ADB Provides $300 Million to Bihar to Improve Roads, Boost Growth

(16/09/10)

MANILA, PHILIPPINES - The Asian Development Bank (ADB) is extending $300 million to Bihar for road improvements that will help spur new livelihood opportunities and boost sustainable growth.

ADB’s Board of Directors today approved the loan for the Bihar State Highways II Project, which will build or upgrade about 356 kilometers of state highways. It is the second ADB project in support of Bihar’s State Highway Development Program that is targeting improvements to over 2,800 kilometers of state highways between 2007 and 2012. 

Bihar is India’s third most populous state but nearly 43% of the population lives below the official poverty line - the highest proportion of any region in the country. The existing road network is poor with half of all villages lacking all-weather connections, and a lack of funds for road works in the past causing road sections to deteriorate beyond maintainable condition. Rehabilitating state highways, which will provide basic rural connectivity, is a key step in opening up new economic opportunities for subsistence farming families, and other rural poor, as well as providing indirect benefits from improved access to health, education and other social services.

The project will upgrade targeted highways into two-lane roads, build new drainage and bridges, and strengthen culverts and existing bridges. ADB will also extend technical assistance of $1 million to help build up the capacity of the recently established Bihar State Road Development Corporation to operate and maintain the improved roads, and to design future road projects.

“By helping reduce travel times, improving road safety, and supporting the state government’s capacity for road asset management and maintenance, the project will create a more efficient highway system, which in turn will help support sustainable economic growth,” said Markus Roesner, Transport Specialist in ADB’s South Asia Department.

The loan, from ADB’s ordinary capital resources, makes up around 71% of the total project cost of $424 million, and has a 25-year term with a 5-year grace period and an annual interest rate determined in accordance with ADB’s LIBOR based-lending facility. The government of Bihar is providing counterpart funds of $124 million. ADB’s technical support is from its Technical Assistance Special Fund. 

The Bihar State Road Development Corporation is the executing agency for the project, which is expected to be completed by December 2014.

NHAI plans annual list of bidders to speed up Projects (12/10/10)
National Highways Authority of India (NHAI) will soon stop pre-qualifying contractors for each project. It will instead come out with an annual list of companies that will be considered qualified for bidding. The measure is expected to reduce the time taken in awarding projects, although marginally. 

The government is also considering a proposal to rate contractors on the basis of their financial and technical capability to execute projects so as to prevent any cost and time overrun. According to a World Bank report of 2009, 40% of road projects suffer from cost overrun of anything between 25-50%. Among infrastructure projects awarded between 1992-2009, 82% had time overrun, as per a joint study of KPMG and Project Management Institute released in March this year. 

The issues of time and cost overrun, and delay in awarding projects were flagged by road transport and highway minister Kamal Nath in a meeting with financial consultants and NHAI officials on October 8. Around a dozen financial consultants including PricewaterhouseCoopers, KPMG, Deloitte and Ernst & Young attended the meeting. 

This was not the first time that such concerns were raised. The committee on National Highways Development Programme, headed by Planning Commission Member, Mr. B K Chaturvedi, had also made suggestions to this effect in its report last year. 

“We are working on the proposals and hope that annual pre-qualification of contractors will cut at least a month from the overall time taken in awarding projects,” a senior official from NHAI told FE. The official added that a project can take as much as two years in awarding and “difference of a month may be too little an improvement”. 

According to government officials present in the meeting on October 8, Mr. Nath asked the consultants to suggest how the financial closure be achieved faster. The consultants were also directed to work in close contact with technical consultants. 

The minister also instructed NHAI to ensure there was no anomaly in bid documents that caused frequent disqualification of bidders, the officials said. “There shouldn’t be any inadvertent mistakes in the papers,” officials said quoting Nath. 

The meeting was organised in the backdrop of slow project awarding by NHAI, for which the authority blames consultants. Nath has set a target to award 12,000-km highway projects in 2010-11 against the achievement of 3,358 km in 2009-10. 

