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SUMMARY

MOoRTH has relaxed bidding criteria,
which has increased competitive
intensity in road sector

Bidding discipline remains key for road
contractors to maintain adequate
profitability and avoid build-up of stress
on working capital cycle.

Increased competitive intensity in the Central Government-funded road projects with relaxation in bidding eligibility criteria

The Ministry of Road Transport and Highways (MoRTH) has provided relaxations in the eligibility criteria® of bidders for HAM/EPC projects
which has in-turn resulted in increased competitive intensity over the past few months with entry of new players in the road sector from
other sectors (stadium, hospitals, hotel, smart city, warehouses/silos, oil and gas) as well as increase in bidding eligibility for existing players.
Lower state capex, muted private sector opportunities and higher opportunities in road sector has pushed more entities towards road
sector.

ICRA Ratings expects the Central Government spend on
infrastructure to be maintained, given the positive multiplier effect
which infrastructure building would have on the overall economy,
notwithstanding the adverse impact of Covid-19 induced slowdown
on economic activities.

Therefore, competition in the road sector is expected to remain at
an elevated level with more contractors fulfilling the relaxed
eligibility criteria. The EPC mode continues to remain extremely
competitive with many bidders quoting at a discount of as high as
30-35% to the NHAI’s base price. The BOT (HAM) has also witnessed
heightened competition, resulting in an average premium to the
NHAI cost reducing to around 15% from 25-30% earlier and even
negative O&M bid in some cases. The number of bidders has
surpassed 40 (of which 30 were qualified) for some of the EPC

projects and 10-15 participants (around 5-10 earlier) for HAM
projects.

Y MoRTH circular dated Oct 15, 2020 for HAM and Nov 2, 2020 for EPC projects
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Increased competition in the EPC and the HAM projects would adversely impact the profitability of the contracting companies. This apart,
the increase in prices of key raw materials would further impact the profitability of both the EPC and the HAM projects. While the impact
of price increase on profitability of the EPC projects is expected to be limited as price escalation is covered in EPC agreement to a large
extent, but the impact would be much higher on the HAM project returns, notwithstanding the inflation-linked adjustment to bid project

cost.

The aggressive bidding for the projects may also lead to projects getting delayed or stuck or under dispute as lower profitability in the
projects would constrain the contactor’s ability to absorb time and cost overruns in the project. The time and cost overruns could be due
to various reasons, including steep increase in commodity prices, change in scope, delays in land acquisition and approvals, force majeure

events among others.

Bidding discipline remains key for road contractors to maintain adequate profitability and avoid build-up of stress on working capital cycle.
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Subscribe to the full report to get following:

e Outlook

e Relaxations Provided For EPC/HAM Projects

e Relief for Contractors/Developers which improves liquidity and availability of Bank Guarantees

e Lower state capex, muted private sector opportunities and higher opportunities in road sector pushing more entities towards road sector
e Road construction activity least affected due to Covid

e Increased participation in HAM projects

e Adverse impact on profitability due to rising input prices
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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 Information and Credit Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a Public Limited
Company, with its shares listed on the Bombay Stock Exchange and the National Stock Exchange.

Alliance with Moody’s Investors Service

The international Credit Rating Agency Moody'’s Investors Service is ICRA’s largest shareholder. The participation of
Moody’s 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 agreement also envisages Moody’s conducting
regular training and business seminars for ICRA analysts on various subjects to help them better understand and
manage concepts and issues relating to the development of the capital markets in India. Besides this formal training
programme, the agreement provides for Moody’s advising ICRA on Rating-products strategy, and the Ratings
business in general.

The ICRA Factor

Our services are designed to

* Provide information and guidance to institutional and individual investors/creditors;

* Enhance the ability of borrowers/issuers to access the money market and the capital market for tapping a larger
volume of resources from a wider range of the investing public;

¢ Assist the regulators in promoting transparency in the financial markets;

* Provide intermediaries with a tool to improve efficiency in the funds raising process.
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