture on the likelihood of the project completion as per schedule and without cost overruns. 

The contractor, on the other hand, has the advantage of getting ready acceptance based on his grading and need not resort to undercutting to meet competition from unqualified operators. This helps in unimpeded work and control over eventual losses or disputes with the project owner, sources pointed out. 

The project as an entity would be the biggest beneficiary. It will benefit from lower costs of indemnities and an easier access to sources of funds once the instrument is put in place.

	ICRA an independent credit rating agency established in 1991, has been promoted by a number of leading public sector banks and financial institutions, such as IFCI, State Bank of India, Unit Trust of India, General Insurance Company of India, Export-Import Bank of India, etc. ICRA has an eminent Board of Directors chaired by MR. D. N. Ghosh (former Chairman of State Bank of India). The head office is located at New Delhi and it has branch offices at Mumbai, Chennai, Calcutta, Bangalore, Ahmedabad, Hyderabad, Pune and Chandigarh. It has a team of over 100 analyst across nine locations in India, and is a prominent player in the financial services sector. 
In early-December, 1998, the US-based international credit rating agency Moody's Investors Service (Moody's) and ICRA Limited (ICRA) jointly agreed to Moody's taking up a minority stake in the equity capital of ICRA. Significantly, this is a rare occasion where Moody's has agreed to a minority stake in a venture in a developing market. 
Moody's association with ICRA shall bring to India the global expertise and research which Moody's has developed over decades. Besides, the tie-up will entail Moody's conducting regular training and business seminars for ICRA analysts on concepts and issues relating to the development of capital markets in India. ICRA's association with Moody's dates back to 1996 when ICRA signed a business development and marketing agreement with Financial Proformas Inc. (FPI), a Moody's company, to provide risk management software, credit education, and consulting services to banks, financial and investment institutions, financial services companies and mutual funds in India. 
Credit Rating Services 
ICRA rating services include Credit Rating of debt instruments, sub-sovereign ratings, Credit Assessment, Asset Securitisation, rating of Claims Paying Ability of insurance companies, Credit Assessment for Small/Medium Industry (Under CII Cluster Approach), rating of Collective Investment Schemes and evaluation/rating of parallel marketeers of LPG and Kerosene. ICRA has completed almost 1800 such assignments till date. 
In January 1999, ICRA announced the first sub-sovereign rating in the country. It assigned a long term Sub-Sovereign rating of LAA (pronounced L double A) indicating ``High Safety'' to Government of Maharashtra (GoM) finances. This rating reflects an opinion on general financial obligations of GoM. This rating is not an opinion on any specific obligation of GoM. 
ICRA completed rating of all general insurance companies and has become the first Indian rating agency to rate all non-life insurance companies in the country. 
ICRA rated the largest securitization deal in the country when it assigned an MAAA (SO) rating to the securitization programme of Tata Engineering & Locomotive Company Limited (TELCO). The underlying assets for the programme are three pools of automobile Hire Purchase receivables totalling up to over Rs. 343 crore. 
ICRA launched a service for rating of the Debt Funds of Indian Mutual Funds. It is aimed at addressing the need among investors countrywide to have an informed, reliable and independent opinion on the risk associated with investing in individual Mutual Funds. 
Icra Information Services 
ICRA Information Services is focussed primarily on addressing the information needs of investors, the capital markets community, corporate managers, researchers and academicians. The quality and authenticity of the information presented are a derivative of ICRA's wide research base which includes Monetary and Fiscal, Industry and Corporate research in its ambit. ICRA's in-house capabilities are complemented by the expertise of a panel of advisors in the Banking, Infrastructure and Monetary and Fiscal sectors. 
ICRA launched its latest report in the Industry Watch Series titled The Indian Cement Industry in March 1999. The report developed by an in-house team and provides an insight into the cement industry dynamics, covering areas such as industry competitiveness, the imperatives for succeeding in a globalising economy, and the relative positions of the industry participants. 
ICRA Corporate Review (ICR) was launched is a bi-annual publication, and is tailored to meet the information needs of both the retail and wholesale investor. Specifically, ICR is conceived and designed to act as a ``first level'' information resource and may be used to gain a comprehensive understanding of Indian corporate entities. The ICR is also available on a Compact Disc. 
ICRA and the Construction Industry Development Council (CIDC), a body set up by the Planning Commission to act as a forum for construction agencies, have developed a new service Grading of Construction Entities. The grading system, which encompasses all entities in a construction project (Contractor, Consultant, Project Owner, and the Project itself), provides lenders with an independent opinion on the quality of the entity graded. 
The Rating Profile, is now a bi-monthly publication, which contains the rationale for the ratings assigned and in use. The other regular publications include the quarterly Money & Finance Bulletin which is a product of intensive in-house research engaged in the analysis of contemporary developments that characterise Indian money and finance sector. 
Corporate Reports Provide exhaustive and reliable information and analysis of corporates, with the critique covering all areas of business, industry, market, financial and operational analysis. The reports have regular updates to cover the implications of changes in business and economic conditions. 
ICRA Advisory Services 
ICRA's foray into advisory Services represents an organic growth of the cumulative expertise that ICRA has built up in different industries and sectors. The main driver for ICRA's advisory services has been a growing need in the country for unbiased and professional views on adopting best business practices, in the backdrop of economic deregulation and increasing competition. ICRA Advisory Services provides high quality diagnostic and analytical inputs to organisations in varied sectors such as Banking, Power, Roads/Ports, Hospitality, Steel, Consumer goods, Engineering, Automotive and Industrial, and Cement. ICRA offers its expertise under five broad areas : 

· Focussed diagnostic studies for effective decision making and policy formulation by business corporates, regulatory authorities and industry/trade associations 

· Top management issues focussing on how to improve business competitiveness 

· Formulating entry/growth strategies 

· Risk assessment and mitigation strategies in large projects 

· Building organisational capabilities in risk management 

ICRA has, so far, completed almost 1,950 assignments including credit ratings, equity gradings, customised research, and need-based advisory assignments.

	Contributed by 
P K Choudhury 
Managing Director 
ICRA Limited


New Delhi, May 2: ICRA Limited here on Tuesday announced a grading system for construction entities.The maiden effort follows the ICRA- Construction Industry Development Counicl (CIDC) partnership aimed at enhancing efficiency, transparancy and smooth credit flow into the construction sector. 

The methodology would cover all players such as contractors, consultants, promoters and the projects besides providing the financial institutions an independent opinion on the quality of construction entity. 

In all seven construction majors which include L&T construction division EEC, Petron Civil Engineering, Ganesan Builders, Continental Construction, Soma Enterprises, MCM Services Private Ltd, Swar Shilp Properties have been granted rating. 

``Under the mechanism, the contractors, consultants and the project promoters are graded under two broad risk categories that included business risk and financial risk'' the chairman of the CIDC G V Ramakrishna told a press conference on Tuesday. 

Ramakrishna said Industrial Development Bank of India (IDBI) is also working out modalities for extending financial assistance to construction companies after the sector was accorded industry status in February and was in constant touch with Indian Banks Association for the related issues. 

``Grading of the construction companies by an independent agency like ICRA would give a comfort level to the banks and financial institutions extending financial assistance, the chairman and managing director of the Housing and Urban Development Corporation (Hudco) V Suresh, who is also on the governing board of CIDC said. 

CIDC has asked the government to take steps for opening of the national register of engineers so that Indian engineers could qualify to work on the projects taken by the foreign companies, he added. 

``Under the World Trade Organisation (WTO) agreement on services, India along with other countries has to allow free movement of engineers. But the construction companies can insist on the enrolment of the national register of engineers. We do not even have such a register here. If we do not take immediate steps, our engineers can be denied opportunity to work within our own country'', Ramakrishna said. "We are having talks with IDBI for drawing up the criteria for being declared as part of the construction industry," Ramakrishna said. 

He said after the clear guidelines, construction players would have access to financing facility from banks and financial institutions.

The business of credit rating, it may be said, has now taken a foothold in our country. While the origins of credit rating may be traced back to almost a century ago, when John Moody first published the manual of railroad securities, India has known the business first hand only for a decade now. However, the past decade has been very fruitful for the rating business, not only because a number of financial instruments and other entities have been brought under the umbrella of rating by the regulators, but also due to the raters proactive role in developing new concepts for instruments such as equity and mutual funds and for entities such as insurance companies. One such significant rating innovation has been with respect to construction entities.

  
The importance of construction entities to a developing economy can hardly be understated. Various estimates suggest that the annual monetary value of business of the construction industry is Rs.2500 billion, growing at 10% per annum. Construction activities contribute around 6% to the GDP of India and account for 40-50% of the capital expenditure on projects covering various sectors such as Energy, Communications and Transportation, Defence, Rural and Urban Infrastructure, Social sector etc. Physical Creation of assets accounts for 25% of the capital expenditure. Needless to say, there was a felt need of providing this important sector with instruments that enhance transparency and improve efficiency in resource utilization. 

  
About two years ago, ICRA (Investment Information and Credit Rating Agency) and CIDC (Construction Industry Development Council) conceived the concept of rating construction entities. As a measure of differentiation from the traditional financial instrument credit rating the concept was called 'grading' rather than rating. However, despite the terminology, the essence of the exercise remains in understanding business to provide value added information. 
  
  
The value added information in this case relates to construction entities. There was a need to develop a comprehensive grading system that made sense to all. While various institutions, sector participants and lending agencies have their peculiar ways of looking at risk associated with a construction entity, the ICRA-CIDC initiative is a systematic approach towards arriving at a qualitative opinion on the performance capabilities of various construction entities. Though the grading ultimately is a qualitative opinion, the ICRA-CIDC approach fortifies this opinion with objective benchmarks. While the concept does not mean to provide a substitute to proprietary research of lenders or sector participants, it is designed to act as an important input in their decision making process. 
  
  
	ICRA Limited (formerly Investment Information and Credit Rating Agency of India Limited) was set up in 1991 by the leading financial/investment institutions, commercial banks and financial services companies as an independent and professional investment information and credit rating agency. The international rating agency, MOODY'S INVESTORS SERVICE, has  taken up stake in the equity capital of ICRA and currently is one of the largest shareholders. Moody’s participation is supported by a Technical Services Agreement which entails Moody’s providing certain high value technical services to ICRA


  
 The Grading advantage

  
The ICRA-CIDC grading system is designed to cover all entities that have a crucial role to play in the construction activity, namely, the Owner, the Contractor, the Consultant and the Project. While the success of the project depends on the performance of these agencies, the benefits accrue in various forms. For the project Owner the grading of the contractor/ consultant acts as input in the project tendering process.  He gets a fair picture on the likelihood of project completion as per schedule and without cost overruns and minimum disputes. He can also draw comfort that his investments would yield planned returns. For the Contractor or the Construction company the system is designed to facilitate his ready acceptance based on his grading and  in the process need not resort to undercutting to meet competition from unqualified and fly by night operators.  Since the grading system is more objective and transparent, a contractor is also provided the information on the ground realities through the grading of other players and can use this as an input to make the decision to bid for a particular job. This helps in unimpeded work, and control over eventual losses or disputes with the project owner. For the Consultant the system provides comfort from the fact that the timely completion and adherence to quality/ safety standards would be met based on the grading of the project owner, the contractor and the project. Finally, the Project, as an entity it is one of the biggest beneficiary.  Weak links and shortcomings can be anticipated and , wherever possible, corrective measures adopted. The project also benefits from lower costs of indemnities and an easier access to sources of funds. 
  