Indian toll road Cos. bet big on Highway Infra Investment (4/10/10)
Infrastructure, in general, and roads, in particular, feature on the government’s immediate execution agenda and Indian infrastructure companies are all set to grab the growing opportunity in India’s highway infrastructure story. 

The Eleventh Plan has set a target for infrastructure spending at $500 billion and this is expected to increase to $1 trillion during the Twelfth Plan. Of this, investments in India’s highways is expected to jump several fold as a pipeline of 34,000 km, or $60 billion worth of national highway projects were awarded over the next 3-4 years. 

Industry experts believe players like IRB Infrastructure (IRB), IL&FS Transportation Network (ITNL), HCC and IVRCL Infrastructure and projects company would be the biggest beneficiaries. 

Mr. Virendra Mhaiskar, CMD, IRB Infrastructure Developers Ltd, said, “We have chosen to bid selectively for projects. NHAI awarded 68 projects in last 15 months covering approximately 6,000 kms of highway. Of this, IRB could bag five, covering roughly around 500 km translating into 8.3% in terms of the market share in these total contracts awarded during last 15 months. 

IRB Infra plans to execute an order book of about Rs 7,300 crore in the next three years. 

Likewise, with focus on the roads and highways segment, IL&FS Transportation Networks Limited (ITNL) has 24 projects covering 15,000 lane km in its portfolio as of June 2010. By FY14, the company intends to increase its network by 200% to 36,000 kms. 

IVRCL, which recently won the contract for India’s busiest road, the Sion-Panvel expressway, is expected to add Rs1,700 crore to its Q1 backlog and 17% to FY11 orders. IVRCL will hold a 51% stake in the consortium that will broaden the existing road to a ten lane highway. 

However, going ahead, experts believe returns in the roads segment will likely continue to trend down. 

According to Morgan Stanley, not all NHAI stretches represent viable projects. Construction companies are turning their focus to roads because of the lack of opportunities in other infrastructure segments excluding power.
Canada likely to invest USD 3 bn in India's Highways Sector 

(October 2010)

Shifting its focus from the US and other European nations, Canada has assured India to invest USD three billion in highways projects in the next five years, Road Transport and Highways Minister Kamal Nath said. 

"Earlier Canada was parking funds in western countries mostly the US, I sensitised them...they showed a lot of interest. Over a period of five years, I think we should have close to USD three billion," Nath said. 

He said he had talked to a large number of funds there, including pension and insurance funds and they have evinced interest in the India's infrastructure sector. 

"I am optimistic that we would see some interest from pension funds and insurance funds (from Canada) because those are the kinds of funds, which for the long term infrastructure funds are the most desirable," Nath said. 

The move comes in the wake of India raising cap on foreign institutional investors (FIIs) investment by USD 5 billion in government and corporate bonds each. Besides, the government allowed FIIs to invest additional USD 5 billion in bonds issued by companies engaged in infrastructure sector. 

The country needs about USD 70 billion for building roads in the next four years and Nath had earlier said that USD 40 billion requirement would be met from the private sector, of which USD 10 billion is likely to come from foreign funds. The government plans to build 35,000 km of highways by March 2014.
Opportunities for Private Investors/ Developers

More than 60% of the projected investment requirement for the NHDP (USD 60 billion) is expected to be privately financed, primarily through the BOT/DBFOT (Toll) route, offering enormous opportunities. With a large number of new projects on offer under PPP in the road sector, there exists several investment opportunities for investors and companies with diverse business lines such as engineering companies, civil work contractors, O&M contractors, toll operators, construction equipment manufacturers etc. and other stakeholders such as advisors, financiers and sector professionals. Only about 15 per cent of the total highways in India are 4-laned and the sheer potential for investments in this sector is likely to create opportunities in the core construction industry which may also be attractive for foreign players.
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