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 Executive Summary 

The declining trend in aggregate (Public & Private sector) new project announcements since 2009, continued during 9mFY14 as well; new project announcements for 
9mFY14 have de-grown by ~12% on y-o-y basis after a massive 50% y-o-y de-growth to ~Rs. 4.7 trillion in FY13.  Private sector capex which has accounted for the 
majority of new projects since FY 06 has also been witnessing a declining trend since Q1 FY11; for 9mFY14 new project announcements by the private sector de-grew by 
~70% y-o-y after ~45% y-o-y decline in FY13 due to issues faced in land acquisition and securing requisite approvals and clearances, deferral of capex plans and overall 
subdued business confidence. While the power sector registered the steepest y-o-y decline, the decline in new project launches by the private sector was observed 
across all major industry segments. Similarly new project awards by the government have declined since Q3 FY10, registering a steep 66% y-o-y de-growth in FY13. 
Additionally, companies continue to face challenges on the execution front such as delays in securing approvals in key infrastructure sectors such as power, roads and 
ports. Despite the marked slowdown in new project launches, given the large order-book of many companies, on an aggregate basis revenues for companies covered in 
ICRA sample registered a year-on-year (y-o-y) de-growth of just about 6% in H1FY14 after a 3% fall in FY13. Though many construction companies have large order-
books in value terms the translation of order-book into revenue remains a concern. 
 
ICRA expects revenue pressures to continue in H1FY15 post which the improvement in investment cycle could be closely linked to the election outcome and perceived 
stability of the new Government. Combination of falling operating profitability, challenges in executing order book, lower mobilization advances and longer cash 
conversion cycle has led to weak cash-flows from core construction business. This, coupled with the need to support the asset-ownership business has resulted in an 
increase in debt levels and dented net profit margins on account of increased interest costs. The impact of these factors is evident from the aggregate financial 
indicators for ICRA sample companies which indicates a 12% y-o-y increase in standalone debt levels and a 42% y-o-y decline in cash accruals for FY13 resulting in 
stressed debt coverage metrics. 
 
The FY13 targets set for most infrastructure sub-sectors were not achieved; in the roads sector NHAI was able to award just 15% of its targeted ~7,500 kilometres amid 
dwindling interest from private sector participants coupled with increasing difficulties in achieving financial closure; relatively less remunerative stretches in the offering 
and delays in environmental clearances and  land acquisition. The power sector continues to face multiple concerns relating to mine development permissions, fuel 
supply shortages, precarious financial health of distribution utilities, delays in finalization of standard bidding documents for power procurement and lack of fresh 
power purchase bids by state distribution utilities. In the ports sector a total of 32 projects aggregating Rs. 67.6 billion were awarded in FY 2013 – a healthy growth over 
the three projects awarded in FY 2012, though this fell short of the planned target of 42 project awards for FY13. Notwithstanding improved project awards for FY13 in 
the ports sector, execution of projects continues to be hindered by issues surrounding land acquisition and sector-specific issues including obtaining security clearances 
and tariff-related impediments. Companies in the construction / infrastructure sectors form the highest proportion of CDR cases approved in FY13/H1FY14.  
 
Nevertheless, construction companies could witness business opportunities in the railways, ports, urban infrastructure and airports sectors. Given the importance of the 
project and the stated focus on its implementation, the Dedicated Freight Corridor (DFC) project is expected to provide significant opportunities to construction 
companies; 76% of land for the eastern DFC and ~86% for the western DFC was acquired as of June 2013 translating into overall land acquisition progress of ~82% for 
the project. Two contracts worth ~Rs. 100 billion have recently been awarded under this project and for each of these contracts the land acquisition is in excess of 95% 
which could support project execution. In the ports sector the government expects to award two projects on PPP basis aggregating ~Rs. 160 billion in FY14 with 
oversight from the steering group for at least one project. Construction of metros continues to present opportunities for construction companies with projects under 
execution in eight Indian cities and at various stages of approvals in at least another six. As per the FY14 targets for infrastructure the government expects to undertake 
construction of as many as 51 low-cost airports in tier-2 and tier-3 cities on cash contract basis in addition to 8 airports on PPP basis. However, the dismal state of 
project awards in the roads sector in FY13 has continued well into FY14 especially in case of BOT-based projects given the challenges faced by developers in meeting 
equity infusion requirements coupled with increasing due-diligence by lenders and issues faced in terms of land acquisition and in securing clearances. NHAI expects to 
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 catalyze private sector interest in the roads sector by awarding projects on EPC basis wherein construction of the road is funded by NHAI but undertaken by the private 
sector participant without assuming traffic risks.  
 
The Right to Fair Compensation and Transparency in Land Acquisition, Rehabilitation and Resettlement Bill 2013 which replaces the Land Acquisition Act of 1984 
obtained assent of the President of India in September 2013. The new rules attempt to satisfy the woes of the land losers and simultaneously provide a systematic 
framework for the administration and industry players in order to acquire land. However, the implementation of the provisions can be considerably challenging as land 
acquisition is mostly being done in rural areas where the population is fully dependent on the land and the related ecosystem. With higher compensation for land and 
associated R&R costs, the overall land acquisition cost is expected to rise, forcing companies to reassess the project viability and even rationalise their land 
requirements. This is especially true in case of projects that require large tracts of land such as those in the power and steel sectors. Similarly projects like airports, 
power plants, dams etc, which are in the planning stage and where large tracts of land are to be acquired, will have to rework their costing and funding plans given that 
land cost will be higher than the previous estimate. 
 
In the current environment, execution challenges are expected to persist and the revenue growth rates of construction companies could continue to remain muted. 
Most construction companies had ventured into the asset-ownership space by undertaking PPP projects under Build-Operate-Transfer (BOT) mechanism through 
Special Purpose Vehicles (SPVs). Need to fund equity in such projects coupled with execution delays during the construction-phase is expected to increase the level of 
support required from the parent construction company towards such SPVs. Further, project developers are also facing delays in achieving financial closure for PPP 
projects due to increased due-diligence by lenders which is a result of weaker-than-projected performance of many operational PPP projects and aggressive bidding 
done by the developers in the recent project awards. While many companies are actively seeking to raise cash through stake sale/dilution of projects only a few such 
deals have fructified  Consequently several construction companies have supported their developer businesses by raising debt on their own balance sheets which has 
led to increased interest expenses and further weakened their own financial risk profiles. 
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