Besides the sector participants themselves, other beneficiaries include the Financial Institutions & Bankers. A scientifically graded project would lend itself to a more accurate and reliable estimation of risks involved in the lending. It would enable the lenders properly map the project on their risk return spectrum.  The grading would enable the lenders to decide on the extent and depth of support they can offer to the project owner, consultant, contractor and the project. Last but not the least, one of the biggest beneficiaries is the Economy as a whole.  Construction is highly capital intensive. A decision based on lack of objective and unbiased information may result in substantially increased costs of infrastructure and much larger indirect costs which a fund scarce economy can hardly afford to bear. The nation will benefit from a more regulated and ethical construction industry. 
  
  
  
The Grading Approach

  
The different entities in the construction activity have specific roles to play. While the owner promotes and funds a project the contractor executes it and the consultant provides the requisite project engineering advice. The grading captures the performance of these entities with a focus on their specific roles. The ultimate objective is to determine the project management and financing capacity for the owner, the contract execution capacity for the contractor, the project engineering capacity of the consultant and the prospects of the successful implementation of the project itself. 
  
The assessment of  these characteristics flows from the analysis of risk associated with each of these entities, which can be broadly classified into business risk and financial risk. 
  
Criteria  to assess contractor includes factors such as:
Business risk determinants


         Market position 
         Sector of operation 
         Ability to be an integrator 
         Project quality 
         Project composition 
         Labour relation track record 
  
Financial risk determinants

         Leverage 
         Financial flexibility 
         Accounting quality 
         Credit-worthiness of clients 
         Customer advances 
         Receivable management 
         Liquidated Damages exposure 
         Contingent liabilities 
         Bank guarantee rates 
         Cost structure 
         Contract composition 
         Insurance cover 
 
Criteria to assess consultants includes factors such as: 
 

Business risk determinants

         Market reputation 
         Sector of operation 
         Project quality track record 
         Human resources quality 
         Quality of design systems 
         Project composition and size 
  
Financial risk determinants

         Financial flexibility 
         Insurance cover 
  
  
Criteria to assess project owners includes factors such as: 
  
Business risk determinants

         Industry characteristics 
         Market position 
         Operational efficiency 
         New projects 
         Management quality 
  
Financial risk determinants

       Funding policies 
       Financial flexibility 
       Accounting Quality 
Criteria to assess project risks includes an analysis of the following factors among others: 

  
         Completion risk 
         Price risk 
         Resource risk 
         Technology risk 
         Political risk 
         Casualty risk 
         Environmental risk 
         Permitting risk 
         Exchange rate risk 
         Interest rate risk 
         Insolvency risk 
         Project development risk 
         Site risk 
         Financial closure risk 
  
The Process 

  
The assessment process for the contractor, the consultant and project owner commences at the request of the respective entity.  Once the mandate letter is received, ICRA-CIDC require interalia, the entity’s financial statements, organisational structure and project experience.  Once the information is received, a team of analysts takes up the task of preparing a report on that entity, highlighting its business and financial risks.  The support of in-house research and data base of ICRA and CIDC is availed off.  A report prepared by the analysts is presented to the grading committee for assessing the entity.  The whole process is highly interactive and includes inputs from sector experts including the Committee of Elders. 
   
The Bottomline 
  
The grading of the construction agencies is designed to provide lenders and the sector participants with an independent opinion on the quality of the entity being examined.  It is not a recommendation to lend or not to lend or to do business with a certain entity. 
 
Grading Symbols for Construction Agencies 
  
  
ICRA-CIDC grading symbols for Contractors and their implications are as follows: 
  
	CR1 
	Very strong contract execution capacity.  The prospects of timely completion of projects without cost over-runs are best and the ability to pay liquidated damages for non-conformance with contract are highest. 

	CR2+ 
CR2 
CR2- 
	Strong contract execution capacity.  The prospects of timely completion of projects without cost over-runs and the ability to pay liquidated damages for non-conformance are high but not as high as CR1. 
  

	CR3+ 
CR3 
CR3- 
	Moderate contract execution capacity.  The prospects of timely completion of projects without cost over-runs and the ability to pay liquidated damages for non-conformance are moderate.  Contract execution capacity can be affected moderately by changes in the construction sector prospects. 

	CR4+ 
CR4 
CR4- 
	Inadequate contract execution capacity.  The prospects of timely completion of projects without cost over-runs and the ability to pay liquidated damages for non-conformance are inadequate.  Contract execution capacity can be affected severely by changes in construction sector prospects. 

	CR5 
	Week contract execution capacity. The prospects of timely completion of projects without cost over-runs and the ability to pay liquidated damages for non-conformance are poor. 


  
ICRA-CIDC grading symbols for Consultants and their implications are as follows: 
  
	CT1 
	Very strong project engineering capacity.  The prospects of good technical design and the ability to pay liquidated damages for non-conformance with contract are highest. 

	CT2+ 
CT2 
CT2- 
	Strong project engineering capacity.  The prospects of good technical design and the ability to pay liquidated damages for non-conformance are high but not as high as CT1.                                                                  

	CT3+ 
CT3 
CT3- 
	Moderate project engineering capacity.  The prospects of good technical design and the ability to pay liquidated damages for non-conformance are moderate.  

	CT4+ 
CT4 
CT4- 
	Inadequate project engineering capacity.  The prospects of good technical design and the ability to pay liquidated damages for non – conformance are inadequate. The track record of the consultant in project designing is not impressive. 

	CT5 
	Weak project engineering capacity.  The prospects of good technical design and the ability to pay liquidated damages for non – conformance are poor. The consultant, either has no track record or has a track record of design flaws and disputes with clients. 


  
ICRA-CIDC grading symbols for Project Owner and their implications are as follows: 
  
	OR1 
	Very strong project promoter.  The likelihood of good project management and adequacy of project finance is highest. 
  

	OR2+ 
OR2 
OR2- 
	Strong project promoter.  The likelihood of good project management and adequacy of project finance is high but not as high as OR1. 

	OR3+ 
OR3 
OR3- 
	Moderate project promoter.  The likelihood of good project management and adequacy of project finance is moderate.  Adverse changes in the economic situation might prevent the owner from being able to financially close the project. 

	OR4+ 
OR4 
OR4- 
	Inadequate project promoter.  The likelihood of good project management and adequacy of project finance is inadequate.  The project promoter has inadequate experience and/ or financial strength in implementing projects. 

	OR5 
	Weak project promoter.  The likelihood of good project management and adequacy of project finance is weak. 


  
  
ICRA-CIDC grading symbols for the Project and their implications are as follows: 
  
	PT1 
	Very strong project. The prospects of successful implementation of the project as per plan are highest. The project risk factors are lowest. 

	PT2+ 
PT2 
PT2- 
	Strong project. The prospects of successful implementation of the project as per plan are high. The project risk factors are low. 

	PT3+ 
PT3 
PT3- 
	Moderate project. The prospects of successful implementation of the project as per plan are moderate. The project risk factors are moderate. 

	PT4+ 
PT4 
PT4- 
	Inadequate project. The prospects of successful implementation of the project as per plan are inadequate. The project risk factors are high. 

	PT5 
	Weak project. The prospects of successful implementation of the project as per plan are poor. The project risk factors are highest. 
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Construction Industry: an open sesame to economic progress

Any fillip imparted to India’s multi-dimensional construction industry causes a multiplier effect all-round in the economy. The construction industry that constitutes a vital part of the nation’s overall infrastructure represents the nucleus around which India’s economic growth can be structured.

Dr. Ranjit Singh
India’s construction industry presents an interesting canvas of economic activity. Employing a workforce of 32 million, its market size of Rs. 220,000 crores is simply mind-boggling – being the second largest contributor to the GDP after the agricultural sector. 

According to Industry estimates, the investment needed for the infrastructure sector over the next decade to support an annual GDP growth rate of 7 to 8 per cent is around Rs. 15,000 billion. 

The construction industry that constitutes a vital part of the infrastructure forms the nucleus around which India’s economic growth can be structured. At present, the industry consumes 90 million tons of cement and 18 million tons of iron and steel annually. An increase in the demand in this sector causes demand push for cement, iron & steel, wood and other materials that go into construction and also the need to transport the same. 

Growth in these areas will have a multiplier effect on other segments of economy, leading to an increase in employment. With more gainful employment, comes more demand for consumer items which causes enhancement of their capacity–generation. 
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No wonder, the construction industry occupies a pivotal role in India’s national plans. It constitutes 
40-50 per cent of the capital expenditure on various segments of infrastructure such as power, transport, ports, airports, communication, defence, urban and rural housing, environment and other aspects of the economy. 

The future of this industry is quite bright. For instance, if we consider the housing sector alone – the present shortage of houses is about 30 million units: 10 million in the urban and rest in the rural areas. This shortage implies tremendous business opportunity for players in the construction industry.

Similarly, a close look at the road segment is revealing. Over the years, there has been a significant shift in transportation mode from Railways to the road sector: today, roads carry 80% of the passenger and 60% of the freight traffic yet the national highways comprise less than 2% of the Indian road network though they carry 40% of the total traffic. Growth of the road network is not commensurate with the growth of the number of vehicles: who has not experienced the daily traffic snarls while commuting between home 
and office. 

But there are wheels within wheels. "Indian contractors are denied work within their country and multinationals are preferred while allotting contracts for roads and highway construction by the World Bank", revealed G.V. Ramakrishna , chairman, Construction Industry Development Council (CIDC) - - an autonomous body set up by the Planning Commission in 1996 to bring about all-round improvement in the construction sector in collaboration with the Government and the industry. 

The World Bank sets conditions in such a way that none of Indian contractors including L&T would qualify for bidding procedure, he said, adding this is the best way to eliminate Indian contractors before the beginning of process.

To mitigate such difficulties, last year, the government granted industry status to the construction sector, and notified ‘construction’ as another approved activity for financing by the Industrial Development Bank of India (IDBI). The move is significant for the industry, because it will smoothen the financial flow from IDBI and other institutions. 

For the rest, the biggest benefit will be the introduction of professionalism in a core sector of the economy and the setting up of a more logical, regulatory framework for its operation and governance. 

Earlier, the sector used to get only a meager 1.37% of the total bank lending of Rs. 300,000 crore on account of high risk involved. The government’s move will result in corporatization of the existing players leading to more professional working.

"Contractors would be able to secure bank guarantees and finances at attractive terms and conditions. This will ensure increased availability of funds, ensuring maturity of state plans for infrastructure and housing in a time-bound manner", says Ramakrishna.
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One of the immediate concerns of the CIDC was to ensure that domestic construction industry derived the maximum benefit from the new thrust being given to infrastructure development in the country. "In particular, pre-qualification conditions for World Bank aided projects had to be made more flexible", remarks P.R. Swarup, Director General, CIDC.

Another concern related to huge sums of money that had been locked up in disputes between construction companies and its clientele - the estimate was that as much as Rs. 50,000 crores were locked up in the disputes, for periods up to even 20 years. CIDC has mooted setting up of an arbitration committee for speedy resolution of disputes involving contractors and government.

"CIDC is also working with the Actuarial Society of India for providing risk cover to the contractors", Swarup told this magazine (see Interview).

One of the major task that CIDC has taken up is to evolve systems and organization for training, upgradation of skills and certification of the skills already acquired by workers engaged in construction industry.

Construction Equipment Bank
KEEPING in view the flaws in the present system of acquisition of equipment, problems faced by the Financial Institutions, by the equipment owners and by the hirers of equipment, CIDC formulated the concept of Construction Equipment Bank. 
Construction equipment manufacturing industry has grown at a good pace, to meet the national requirements, and it is estimated that presently, the country has an operating stock of construction equipment, valued at Rs. 35,000 crores, and a dormant stock of Rs. 70,000 crores, based on 1998 replacement level. 
The bank is being set up with the objective of creating a pool of good quality; reliable construction equipment; to hire equipment to desirous construction agencies at reasonable terms; to maintain equipment and to conduct periodical life cycle assessment for evaluation of realistic hire charges; to develop a network of vendors, dealers, and service centers in association with equipment manufacturers.
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Construction industry employs about 3.2 crores of people, out of which 73% are illiterate workers who have either acquired or are in the process of acquiring vocational skills on a work site. The traditional methods employed are slow and almost no institutionalized system so far for identifying training needs and none for a formal, nationally standardized system of recognition, testing and certification of the skills acquired. As a result promotional avenues for construction workers remain limited and the situations results in the time and cost overruns and shoddy quality of work.

CIDC has now entered into a Memorandum of Understanding with the Indira Gandhi National Open University to launch a Construction Trades Training program spearheaded by a Pilot project. In this scheme while IGNOU has the academic responsibility of developing training programs, modules, materials, syllabi and testing and certification procedures tailored to the requirements of the construction industry, CIDC, acting as an interface with the industry, will catalyze the setting up of regional Constituent Institutions and their Partner Institutions who will utilize their own resources for conducting the actual training based on the IGNOU curriculum.

Grading of construction agencies?
ALTHOUGH the construction sector consumes a large portion of national plan outlays, generates vast business activities and provides employment to the millions of citizens, yet this is an industry that faces several problems which have acted as an impediment to the availability of institutional finances. 
"CIDC has taken up the issue with the bankers", says Swarup. To enhance the confidence in financial support to the construction sector, and thereby drawing the banks towards increased participation in construction financing, CIDC has joined hands with ICRA, to scale the construction agencies through a comprehensive, objective and highly reliable system of grading. 
The grading will apply to the project owner, the contractor, the consultant and the project itself. 
The contractors will be graded by CIDC-ICRA on the basis of their experience, net worth and previous record involving project completion. These grades will be used by the banks to provide working capital at attractive terms and bank guarantees. 
The grading will enable a financier to decide the extent and depth of the financial support to be offered to the project owner, consultant, contractor and the project.
Another attempt in bridging the training gap was the setting up of a National Academy of Construction at Hyderabad. The academy would incorporate six Institutes, namely Construction Workmen Training Institute; National Institute of Construction Management & Research: Contractors Development Institute; Construction Methods and Materials Research Institute; Institute of Architecture Design and Housing Development Institute (HDI). 

Apart from these institutes, there would be one "Construction Expo" on the lines of Pragati Maidan, New Delhi and other similar international fairs where items related to construction industry would be on permanent display.

This is the first national attempt to bring all aspects of construction related training and education under one umbrella, through the co-operative efforts of all existing organizations doing work in specific areas. Also, perhaps it is the first ever attempt of its kind to bring training and development of contractors within the ambit of an organized and structured academic program.

Weaknesses of Indian construction industry 
Basically, these could be summarized as: 
Inadequate ‘comprehensive-and-scientific’ study of the construction market
Lack of coordination with other sectors of the economy 
Lack of financial strength in entrepreneurship leading to their inability to evolve long-term strategy
Uneducated and untrained workforce
Regulatory system not updated, which discourages FDI
Prevalence of obsolete technologies
Market tolerance for sub-optimum quality and performance.
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NHDP: a bold initiative
For capacity enhancement of National Highways in qualitative and quantitative terms, a major initiative has been taken with the launching of National Highways Development Project (NHDP), which is touted as the Prime Minister’s dream project.

The main components of NHDP include: Golden Quadrilateral connecting Delhi, Calcutta, Chennai and Mumbai comprising of 5834 km of roadways scheduled for substantial completion by 2003. Another component consists of the North-South & East-West Corridors totalling 7,300 km, namely Kashmir to Kanyakumari -3948 km (with a spur to Cochin) and Silchar to Porbandar-3465 km. This is scheduled for completion by 2007. The government levied cess on petrol and diesel to raise resources for the development of National Highways Network on a lasting basis. Together, the two cesses will yield nearly Rs.2,000 crores per annum for developing national highways.

Additionally, on an average, NHAI expects to get loans of $ 200 million from ADB and $400 million from World Bank every year for the NHDP. NHAI has negotiated a $516 million loan from the World Bank for 4 laning of NH-2 connecting Agra –Calcutta. NHAI has negotiated a $180 million loan from Asian Development Bank for 4 laning & strengthening of Surat-Manor stretch on NH-8. 20 projects worth Rs.1000 crore have been awarded on BOT basis. The government also announced Policy Initiatives for Attracting Private Investment. These include: Private sector was allowed to retain toll money; 100% tax exemption for 5 years and 30 % relief for next 5 years (May be availed of in 20 years) Concession period allowed up to 30 years; Duty-free import of modern high capacity equipment for highway construction. NHAI permitted to participate in the equity of BOT projects up to 30% of the total equity. 

Government to provide land at no cost and free from all encumbrances. 

NHAI/Government of India to provide capital grant up to 40 % of the project cost to enhance viability on a case-to-case basis. Arbitration to be based on UNICTRAL provisions. Housing and Real Estate development, which is an integral part of the highway projects, will be treated as infrastructure and will be entitled for same tax benefits. FIDIC Global Conditions of Contract for the Construction Industry 

Valedictory Address 

V. Suresh
Chairman and Managing Director, Housing and Urban Development Corporation, New Delhi 

Summarising the FIDIC contracts seminar held in New Delhi in January 2001. 



I am happy to address this august gathering at the valedictory session of the International Conference on FIDIC Global Conditions for the Construction Industry. At the outset, let me complement the Consulting Engineers Association of India and FIDIC for organising this important event in India and thank the organisers for granting me the kind opportunity to participate in this memorable occasion.

Construction Sector Overview:
Construction have been recognised as a sector rendering significant contributions to the economy in terms of enhancement of Gross Domestic Product  (GDP), income generation and employment generation. Construction activity accounts for more than 50% of the development outlays in India.

There are over 2.5 crores of construction workers in the country classified into unskilled, semi-skilled and skilled levels constituting masons, carpenters, bar benders, plumbers, electricians, tile-layer, glass fitters, metal fabricators, concrete workforce etc. In addition to those directly involved in the construction process, the construction industry also accounts for a large proportion of secondary employment created due to the forward and backward linkages with ancillary industries such as urban infrastructure, construction materials industries, real-estate development etc.

Technological advances are fast making their inroads into construction as a result of the process of global sharing of experience and wider networking.  The new world order has impressed upon us the need for a paradigm shift in approach in Construction management and the constituent processes.

Emerging Challenges and Interventions for the Construction Industry:
· Ambiguities at various phases:  A major challenge for the Indian Construction industry is the resolution of ambiguities with regard to the roles of the various stakeholders in construction projects. Loosely framed contract conditions are the immediate cause such ambiguities leading to rampant disputes and stoppage of work. The resultant escalation in project cost due to time over-runs has left the country in disadvantageous position in provision of infrastructure and global competition. The time and cost over-runs have often led to abandoning of projects resulting in colossal national loss and legal disputes which are still waging. The need for model contract conditions has been felt in this context leading to sincere efforts from various quarters. 

· Risks and Uncertainties: The Construction sector is increasingly prone to risks from uncertainties in market scenario, demand variations, price oscillations, labour unrests, policy environment, political interventions and judiciary dictums. Hence it is essential to identify the potential risks, assess the magnitude and impact and formulate appropriate strategies for tiding over the eventualities.  The Construction Industry needs to adopt the SWOT analysis strategy prevalent in business organisations for identifying critical success factors for cashing in on strengths, overcoming weaknesses, making use of the right opportunities and effectively warding off threats. 

· Dispute resolution and arbitrations: Disputes during construction represent a major source of time and cost over-runs in projects. Hence there is a need for Alternate Dispute Resolution Mechanisms and the necessary clauses incorporated in the contract documents to prevent the delays and suspension of projects and byepass the longwinding legal process.  

· Intellectual Property Rights: In the perspective of compliance with and adherence to the GATT agreement and the directives of the World Trade Organisation, patenting and Intellectual Property Rights in construction sector is an area that has not received adequate attention. This poses a major risk for the developing nations since the global patent holders could demand royalty on the application of innovative technology options and tools in the planning and construction process, leading to increased construction costs and international disputes. 

In the light of global experience, Dispute Review Boards (DRBs) or Dispute Adjudication Boards (DAB) for construction projects have been successful in amicably resolving 95 per cent of the disputes, grievances and allegations at their level, thus effecting considerable savings in time, cost and preventing strained relationships. The Dispute Adjudication Boards comprising of single or three member bodies, with a member each from the client and the contractor in addition to an independent expert agreeable to both the parties, are either appointed on permanent basis in Construction Contracts or on adhoc basis in the case of EPC Contracts.

The cases unable to be settled amicably at the DRB level, within 56 days of the issue of notice of dissatisfaction by either party, have to be referred for arbitration under the Rules of Arbitration of the International Chamber of Commerce. As rightly pointed out by Mr. Peter Booen, (Consultant, FIDIC) during the course of the deliberations, the legal remedy should be reserved as the last alternative for resolving the construction disputes. However, the efforts of the Government for legal reforms including the  institution of fast-track courts is a welcome initiative and needs to be lauded. The advocates and legal advisors also have an important role to play in construction contracts in ensuring the validity of contract clauses and agreements as admissible evidences in the courts of law.

Further, even the access to traditional, conventional and appropriate materials and technology options could be hindered by the patent rights gained by unscrupulous elements. Hence there is a need for Indian entrepreneurs, construction professionals and activist associations to enter the arena of Intellectual Property Rights to identify the potential opportunities and threats and take remedial action.

· Requirements imposed by the New Generation Infrastructure Projects: The new models of private sector participation in the post-liberalisation era are posing new challenges in framing appropriate contract conditions for award of projects. Infrastructure projects characterised by their heavy appetite, prolonged digestion time, partial or nil recourse nature of securities and longer gestation period for funds demands exploration of alternative resource avenues and financing mechanisms such as take-out financing, consortium financing, sub-ordinate debt, cash-flow financing and securitisation of urban infrastructure receivables. The implications on the various parties on account of the risk scenarios calling for Power Purchase Agreements, Escrow mechanisms and Least Present Value of Revenue arrangements, which require a new set of model agreements and specialised conditions also need to be evaluated appropriately. 

Indian Initiatives for the Construction Industry
Organisations such as Construction Industry Development Council  (CIDC) and Indian Buildings  Congress have attempted the framing of Model Contract Conditions relevant to the Indian scenario.  The professional associations such as Institute of Architects, Institution of Engineers (I) and the Institute of Valuers have been engrossed in conducting studies, seminars and workshops for improving the efficiency of processes in the construction sector, besides improving the safety, quality, timely completion, project management and customer orientation.

In improving the quality of construction, enhancing the transparency of transactions and bringing in a customer orientation, the rating of projects, developers and contractors has been a significant initiative. CIDC, in consultation with the National Housing Bank and ICRA has taken up an important work of rating of construction sector. ICRA and CIDC have developed a separate set of ratings for Contractors as well as Consultants and are in the process of extending it to Project Owners and Projects.

The increasing emphasis on the facilitator role of the Government has led to increased emphasis on private sector stake in projects in the years following the structural and economic reforms. In the context of unbundling of infrastructure projects through Concessions, Leases, BOO, BOOT, BOLT etc, agencies like National Highways Authority of India, Indian Railways and State level Infrastructure Development Corporations have also taken efforts for preparation of Model Concession Documents for the new generation projects, with the help of professional expertise.

The role of financial institutions in promotion of construction sector deserves special mention. HUDCO, the premier techno-financing institution in the country for housing and urban infrastructure, has pioneered several innovative instruments for giving a boost to the construction industry. The project initialisation funds or project development funds for large infrastructure projects are aimed at assisting the agencies in the preparation of detailed and bankable project reports and feasibility studies.

FIDIC Model Contract Conditions
The FIDIC Contract Conditions has been globally popular among the employers, engineers and contractors engaged in international construction projects as the standard bible for contract formulations. FIDIC has put forth considerable efforts in thoroughly revising and expanding the range of the earlier documents published in the late eighties or mid nineties such as the Conditions of Contract for Works of Civil Engineering Construction popular as The Red Book; the Conditions of Contract for Electrical and Mechanical Works and Erection alias The Yellow Book; and The Orange Book viz. the Conditions of Contract for Design-Build and Turnkey Projects. The new global suite of four Standard Forms of Contract published in 1999 applicable to a majority of construction and plant installation projects comprises of:

· The Construction Contract : Conditions of Contract for Construction for Building and Engineering Works Designed by the Employer; 

· The Plant and Design/BuildContract:  Conditions of Contract for Plant and Design-Build for Electrical and Mechanical Plant and for Building and Engineering Works Designed by the Contractor; 

· The EPC/Turnkey Contract:  Conditions of Contract for EPC/Turnkey Projects; 

· The Short Form: Short Form of Contract. 

It has been recommended that the Short Form of Contract could be used as the model for conventional contracts of relatively small value, short construction period or involving simple or repetitive work, irrespective of whether the design is provided by the employer or the contractor.

For projects, especially in infrastructure and buildings, where the engineer as the owner’s representative is responsible for administering the Contract, monitoring the construction work and certifying payment, with the employer kept fully informed and is authorised to make variations  the Construction Contract is recommended. This book being an updation of the former Red Book and is ideal where the payment is done according to bills of quantities (BoQs) or lump-sums for work done.

In case of electrical and mechanical works, including erection on site as well as the recent design-build and turnkey type projects, where the Contractor does the majority of the design as per the outline or performance specifications prepared by the employer’s engineer, the Plant and Design Build Contract, which is an update of the Yellow Book and the Orange Book could be used. 

In the case of new generation projects with private participation such as BOT or similar models, where the Concessionaire takes up the total responsibility for the financing, construction and operation of the project, the EPC/Turnkey Contract  document would be most appropriate. In the EPC (Engineering, Procurement, Construction) contracts and turnkey contracts, in which the Contractor is delegated the total responsibility for the design and construction with the assurance that the contract would be completed within the stipulated cost and execution period, EPC/Turnkey Contract document  has been recommended as the ideal guide.

Deliberations of the Conference
This conference at New Delhi is being conducted with the aim of popularising the salient features of the new edition of FIDIC Contract Documents as well as inviting criticisms and suggestions from the practitioners for improving the effectiveness and acceptability.

The inaugural session presided by the President of FIDIC Mr. R. W. Bowes with the keynote address by Mr. Deepak Dasgupta, Chairman, NHAI stressed on the need for the standardisation of contract documents, professionalism in implementation and empowerment of independent engineers. He also touched upon the gradual shift emerging in the role of public agencies in construction sector, reflected in the interface between employer and the contractor and consequently in contract documents. The agencies in the Indian context are moving away from master-servant relationship, briefly taking on the scrutinising engineer role and finally settling for the facilitator role with the appointment of independent contract administrators. The Hon’ble Minister for Law, Justice, Company Affairs and Shipping, Mr. Arun Jaitley in his inaugural address, had complemented the Indian construction industry for adoption of international norms and assured all support from the Indian Government.

The various technical sessions of the conference on 20th January had covered the Overview of the FIDIC Documents, The Indian Experience, The ICC Rules for Guarantees and Bonds and the aspects relating of Risk, Force Majeaure and Termination. Today’s Deliberations focussed on Claims and Adjustments of Contract Price, Claims, Disputes, Adjudication and Arbitration and the Indian Experiences on the same. The deliberations and the Panel Discussion during the two days have effectively brought out the various perspectives of the Contract conditions, the special aspects and difficulties faced in the Indian context and the relevant inputs or interventions required for making the conditions comprehensive for the Indian scenario.

The first technical session on Introduction to FIDIC Documents chaired by Mr. Chris Hoban (Operations Advisor, World Bank) and co-chaired by Mr. Richard Kell (FIDIC) gave an overview of the FIDIC Documents. Dr. Marshall Gysi (FIDIC) introduced the Short form contract, the Construction Contract, the Plant & Design-Build Contract and the EPC Turnkey Contract in physical and electronic form and discussed briefly on their applications. He appraised the audience that the Guide to Contracts is under preparation and would be available in a weeks time.

Mr. Peter Booen (Consultant, FIDIC), in his detailed presentation, compared and contrasted the various clauses of the four contract documents. He highlighted the user-friendly nature of the new documents with clauses relating to general provisions, the employer’s financial arrangements and claims, the engineer’s role, the Contractor’s obligations, the sub-contractors, the design aspects. He also dwelt at length on the time related stipulations, the measurement and evaluation, variations and adjustments, contract price and payment and termination by employer or the contractor.

The second session chaired by Mr. Ajit Gulabchand (HCC) and Mr. N. Raman (World Bank) discussed the Indian Experience on FIDIC Documents. The key speakers shared the experiences of RITES, Currie & Brown, CPWD, ICT, EIL etc. in the course of their Indian operations on contract conditions, with emphasis on FIDIC documents.

The third session chaired by Mr. D.C. Singhania and Ms. Bindu Saxena commenced with the presentation on ICC Rules for Guarantees and Bonds by Mr. Peter Booen followed by the clauses on Termination, Risk and Force Majeure by Mr. Gordon Jaynes.

The fourth technical session on Claims and adjustments of Contract Price was chaired by Dr. Somdatt (Somdatt Builders) and Mr. Hardeepak Singh (NHAI).  Mr. Peter Booen highlighted the subclauses relating to  entitlements of contractor and the employer to claims with regard to the eventualities and the implications as per the contract document.

The fifth session on Claims, Disputes and Arbitration introduced brief history of evolution of Dispute Adjudication Board (DAB) as the final authority for resolution of disputes prior to arbitration. In the session chaired by Mr. Andhyarujina (Executive Addtl. Solicitor General) and co-chaired by Mr. Krishnakumar (BHEL), Mr. Gordon Jaynes introduced the new provisions with regard to penalties for neglect of notice requirement, requirements regarding substantiation of claims and the sub-clause governing claims by the employer.  He also described the new clauses relating to disputes and arbitration and hoped that the international development banks such as World Bank would expedite the recognition of the 1999 Edition of Contract Conditions.

The sixth technical session on Indian Experiences in Claims, Dispute Resolution and Arbitration was chaired by Mr. K.P. Singh (RITES) assisted by Mr. G. Viswanath (NOIDA Toll Bridge Corporation). The key speakers touched upon specific projects where the services of Dispute Review Board (DRB) were invoked to ensure the smooth execution of the project with the potential advantages in project bidding, implementation and management.

The Panel discussion has brought out the doubts, grievances, suggestions and aspirations about the new draft of the FIDIC Contract Conditions. It is expected that the extensive deliberations of this conference would lead to the necessary revisions and incorporation of clauses specific to the Indian context in the light of experiences. I have no doubt that the wider adoption of the FIDIC contract conditions for international projects in the country would lead to a trickle-down effect in the contemporary contracting scene with application of the relevant clauses with necessary adaptations.

Engineering Our Future
Borrowing the terminology with due courtesy to FIDIC, we are on the path for rewriting the equations of the employer-engineer-contractor interfaces in the construction industry. Process Re-engineering for Consultancy and Implementation of project is the apparent need of the hour at the dawn of the new millennium. There is a need for creation of a new breed of Project Managers and Construction Engineers who are well aware, sensitive and responsive to the safety aspects in construction. It is also felt that specialised training in Financial Engineering and Construction Contracting should be imparted at the institutional level, in addition to teaching the core subjects of architecture, engineering, planning and management. Hence there is a need for increased Industry-Academia interface in the Construction Sector. The professional associations should take a more active role in wider dissemination of the contract conditions and develop clauses appropriate to the Indian context to supplement the same.

We are thankful to FIDIC and the Consulting Engineers Association of India for organising this International Conference. The honourable speakers, the Chairpersons and Chief Guests require special praise for enlightening the participants on the various aspects of the Contract Conditions and its implications in the Indian context. We are also extremely grateful to the distinguished delegates, for their extremely valuable inputs, which would go a long way in finding wider coverage and increased acceptance for the FIDIC Contract Conditions in the Indian Construction arena.

NEW DELHI, Feb 22: Icra Limited and the Construction Industry Development Council (CIDC) will jointly grade contractors, project owners, consultants and the project itself to facilitate greater efficiency and easier flow of credit to construction sector. 

The grading system will help the government in assessing the bids in a better manner and awarding the contract on merits rather than merely the lowest bidder, said Uddesh Kohli, CIDC member secretary and PFC managing director, on Monday. 

The two agencies signed an memorandum of understanding to award the rating today in the presence of Icra officials, and the Builders Association of India (BAI). 

Addressing a press conference later, Kohli said the voluntary grading system will help in doing away with pre-qualification round of selecting companies, thus speeding up tendering process. 

Moreover, the project is more likely to be completed in time and within the stipulated cost as the contract has been given to a meritorious company, he added. 

The gradingsystem will be totally transparent and interactive-based on information given by the client. Moreover, the rating will be valid for one year and be monitored throughout the period for any change.

Investment information and credit rating agency ICRA has assigned a CR2 grading to JMC Projects (India). The grading indicates strong contract execution capacity. 

The prospects of timely completion of projects without cost overruns, and the ability to pay liquidated damages for non-conformance with contract are high but not as high as in CR1. 

The grading indicates the relative contract execution capacity with respect to contracts with average values of up to Rs 65 crore and aggregate value of works to be executed within a year of up to Rs 200 crore. 

The grading of JMC is another addition to the several gradings published since the innovative system of grading of construction entities - a system developed by ICRA and the construction Industry Development Council - was launched late last year. 

ICRA's unique grading methodology is a product of months of research and collaboration with the CIDC. The ICRA-CIDC grading system encompasses all entities in a construction project: the contractor, the consultant, the project owner, and the project itself. 

It is aimed at providing lenders/sector participants with an independent opinion on the quality of the construction entity graded. 

JMC 's order booking has been consistent with the growth of the construction industry. The increase in order booking has been possible due to the sectoral and geographical diversification of the company and a focus on relatively higher value projects for the past three years. 

However, JMC' margins have declined to some extent on account of its geographical and sectoral diversification and higher interest and finance charges. 

Margins however, continue to be in line with industry standards. The asset turnover of the company has been improving, indicating better utilisation of its resources. 

JMC's focus on higher value projects coupled with the increase in receivables has resulted in a pressure on the company's cash flows. Although the collection has improved in FY2001, the pressure on cash flows is likely to continue in the short to medium term in the event of the company's bidding for higher value projects. 

The gearing is relatively higher and this effects the financial flexibility of the company.
This project has a direct relationship with Construction Financing. Banks and Financial Institutions have been in search of a more reliable, objective and comprehensive methodology for their computation of lending risks. Other Construction entities ( Owners, Consultants, Contractors) also require a more comprehensive, objective and reliable instrument for assessing and forecasting the chances of success of a project. Insurance companies too will find a more reliable risk assessment system very useful for designing new types of risk covers for the construction industry.
In order to develop such an instrument, CIDC has joined hands with Investment Information and Credit Rating Agency (ICRA).
The new system is very comprehensive and elaborate. It takes into account any and every factor that may have a bearing on the success of a construction venture. The system also covers all entities concerned, viz., The contractor, the owner, the consultant and the Project itself.

AN additional Rs 11,000 crore will be available to contractors this fiscal for executing projects worth Rs 60,000 crore. This follows the government's move to grant industry status to the construction sector, according to Construction Industry Development Council (CIDC).
The increased fund availability will help maturity of state plans for infrastructure and housing sectors in a time-bound manner.
"At present, the sector gets a meagre 1.37 per cent of the total bank lending of Rs 300,000 crore on account of the high risk involved and the latest move by the government granting priority area status would result in corporatisation of the existing players leading to more professional working" the chairman of the council G V Ramakrishna told a press conference here on Thursday.
"CIDC is also working with rating agency Icra for grading the contractors and Indian Banking Association (IBA) for working capital and the Actuarial Society of India for providing risk cover to the contractors, Ramakrishna added.
The contractors would be graded by CIDC-Icra on the basis of their experience, net worth and previous record involving project completion and subsequently these grades would be used by banks for providing working capital at attractive terms and bank guarantees, Ramakrishna said.
At present, multinational contractors are preferred over domestic ones in allocation of road and highway construction projects, he said. The World Bank sets conditions in such a way that none of the Indian contractors, including Larsen and Toubro, would qualify for bidding procedure, he said adding that this way Indian contractors were eliminated from the very beginning from the whole process.
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APPREHENDING a one-sided competition favouring multinational construction companies in the post World Trade Organisation regime, the domestic construction industry demanded incorporation of standardised bidding norms, separate cost indices and assured institutional finance. 

"By incorporating standard bidding norms with assured institutional financial support, the industry can face the challenges in post-WTO scenario," P R Swarup, director, Construction Industry Development Council said. 

He said the Indian construction industry would face global bidding of contracts and only the professional construction companies would be able to face the competition. 

Since the Indian construction industry was largely in the unorganised sector, swarup said this could be a disadvantage for the domestic industry vis-a-vis the MNCs. 

CIDC has been working on all these areas for last few years and "we have achieved varying degree of success on all fronts", he added. 

In order to grade the construction companies to put them in same hierarchy as foreign companies, CIDC had tied up with the credit rating agency ICRA and had fixed strict norms for grading. 

Till date 14 major construction companies have been graded by ICRA along with CIDC, and 34 companies are waiting for their grades, Swarup said, adding the grading system would help financial institutions with reliable system for lending risk assessment in construction sector. 

On the potential of construction industry, Swarup said "the annual monetary volume of construction business stands at about Rs 210,000 crore and employs almost 31 million workforce." 

The estimated investment for the sector stood at around $7 billion and it was growing steadily at 15 per cent per year, he said adding that to tap the potential of the industry "this sector needs to be steered towards professionalism so that it turns out to be more organised." 

The construction and allied sectors contribute nearly 22 per cent towards gross domestic product and the multiplier effect of the industry to the economy was 1.85, CIDC officials said. This is low as compared to the average effect of 2.5 in the western countries. 

Issue of making the construction industry an organised sector was crucial as it would solve the problems of finance for the construction companies, the officials said. 

They also pointed out that currently the construction industry was receiving a meagre share of 1.37 per cent of total bank disbursement which was a major problem for the development of construction industry. – PTI

ICRA Limited announced a grading system for construction entities. The maiden effort follows the ICRA-Construction Industry Development Council (CIDC) partnership aimed at enhancing efficiency, transparency and smooth credit flow into the construction sector.

The methodology would cover all players such as contractors, consultants, promoters and the projects besides providing the financial institutions an independent opinion on the quality of construction entity.

In all seven construction majors which include L&T construction division EEC, Petron Civil Engineering, Ganesan Builders, Continental Construction, Soma Enterprises, MCM Services Private Ltd, Swar Shilp Properties have been granted rating.

Grading of the construction companies by an independent agency like ICRA would give a comfort level to the banks and financial institutions extending financial assistance.

CIDC has asked the government to take steps for opening of the national register of engineers so that Indian engineers could qualify to work on the project taken by the foreign companies.

NEW DELHI, Feb 9: The accusing fingers pointed at it for the large number of casualties in the Gujarat earthquake have jolted the construction industry, forcing it to talk about self-regulation and increasing consumer awareness about disaster-proof technologies. 
Rattled by widespread criticism that shoddy buildings in cities like Ahmedabad contributed to the high death toll, a spokesman for the Construction Industry Development Council (CIDC) acknowledged that people were not killed by earthquakes but by the secondary damage triggered by them. 
And in Gujarat, which saw a large number of newly-constructed buildings going down like packs of cards, the secondary damage was indeed immense, he added. 
While the construction industry and the people in general did not learn from past instances like the Latur and Jabalpur earthquakes, CIDC Deputy Director General P R Swarup hoped that this time round they would be shaken out of their complacency and insist that disaster-resistant technologies be applied. 
The CIDC would focus on consumer awareness campaigns to apprise the people about the crucial role played by professionals such as structural engineers and soil and foundation specialists in putting up solid buildings, he said. 
The National Real Estate Development Council (NAREDCO) has also observed that considerable damage was caused in Gujarat primarily by the poor quality of construction by a large number of developers of poor track record. 
The Council has advocated that State Governments and urban local bodies should use the NAREDCO-CRISIL-ICRA rating of builders and agencies and permit construction works to be taken up only by those with a sound track record. 
Vice-President of NAREDCO and Chairman of the Housing and Urban Development Corporation (HUDCO) V Suresh welcomed the initiative of Union Urban Development Minister Jagmohan to amend the municipal by-laws in Delhi to incorporate disaster resistant features in buildings. 
The Urban Development Ministry’s decision to introduce an engineers bill to enforce the accountability of structural engineers in the construction process was also a step in the right direction, he added. 
Speaking at the launch of the seventh ‘Asia Construct’ conference here last evening, leading real estate developer Som Datt also acknowledged the need to amend the building by-laws to make it mandatory for structural engineers and builders to certify that the construction was disaster proof, as per prescribed norms. 
Admitting that little attention had been paid to putting up earthquake-resistant buildings even in high seismic zones like Delhi, Mr Swarup of the CIDC said consumers would have to lead the campaign for more responsible constructing norms. 
"Only Government regulations are not enough. Things will change only when people, who put their hard earned savings into their buildings, demand that these be designed and certified by professionals such as structural engineers and soil and foundation specialists," he added. 
Regretting that even those with little experience of working on sites passed off as civil engineers, Mr Swarup said the CIDC has also been pushing for the setting up of an engineering council of india, which would be the industrial association for registering engineers. 
The CIDC was also going to sign a memorandum of understanding with the New India Insurance Company to develop a range of 13 insurance policies for natural disasters, he added. 
Earlier, the CIDC, which is a body set up by the Planning Commission, announced that New Delhi would host the seventh Asia Construct Conference, focusing on the construction industry in the Asia-Pacific region, in October this year. 
Exhibitors from all over the world, including Asia Construct’s 12 member-countries — Australia, Bhutan, Brunei, China, Hong Kong, Malaysia, Indonesia, Japan, Singapore, South Korea, Sri Lanka, Vietnam, Laos, Nepal, Mangolia, Bangladesh, Myanmar and the Maldives — would participate in the four-day conference and exhibition, which is supported by the Planning Commission and the Union Urban Development Ministry. (UNI)
Sri Lanka has sought Indian construction industry’s expertise to review the evaluation criteria on competitive biddings for their domestic industry. 

Sri Lankan ministry of urban development, housing and construction has approached India’s Apex body Construction and Industy Development Council (CIDC) for grading their construction entities. “In order to streamline registration process and grading of client for the construction sector the Sri Lankan ministry has approached us,” CIDC deputy director general P R Swarup told PTI. 

For grading construction entities, CIDC has initiated a methodology with ICRA for regular evaluation criteria on construction bids. Estimates done by engineers in construction process are currently used as the bench mark for evaluating criteria on competitive bids in Sri Lanka, he said. 

The country follows a norm of disqualifying competitive bids which are 30 per cent lower than the estimates done by engineers, he added. Sri Lankan authority might have thought to gain from CIDC’s endeavour in streamlining the bidding criteria in India, he said adding “The methodology and our expertise in this may be the reason for their approaching us”. 

The grading process is picking up very well. The first set of gradings comprising of one large and one mid-size construction company, have already been announced. The next lot, comprising of construction companies as well as the consultants would also be released soon. With a number of requests in hand, a very realistic assessment of capabilities would be available to all concerned in the near future, and this would make a positive qualitativedifference.
March 10: An arbitration council for the construction industry is likely to be established soon that will resolve the disputes quickly. GV Ramakrishna, chairman of Construction Industry Development Council (CIDC) is pushing for establishment of such a council. "Huge money has been blocked in disputes and it causes project cost and time overruns. There is an urgent need for setting up a committee which would work for speedy resolution of disputes," Ramakrishna said. 

There is a favourable reaction from the government on this proposal, he said. CIDC discussed the formation of the committee with Arun Shourie, Union minister of state for planning, statistics and programme implementation, and if every thing goes as per plans, the committee would be in place within the next three months, Ramakrishna added. 

CIDC is also working with rating agency ICRA for grading the contractors and Indian Banking Association (IBA) for working capital, and the Actuarial Society of India (ASI) for providing risk cover to the contractors, he said. 

(A) QUESTIONNAIRE FOR THE CONTRACTOR
OPERATION

Q1. What were the Order Book Position of the company as on 31 March 1999. 31 March 1998, 31 March 1997, 31 March 1996 and 31 March 1995 ? 

Q2. What is the break -up of the order book as on 31 March 1999 in to contracts: Clint-wise Public or Private sector. Sector-wise-Power sector,Oil sector,Roads sector etc. Work-wise-Chimneys, Cooling Towers, Industrial Structures etc. Value-wise-Upto Rs.50 million, Rs.50 million-Rs.100 million and greater than Rs. 100 million. Region-wise-North, South,East and West,of India. 

Q3.  What is the status of the project? (Project Progress Report-Contract Value, Revised Contract Value, Date of Commencement, Contractual date of Completion. Expected date of completion, Cumulative value (planned), Cumulative value (actual), Total Escalation till date and Total Contract Value inclusive of escalation ? 

Q4. Which project is the company executing during 1999-2000? 

Q5. In which countries has the company executed projects? Which are the major projects and the income from this projects in 1998-1999, 1997-1998, 1996-1997, 1995-1996 and 1994-1995? 

Q6. Has the company tired-up with any Foreign construction companies, if yes, what benefit it derived ? Has the company entered any kind of consortium with any other companies? 

Q7. What are the companies focus areas - Client-wise, Value-wise, Sector-wise, Work-wise and Region-wise? What is the level of competition in the each of these segments ? 

Q8. What are the main components of contract expenses? 

Q9. What is the company’s position in the industries and what are its competitive advantage over the other players? 

Q10. What percent of company’s income is from the domestic and international contraction projects? 

Q11. What were the reasons for the increase/decrease in income from construction in 1998-99, 1997-98, 1996-97, 1995-96 and 1994-95? For example, was the increase /decrease in the construction income an effect of project values (realisation) or volume of projects executed etc? 

Q12. What is the average turn around time of the projects executed? Are most of the projects executed by the company of large turn around time or short turn around time? 

Q13. What is the degree of reliance on sub-contractors? 

Q14. What is the level of the company’s Technology and Research and Development? 

Q15. What is the level of advertising and marketing that the company does? 

Q16. What is the proportion of the Lump sum item based EPC and Turnkey projects? 

Q17. What are the Escalation and Liquidation clause in the projects? 

Q18. What is the success percentage of Bidding?(Number of projects secured / Number of projects bid for)? 

Q19. What is the total man power -Number of Managerial and Technical staff and workers? 

Q20. What does the company resort to on non-payment from big clients such as the 
government? 

Q21. Does the company have long term commitments with the suppliers of the equipment’s and materials? 

Q22. Has the equipment been imported or purchased from India, or leased? 

Q23. Have any liquidated damages been paid for time overruns and quality shortfalls in last three years? 

Q24. Has the company participated in project finance-debt or equity? 

Q25. Which contracts does the company bidding for presently? 

Q26. Which project has the company executed in the last five years like nature, size, construction period and net margins? 

Q27. What has been the labor-relation track record? Have there been any labor related disputes in the past five years? 

Q28. What are the parameters the company considers before placing its bids? 

Q29. Have there been any changes in the design systems? 

Q30. What has been the company’s response to the increase in the competition and reduction in project execution time? 

Q31. What are the criteria for the selection for a project manager? 

Q32. What is the track record of a project manager? What is the level of the experience of the project manager? 

Q33. What software is used for project management and project engineering? 

Q34. What are the longest and shortest tenures of the senior managerial cadre employ? 

Q35. Has there been a signification change in the board of directors in the past five years? 

Q36. What insurance policies has the company undertaken? 

Q37. On what basic are the sub-contractors recruited? 

Q38. What is the track record of the sub-contractors? Have the sub-contractors for the company remained same? 

Q39. Has the company carried out any significant capitol expenditure in the last five years? How was it funded? 

Q40. Has the company faced any problem in the reimbursement of its running account bills? How sufficient have the moblasition and equipment advances been as sources of funding? Has there been any problem in getting back the retention money? 

Q41. In case of real estate, how successful has the company been in selling of its properties? 

Q42. Have the ‘approach to site , expenses been included in the project cost? 

Q43. Has the site been checked for any kind of dispute and other problems? 

Q44. What is the company’s outlook on the construction sector? 
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Financials 
Q1. How are the companies account systems? 

Q2. Has there been a change in the statutory auditors of the company in the past 5 years? 

Q3. What are the kinds of advances from customers? Are the advances sufficient to cover the contract expenses? If not, how does the company arrange for additional finance? 

Q4. How difficult is to obtain Working Capitol finance from banks ?Wheat norms do the bank follow while landing to the construction companies? What do banks do in case there is a cost or time overrun and the projected cash flows differ from the actual cash flows? 

Q5. What has been the performance of the company in the past five years? 

Q6. What are the company’s finical projections for the next five years? 

Q7. How have the group companies performed in the past three years? 

Q8. What is the break-up of receivable -age-wise and Clint-wise? How credit-worthy are the clients? 

Q9. What is the break-up of the company’s contingent liabilities? 

Q10. Have there been any contingencies / occurrence in the near past? What was done to address them? 

Q11. What is the cost structure of the contractor- Variable / Fixed costs? 

Q12. What is the liquidated damage exposure of the contractor from its various projects? 

Q13. What are the cash credit lines available to the bank? How much is unutilised? 

Q14. What is the financial flexibility available to the company? 

Q15. What is the level of bank guarantees and letters of credit availed by the company? 

Q16. Is the company involved in any kind of tax or other disputes with the government? 

Q17. How has been the performance of the company’s big clients? 
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I (B) QUESTIONNAIRE FOR CONSULTANT 
Operations 
Q1. For what types of contracts has the consultant provided consultancy services-sector- wise, client-wise, value-wise, work-wise, and region-wise? 

Q2. For which project has the consultant bid and which projects is the consultant bidding for? 

Q3. For which projects has the consultant provided constancy services in past 5 years? 

Q4. Was the consultant required to pay liquidate Damages in the past 3 years? If yews, why and to whom? 

Q5. What is the market position and reputation of the consultants? 

Q6. Is the consultant entering into any tie ups for meeting stringent pre-qualification criteria and for bidding for large value projects? 

Q7. What is the degree of computerization of the consultants system? 

Q8. Has the consultant entered into any tie-ups for technical know-how? 
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FINANCIAL 
Q1. How has the consultant performed in the past five years? 

Q2. What are the financial position for the next three years of the consultant? 

Q3. What is the financial flexibility available with consultant? 

Q4. What is the group exposure of the consultant? 

Q5. What is the break-up of receivable -age-wise and Clint-wise? How credit-worthy are the clients? 

Q6. What is the quality of the accounting system of the consultant? 

Q7. Has there been a change in statutory auditors of the consultant in last 5 years? 

Q8. What are the insurance policies? 

Q9. What is the cost structure of the consultant-variable / Fixed Costs? 

Q10. What is the background of the consultant, who are the promoters and the shareholders? 

Q11. What is the background of the consultants’ big client and how have they performed? 
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1 (C) QUESTIONNAIRE FOR PROJECT OWNER 
OPERATIONS 
Q1. What is the main business of the company, the shareholding pattern and the background of the promoters? 

Q2. What is the market position of the company? 

Q3. What are the raw materials used by the company and how are they sourced? 

Q4. What is the demand-supply scenario of the company’s products? 

Q5. What is the level of the technological expertise and R & D in the company? 

Q6. How many manufacturing units does the company have and where are they located? What are the infrastructure facilities available at the locations? 

Q7. Does the company involve itself in aggressive marketing and advertising? What are its marketing policies? 

Q8. Details of the projects being executed by the company? 

Q9. Has the company been involved in disputes with the contractors? 

Q10. Is the project progressing as per schedule and are the payments being made on time? 

Q11. How do the government’s policies and regulations affect the company? Have there been any recent policy changes that have affected the company? 

Q12. What is the product-mix of the company? What is the company’s market position in each of these categories? 

Q13. What has been the company’s experience and track record in project execution? 

Q14. Are there any modernization / expansion plans? How does the company plan to finance them? 

Q15. What are the entry / exit barriers in the company’s main business? 

Q16. Which are the substitutes for the company’s main products? 

Q17. Who are the company’s main competitors? 

Q18. What is the nature of demand of the company’s product? 

Q19. Is the company dependent only on one supplier? Has it entered into contracts with other supplier? Can the company switch to forward integration? 

Q20. How strong is the company’s distribution network? 

Q21. How has the company performed in customer relationships? 

Q22. What is the Production Efficiency of the company (Input/Output ratio)? 

Q23. How are the company’s sources of the finances? What are the available cash credit limits? 

Q24. What are the management’s plans strategies and views on part performance and on the future out look of the business? 

Q25. How have the company’s labour relations been? 

Q26. How have the group companies performed? 

Q27. What is the profile of the company’s key personnel? 

Q28. On what basis was the contractor selected? 

Q29. How competent are the owner’s, engineers and other personnel? 

Q30. On what basis does the company awards the bids? 

Q31. Has the company carried out any significant capital expenditure in the past three years? How was it funded? 

Q32. What is the outlook of the company‘s business? 
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FINANCIALS 
Q1. How has been the company’s performance in the past 5 years? 

Q2. How has been the performance of the group companies in the past 3 years? 

Q3. What are the company’s projections for the next 3 years? 

Q4. What is the cost structure - Variable Costs/Fixed Costs of the company’s products? 

Q5. How liquid are the company’s investments? 

Q6. What is the break-up of receivables -age-wise and client-wise? How credit-worthy are the clients? 

Q7. What has been the company’s track record of mobilising resources? 

Q8. How are the company’s accounting systems? 

Q9. Has there been a change in the company’s statutory auditors in the past 5 years? 

Q10. What is the financial flexibility available with company? Can it raise funds from alternative sources of finance? Can it liquidate its investments? Does the company have unutilised lines of cash credit from the banks it can draw on? Does the company have an asset liabilities mismatch? 

Q11. What is the company’s foreign currency exposure? 

Q12. What is the break-up of the company’s contingent liabilities? 

Q13. Have there been any contingencies / occurrences in the near past? What was done to address them? 

Q14. What are the future funding requirements of the company? 
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I. (D) QUESTIONNAIRE FOR THE PROJECT 
Q1. Is the project an item-rate or lump sum project? 

Q2. Is the project a tumkey project? 

Q3. Is there a contract with the suppliers of rawmatarials and equipment? Are there any secondary arrangements in case of problems? 

Q4. Is there a contract for the assured off take of the product? 

Q5. Are there any operations and maintenance contract as safeguards against operations and maintenance cost escalations? 

Q6. Is there an insurance contract? 
Q7. Have all statutory clearances been taken? What is the status of statutory clearances? 
Q8. What is the background and track record of promoters, contractors, consultants, operators, off-takers and important equipment suppliers, along with the audited finances of each? 
Q9. What are the infrastructure facilities available at the site? Are there any power, water and other problems? What has been done to mitigate their problems? 
Q10. Have all environment-related issues been handled? What is the status? 
Q11. Have all clearances been obtained for the site? What is the legal status of the site? 
Q12. How is the project to be financed? What are the difference sources of finance and interests rates? 
Q13. Are there any foreign currency borrowings for the project? 
Q14. What is the status of the financial closure of the project? 
Q15. What are the company’s financial projections for the next 5 years? 
Q16. Are there any political risks associated with the project? If yes, what has been done to mitigate them? 
Q17. What is the track record and experience of the project manager and the operations personnel? 
Q18. Details on market, financial and technical appraisal of the project, DPR and Feasibility report? 
Q19. What is the level of technological expertise in the project? 
Q20. What are the criteria for the selection of the contractor and the agreements entered into? Is there an Escalation and Liquidated Damages clause? 
Q21. What type of a project is it - BOO / BOT etc., along with details of the Concessional agreement entered into? 
Q22. Is the project progressing as per schedule? How much of it has been completed? 
Q23. Are the loans taken by the company fixed or floating rate loans? 
Q24. What is the cash credit limit available from the banks for the project? 
Q25. What is the peak deficit / surplus in the project cash flows? What proportion of the deficit do the banks finance? 
Q25. In case of a cost or time overrun in the project, what is the arrangement with the bank? 
Q26. Has the project been rated? When was the last surveillance done? What is the out standing Rating of the project? 
Q26. What is the background of the promoters of project, along with their financials, and list of shareholders? 
TOP 






II. QUESTIONNAIRE FOR THE PROJECT MANAGER 
Q1. What is the total project value and completion time? What type of project is being executed (Project and client details) 
Q2. What is the land area of the project? 
Q3. Has the project site has been demarcated as a safeguard against encroachment? 
Q4. What is the methodology of disbursement of funds-does the money from the client come . directly at the construction site or does it come through the head office of the company? 
Q5. How good are the site and head office relations? 
Q6. What is the proportion of technical, administration and managerial staff deployed in the project? 
Q7. What is the status of equipment and materials? What is the item-wise arrangement of materials at the store? What is the item-wise composition of materials in store like cement, sand, aggregates reinforcement etc? What is the item-wise stock position of the materials? What is the stock position of Diesel, Petrol, Lubricants etc? 
Q8. Have there been any equipment or materials related problems at the site? If yes, What has been done? 
Q9. What is the cash position at the site? Are adequate funds available to meet construction site expenses? In case of funds shortfall, what is done? 
Q10. What is the status of the labour force? Have there been any labour related problems? If yes, what has been done to address the problems? 
Q11. Have there been any local problems that have effected the execution of work? 
Q12. What is the status of the safety arrangements? Has there been any mishap? What were the reasons? 
Q13. What is the status of the security personnel? Are the security arrangements adequate? Have there been any incidents of theft / robbery? v 
Q14. What is the status of the electricity and water at the site? Is the supply of drinking water supply assured? 
Q15. Are the systems at the site adequate? Is managerial and engineering software available at the site? 
Q16. What is the degree of computerisation at the site? 
Q17. How often are the cash and stock registers checked? 
Q18. How often are the PRW problems discussed? 
Q19. Is there any revised date /value of the project? What are the reasons? 
Q20. Are the running account bills to the clients being reimbursed on time? 
Q21. Are the running account bills to the Suppliers and PRWs being honoured on time? 
Q22. Are the equipment and mobilisation advances being made available in time? 
Q23. How does the project manager ensure that the labour force is medically fit? Are there any medical fitness tests? 
Q24. How are the approach facilities to the site? 
Q25. What are the total market liabilities and the credit position of the contractor? 
Q26. How is work planning done? 
Q27. How is stock planning done? Is it done as per the work scheduled that was made by the planning engineers at the time of the contract? 
Q28. Have the workers, materials, equipment’s been insured? 
Q29. How is the workshop planning done? Is it done as per the work scheduled that was made by the planning engineers at the time of the contract? Have there been any problems of equipment shortfall? If yes, what has been done? 
Q30. What has been the level and cost of replacement of the equipment in the project? 
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III. QUESTIONNAIRE FOR THE PLANNING ENGINEERS 
Q1. What is the status of the construction work at the site? Is it progressing as per scheduled? 
Q2. Have there been any time and cost overruns? What were the reasons? 
Q3. What is the status of equipment’s and materials? What is the time-wise arrangement of stacking materials at the store? What is the item-wise composition of the materials in store - cement, sand, aggregates reinforcement etc? What is the item-wise stock position of the materials? What is the stock position of the diesel, lubricants, petrol,etc? 
Q4. What is the status of the labour force? Have there been any labour-related problems? If yes, what has been done to address them? 
Q5. What is the billing procedure? What is the billing period? Are the bills to the client being reimbursed on time? Are the bills to the suppliers / PRWs being honoured on time? 
Q6. What is the status of drawings of the project? Have all the drawings been received? 
Q7. What is the total quantity of 
a) Excavation work 
b) Concreting work 
c) Reinforcement work
d) Brick work
e) Finishing work 
Q8. Are there any extra items that were not mentioned in the Bill of Quantity (BOQ)? 
Q9. What is the status of the shuttering materials? 
Q10. What is the procedure of awarding work to the PRWs? 
Q11. What proportion of the equipment’s is on hire or is imported? 
Q12. What is the position of the material / construction quality control? How advanced are the facilities being offered at the laboratory? 
Q13. What is the label of computerisation at the site? 
Q14. Is there a liquidated damages and escalation clause in the projects? 
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IV. QUESTIONNAIRE FOR THE STORE KEEPER 
Q1. What is the item-wise arrangement of staking materials at the store 
Q2. What is the item-wise Composition of materials in store - cement, sand, aggregates reinforcement etc? 
Q3. What is the item-wise stock position of the materials? 
Q4. What is the stock position of the diesel, petrol, lubricants etc? Where are they being sourced? 
Q5. Are any registers being maintained to track the stock position? 
Q6. What procedure are being followed for the issue and procurement of materials? Who sanctions the procurement and issue of materials? 
Q7. How often is the stock register checked by the project manager? 
Q8. What is the status of the shuttering materials, tools and equipment’s? Does the shuttering materials belongs to the company? 
Q9. Is a register being maintained for hired equipment’s? 
Q10 . What is the proportion of the materials and spare parts in the store? 
Q11. How often does the spare parts replaced and who sanctions and maintains the record? 
Q12. What is the time lag between order and receipt of the materials? 
Q13. Is there the store size sufficient to store the materials and spare parts? 
Q14. Has there been a short fall in the quality of materials supplied? What has been done to counter it? 
Q15. Is there adequate protection for the material against seepage, rains etc? 
Q16. What is the experience and track record of the operating personals? 
Q17. What security arrangements have been made for the store? 
Q18. Is the store locked? If yes, who keeps the key? 
Q19. How many operating personals are at the store? 
Q20. What arrangements have been made to meet short fall in supply of materials? Are there provision to sale surplus materials? 
Q21. How is the inspection of the delivered material done? 
Q22. Are the systems computerised? 
Q23. What is the economic size of the stock to be maintained at the store? 
Q24. Are the materials insured? 
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V QUESTIONNAIRE FOR THE ACCOUNTS DEPARTMENT 
Q1. How much mobilizations, equipment and other advances has the company received? 
Q2. How sufficient are the mobilasition, equipment, and other advance for funding the construction work? 
Q3. How are the shortfalls in receipts and construction payments bridged? 
Q4. What are the alternative sources of finance? At what rates are the borrowing- done? 
Q5. How difficult is it to secure finance from the banks? On what basic do they lend? What do the banks do in case of time and cost over runs? 
Q6. What is the status of the Running Account Bills on clients? Are the payments being received on time? 
Q7. Are there any Liquidated Damages to be paid? 
Q8. What is the status of the RA bills on the PRWs / Suppliers? Are the payments being made on time? 
Q9. How are the payments being made to the suppliers, in cash or by cheque? 
Q10. Is the project progressing as per scheduled and as per the budget? 
Q11. Have there been any revisions in the project cost? If yes, Why? 
Q12. What is the maximum component of the contract expenditure? 
Q13. How much is the company spending on staff welfare? 
Q14. What is the methodology of disbursement of funds- does the money from the client comes directly at the construction site or does it comes through the head office of the company? 
Q15. How often does the client visits the site? 
Q16. How often does the PM check the petty cash book? What is the procedure of reporting? 
Q17. How much time does it normally take for the RA Bills to be reimbursed from the client? 
Q18. Have there been any problems in honoring the bills from the equipment and materials Suppliers / PRWs? If yes, Why? 
Q19. How much guarantees and letters of credit have the banks given? 
Q20. How much is spent on staff welfare? 
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VI. QUESTIONNAIRE FOR THE SAFETY AND TIME KEEPER 
Q1. What is the total strength of the labour force? 
Q2. What is the trade-wise composition of the workforce-carpenters, masons etc? 
Q3. Has there been an increase / decrease in the numbers of the workforce? Why? 
Q4. What are the safety arrangements made by the company? Have the requisite number of helmets, gloves, goggles and safety belts been provided to the workers? Have signboards / warning boards and safety nets been provided at the site wherever required? Have fire extinguishers and sprinklers been installed at different points? Is there ready access to water? Have electrical safety measures been taken at the site? Are adequate measures taken to prevent fires at the gas welding sites? 
Q5. Has it been ensured that no minors (below 18 years of age) are present at the site? 
Q6. What measures have been taken to prevent the entry of children to the sites? 
Q7. How good are the house keeping standards? Have all arrangements at the site been made in a certain order? How planned have been the arrangements at the site of the workshop, warehouse etc? 
Q8. What is the status of the security personal? What has been their experience? 
Q9. What is the policy on over- time? How much higher are the over-time wages per hour? 
Q10. What are the infrastructure and other facilities provided to the staff and to the workers? 
Q11. Have there been any casualties at the site? How have they been addressed? 
Q12. What were the causes of the mishaps - were they due to the workers faults or machinery problems? 
Q13. What medical facilities are available at the site? Is there a qualified doctor at the site? 
Q14. How safe are the support structures? 
Q15. Has the site been fenced? Are there any restrictions on entry? 
Q16. How often do the security personal conduct security checks at the site? 
Q17. How are the records being maintained at the site? 
Q18. How do the workers register on a daily basis for work? 
Q19. In case of excessive absences, does the timekeeper carry out investigations? 
Q20. How are labour grievances settled? 
Q21. Have any measures to prevent the spread of diseases at the site been taken? 
Q22. Have there been any kinds of safety drills to impart safety-related training to the workers? 
Q23. Are the engineers and workers trained for safety measures at the site? 
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VII. QUESTIONNAIRE FOR THE WORKSHOP 
Q1. What is the present status of the equipment and tools in the workshop? Is the equipment adequate to carry out the work? 
Q2. What is the equipment composition i.e. how many Excavators, Dumpers, Mixers, Vibrators, Tractors, Tower Cranes etc? 
Q3. How much of the equipment has been purchased / hired? 
Q4. What proportion of the equipment is imported? Are the spares readily available? 
Q5. What proportion of the equipment is not in working condition? Since when has it not been utilised? why? 
Q6. Does the equipment require regular maintenance? 
Q7. How often is the equipment replaced? 
Q8. How often is the equipment serviced? 
Q9. How often have the machines encountered operational problems? What has been done to overcome the problems? 
Q10. What alternatives are available to the workshop in case of urgent equipment requirements? 
Q11. Does the workshop keep in touch with other construction site workshops or with suppliers of equipment? What has been the track record of this relationship to meet emergencies? 
Q12. Is the workshop size sufficient to accommodate the equipment and tools? 
Q13. Does the equipment have its regular designated space in the workshop? 
Q14. What is the level of expertise and the skills of the workshop personal? How many are technicians, mechanics etc? 
Q15. Who is in charge of the workshop security? Is the workshop locked, if yes, who keeps the keys? 
Q16. Are there problems in procurement of equipment in case of requirements? 
Q17. What is the time lag between order and receipt of equipment? 
Q18. How is the equipment serviced and maintained? Do specialised personnel have to be deployed? 
Q19. What is the level of knowledge regarding the equipment, especially the imported equipment available with the operational staff? 
Q20. Is the equipment insured? 
Q21. From where are the spares for the equipment procured? Are they locally manufactured or company provided spares? 
Q22. What are the outputs of the different equipment? 
Q23. How well protected is the equipment in the workshop? 
Q24. In case of power failure and load shedding how is the equipment usage managed? 
Q25. Does the workshop maintain a list of power consumption equipment- wise? 
Q26. What is the trend of Power-Consumption of the equipment? Is the power consumption normal /excessive? If excessive, what has been done? 
Q27. Does the workshop record the per hour usage of equipment per day? How is it done? 
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VIII  QUESTIONNAIRE FOR THE PRICE RATE WORKERS (PRW) 
Q1. What is the composition of the labour-force trade-wise like carpenters, masons etc? 
Q2. What is the system payment to the workers? When are the workers normally paid? 
Q3. What is the contract period of employment of the workers? 
Q4. From where have the workers been recruited? 
Q5. What is the track record and experience of the workers? 
Q6. Are the workers compensated for travel expenses? 
Q7. What are the activities performed by the carpenter before placing the shuttering plate? 
Q8. What is the procedure for bending and placing steel? 
Q9. What are the practices followed for Curing? What arrangements have been made for curing? 
Q10. How much time is taken by the workers for the usage of mixed concrete / mortar? 
Q11. Are the PRWs facing any problems in difficulty in getting the running account bills cleared? 
Q12. Have there been any labour related problems at the site? What has been done to over come the problems? 
Q13. During which month did the labour supply slack? What is done to overcome the supply shortfall? 
Q14. What is the ratio of women in the work force? 
Q15. What is the level of skills / expertise of the workforce? 
Q16. On what basis has the labour force been selected? 
Q17. Does the labour force have prior experience in execution of similar projects? 
Q18. What proportion of the labour force has worked with the same project manager and company? 
Q19. Has there been any kind of training of the workers at the site? 
Q20. Are there any kind of union problems? If yes, what has been done to sort them? 
Q21. Are the wages paid to the workers above the minimum wages stipulated by the state governments? 
Q22. What proportion of the labour force has worked with each other? 
Q23. What infrastructure and other facilities have been provided to the labour force? 
Q24. Where do the workers stay and how do they commute to the site? 
Q25. Are there any problems between the labour staff and the company’s permanent staff? 
Q26. What is the system of compensation to the workers in case of site accidents? 
Q27. What is the total labour force strength? Has there been a decline in the number in the recent past? If yes, why? What has been done to solve the problem? 
Q28. Is there workers’ medical fitness checked? Is there a doctor at the site? 
Q29. Is there a limit on the maximum load that a worker can carry? 
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IX.QUESTIONNAIRE FOR THE SITE INSPECTION 
Q1. Are there any problems due to lack of demarcation at the site? 
Q2. Is the mixing of the concrete appropriate as per specification? Is the prevention measures for wastage of cement /other materials taken care of? 
Q3. Is the compaction of earthwork done in a proper manner to prevent cracks on the floor? 
Q4. Are the brick dimensions correct? Is the brick quality as per specifications? 
Q5. Is the support of shuttering adequate to protect the weight of concrete and man power? 
Q6. Are the measuring boxes for the purpose of concreting and mixing mortar accurate (50Kg of cement should be equal to 0.035 cum of volume)? 
Q7. Is the supply of quality shuttering material assured? 
Q8. Has the vibrator been appropriately used at the site whenever required 
Q9. Is the number of equipment and man power appropriate enough to maintain the sequence of execution of work without any flaw / idle time to have the highest man-machine efficiency? 
Q10. Is the execution of the project as per the architectural/structural drawing? 
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SCHEDULE FOR GRADING OF CONSTRUCTION AGENCIES 
The  Different agencies involved in the grading process are 
1. The Contractor 
2. The Consultant 
3. The project Owner 
4. The Project 
The Following is a flow chart for the sequence of events at the construction site ( Contractor ) 

                                      ANALYSTS    [  CIDC / ICRA  ] 

   ( 1 )               ( 2 )             ( 3 )                   ( 4 )                       ( 5 )   
Contractor    Construction  Planning Engineer     Account Deptt.   Safety & Time Keeper 
                     Manager   

  ( 6 )               ( 7 )              ( 8 )                   ( 9 ) 
Workshop      Store Keeper       PRWs                Site Inspection 
Incharge  


The analysts begin the site visit by meeting the project / construction manager ( PM ). The PM is the most important Person at the site and is in charge of the overall administration at the site. This is followed by a visit to the planning engineers and then to the Store Keeper. Finally, the accounts department, Safety and Timekeeper, Workshop Incharge and Piece rate workers are met. At the end of the respective visits, a detailed site inspection is done to ascertain the validity of the information received. 
FROM OUR CORRESPONDENT 

  

New Delhi, May 29  
The construction sector may get infrastructure industry status soon. A Cabinet meeting, scheduled to held on Tuesday, is likely to take up the issue. 

Top government functionaries and the Planning Commission have already held a meeting with construction business leaders in this regard. 

Infrastructure industry status will accord a number of tax sops to construction business. Besides this will enable the sector to get easy credit from financial institutions. 

Deputy chairman of the Planning Commission, who is also a member of the Cabinet committee on infrastructure, had earlier assured that the problems of the construction sector would be looked into. “We understand the problems faced by the construction industry and these will be examined by the Planning Commission,” he had said. 

The second national conference on construction—Infrastructure 2000—had reiterated that the involvement of state governments was important to achieve the target of 6.5 per cent gross domestic product (GDP) growth rate, particularly in sectors where private sector involvement is expected to be low. 

Meanwhile the Construction Industry Development Council (CIDC), plans to arrange credit rating for construction companies. CIDC has joined hands with Industrial Credit Rating Agency (Icra) for rating the companies

ICRA is an independent and professional company providing investment information and credit rating services to the corporate and financial sectors-both in India and abroad and has now begun rating projects. 

CRA's major shareholders include leading Indian financial institutions and banks. As the growth and globalisation of Indian Capital markets have led to an exponential surge in demand for professional credit risk analysis, ICRA has actively responded to this need by executing assignments including credit ratings, equity gradings, and mandated studies spanning diverse industrial sectors. In addition to being a leading credit rating agency with expertise in virtually every sector of the Indian economy, ICRA has broad-based its services to the corporate and financial sectors, both in India and overseas, and presently offers its services under three banners namely: 

· Rating Services 

· Information Services 

· Advisory Services 

The Benefits 

As construction is a highly capital intensive activity, with long gestation periods, assessing the quality of agencies involved assumes great importance in facilitating decisions that may not result in vast infructuous expenditure of resources causing an unwanted strain on the nation.
With this in mind, the grading of construction agencies is designed to benefit the various entities involved in the following manner. 

The Project Owner: Provide a fair picture of completion of the project as per terms and provide the level of comfort of the investment yielding planned returns. 

The Contractor: Facilitates acceptance while highlighting his competence and eliminating unhealthy undercutting or unrealistic bidding. 

The Consultant: Barriers to entry in the consultancy industry are low. Grading enables the consultant to stand out in the crowd. 

The Project: Forewarned of the risks and deficiencies in the enabling infrastructure and financing. Benefits from lower cost of indemnities and easier access to funds. 

The assessment process for the contractor, the consultant, and project owner commences at the request of the respective entity. Once the mandate letter is received, ICRA-CIDC require, inter alia, the entity's financial statements, and details regarding its organisational structure and project experience. Once the information is received, a team of analysts takes up the task of preparing a report on that entity, highlighting its business and financial risks. The support of in-house research facilities and database of ICRA and CIDC are availed of. A report is given to the Grading Committee for assessing the entity. The whole process is highly interactive and includes inputs from sector experts including the Committee of Elders. 

ICRA-CIDC ensure strict confidentiality of all information collected during the assessment process. 

  

	"Quality of construction is one of the prime attributes of project grading"

	- Punit Malik, Press Spokesperson, ICRA Ltd.
How does a promoter go about getting his project rated? At what stage is it done? What does it cost him?
The project rating can be carried out at any stage. However, the closer it is to an implemenataion stage, the posssibilty of getting a better grade is higher. 0.1% of the project cost (min - Rs 2 lakh max - Rs 10 lakh) is the inital rating fee and .03% is the surveillance fee till the project is completed.
How often is a project reviewed? Do you upgrade or downgrade a project at the time of review?
The project grading is reviewed annually, after the initial grading is awarded and accepted by the client, till the project gets completed. The frequency can be altered if the project is having disruptions and problems.
Yes, the project can be upgraded and downgraded if it exceeds/fails to achieve the planned progress or if the risk profile of the project has altered.
Do you think your grades have a bearing on the selling price of the project?
The idea behind project grading is to give an independent opinion on the prospects of the successful implementation of the project. Its extent of usage by the lenders or buyers could have an impact on the selling price.
Does environment pollution affect the project grade? How? Any examples? Primarily, what other factors are taken into consideration? Please give some details.
Completion risk, price risk, resource risk, technology risk, political risk, casualty risk, environmental risk, permitting risk, exchange rate risk, interest rate risk, insolvency risk, project development risk, site risk, financial closure risk are some of the risks affecting the project grade. Yes, environmental pollution has a bearing in terms of acceptability of the project by the affected people, both at the implementation and the running stage of the project.
Can the consumer or the investor in the project assume the grade as a guarantee of quality of construction as well?
A project grade is not only representative of the quality of construction but also of the ability of the entities involved in the project, to mobilise resources effectively. But yes, a project with poor quality of construction cannot qualify for a high grade. Quality of construction is one of the prime attributes of the project grading.


Methodology 

· Criteria to assess contractor 

· Business risk determinants 

· Market position 

· Sector of operation 

· Ability to be an integrator 

· Project quality track record 

· Client category and diversity 

· Management quality 

· Quality of design systems 

· Contract evaluation 

· Ability to provide project finance 

· Project composition 

· Labour relation track record 

Financial Risk Determinants
· Leverage 

· Financial flexibility 

· Accounting quality 

· Credit-worthiness of clients 

· Customer advances 

· Receivable management 

· Liquidated damages exposure 

· Contigent liabilities 

· Bank guarantee rates 

· Cost structure 

· Contract composition 

· Insurance cover 

Criteria To Assess Consultant
Business risk determinants 

· Market reputation 

· Sector of operation 

· Project quality track record 

· Human resources quality 

· Quality of design systems 

· Project composition and size 

Financial Risk Determinants 

· Financial flexibility 

· Liquidated damages exposure 

· Insurance cover 

Criteria To Assess Project Owner 

· Business risk determinants 

· Industry characteristics 

· Market position 

· Operational efficiency 

· New projects 

· Management quality 

Financial Risk Determinants 

· Funding policies 

· Financial flexibility 

· Accounting quality 

  

	

	More Special Reports 


: An independent grading instrument for construction agencies and infrastructure projects providing a regulatory framework with sufficient entry barriers is all set to hit the market. 

Being jointly developed by rating agency ICRA and Construction Industry Development Council (CIDC), the instrument will grade the various construction agencies like the project owner, the contractor or the construction company, the consultant and the project itself in order to check the proliferation of fly-by-night operators and ensure timely completion of projects. 

ICRA (Mumbai) operations head Arun Agrawal said, "The instrument will be useful to provide an unbiased grading for projects. Until now, the financial institutions have been undertaking feasibility studies but there is no outside agency involved in the work. It is this function that this instrument is going to perform." 

There have been no independent grading agency for construction and infrastructure projects. Currently rating is undertaken by theproject authorities and lenders like the Hudco, NHB, commercial banks and development financial institutions or the project owners themselves. 

Under this system of rating, the owner rates the consultant or the contractor while the lender rates the borrower (owner or contractor) and the project. As a result of which, an all-encompassing perspective to the entire project does not emerge. The grading instrument proposes to fill in this gap. 

The financial institutions and bankers would stand to gain from a holistic rating as it would enable the lenders to properly map the project on the risk-return spectrum. They would have a choice of lending support to the project owner, consultant, contractor and the project. 

The instrument is likely to be of immense benefit to construction monoliths like Hindustan Constructions, Larsen & Toubro, Shapoorji Pallonji and Gammon India by keeping the fly-by-night operators at bay by grading all aspects of the construction activities. 

The project owner would be able to usethe grading instrument a measure to get a fair picture on the likelihood of the project completion as per schedule and without cost overruns. 

The contractor, on the other hand, has the advantage of getting ready acceptance based on his grading and need not resort to undercutting to meet competition from unqualified operators. This helps in unimpeded work and control over eventual losses or disputes with the project owner, sources pointed out. 

The project as an entity would be the biggest beneficiary. It will benefit from lower costs of indemnities and an easier access to sources of funds once the instrument is put in place.
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