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ABSTRACT
Globally, the information technology (IT) industry is expected to be the engine for economic growth and social development into the twenty-first century. The advent of Internet and E-commerce has transformed and revolutionized traditional businesses and would significantly impact industry, government and the society at large. This paper presents a case study of IT Park established in a developing city of India. All data in this paper are taken by the author as first hand source.  The economic data consists of units established in India: like Indian Rupee and crores ($1= Rs. 50 and  1 crore = 10 million).    
Introduction

The influence of the IT software and services industry is today felt in every facet of global life. The evolving software industry is in fact one of the key drivers of the global economy. According to global research and analysis major, International Data Corporation, while the global hardware market is growing at around 9% annually, the software products and services segments are growing 14% annually.

India’s vibrant IT software and services industry represents around 2% of the overall global software market. The Government and software industry have set an ambitious goal for the software sector amounting to around USD 50 billion of software exports by 2008. This implied a share of 6% of the relevant global market. This would be 35% of our total export.

INDIAN SOFTWARE AND SERVICES INDUSTRY

India has come a long way since the mid-80s in its quest to become a software power of consequence. India’s software industry, with its widespread experience with global customers, vast skill sets, high quality orientation and manpower expertise has the necessary strengths to become a global superpower within this sector.

Already a good number of key global Fortune 500 customers are banking on Indian software companies for their outsourced software solution and services requirements. India’s software majors are gradually moving up the software value chain; from staffing to software development to integration and IT business consulting. There is also a marked shift in focus from onsite services to the more lucrative offshore development model.

The software and services industry is in fact spearheading India’s assault on the global markets. Not only is this sector driving the overall IT segment, it currently accounts for almost 2% of India’s GDP. This figure is expected to go up to around 7.7% by 2008, according to the NASSCOM-McKinsey Study. The study also indicates that the export led industry will achieve revenue targets of around USD 50 billion from the overseas markets.

This confidence rests in large part on the phenomenal performance achieved by the sector over the past years. In fact, for the past decade, the Indian software Industry has been growing at a consistently high rate of over 50% annually.

Figures in Rs. Crore

	Year
	Domestic Software Market
	Software Export
	Total IT Software and Service Industry

	1990-91
	225
	250
	475

	1991-92
	320
	430
	750

	1992-93
	490
	675
	1165

	1993-94
	695
	1020
	17185

	1994-95
	1070
	1535
	2605

	1995-96
	1670
	2520
	4190

	1996-97
	2410
	3900
	6310

	1997-98
	3510
	6530
	10040

	1998-99
	4950
	10940
	15890

	1999-2000
	7200
	17150
	24350

	2000-01
	9410
	28350
	37760


Source: Working Group on Information Technology

During 2000-01 the industry maintained its momentum and notched up revenues of Rs. 37, 760 Crore, up from Rs, 24.350 Crores in 1999-2000. While software exports took the lead with a contribution of Rs. 28, 350 Crores to the overall software and services kitty, domestic market sales remained at Rs. 9, 410 Crores.

Some of the developments in the software and services market during 2000-01 are highlighted below.

● Software exports during 2000-01 experienced growth of 65% in rupee terms and 55% in dollar terms.

● Sectors such as e-commerce and IT enabled service emerged as sunrise markets for the software industry. The IT Enabled Services Industry employed 70, 000 personnel and accounted for 10.6% of the total IT software and services revenues.

● The software sector created over 4, 10, 000 direct jobs in the last ten years.

● IT software and services has emerged at the forefront of the national agenda. More than 19 State Governments in India have implemented IT policies.

According to NASSCOM-McKinsey study market openings are merging across four broad sectors – IT services, software products, IT enabled services and e-business and constitute lucrative opportunities for Indian Companies. In addition to the export market, all of these segments have a domestic market component as well.

2008 Revenues Billion USD – Nasscom – McKinsy Study

	
	India Based
	India Centric
	Sub-Total International
	Domestic
	Total
	1998
	CAG R% 1998-2008

	IT Services
	23
	7
	30
	8.5
	38.5
	2.1
	34%

	Software Products
	8
	2
	10
	9.5
	19.5
	0.6
	40%

	IT Enables Services
	15
	2
	17
	2
	19
	0.4
	47%

	E-business
	4
	1
	5
	5
	10
	0.2
	48%

	Total
	50
	12
	62
	25
	87
	3.3
	39%


IT Services

● Web enabling legacy systems

● E-commerce/extended enterprise application

● Standards based application integration

● Knowledge management

● Convergence Application

Software Products

● Emerging “slivers”

● Productization

● Embedded software

IT enabled services

● HR Services

● Remote customer interaction

● Data search, integration and analysis

● Engineering and design services

E-business

● Domestic business-to-business

● NRI-oriented business-to-consumer

While IT services are expected to provide the biggest opportunity, other sectors will also make significant contributions. IT services will grow rapidly powered by Indian companies increasing competence in ERP/EAS services, application maintenance and internet services and the Government spending on IT.

IT Enabled services offer lucrative opportunities for Indian companies with potential export earnings of close to USD 20 billion. In addition, product add-ons and software development in rapidly grow in sectors and E-business offers significant gains for companies.

The Indian economy shall benefit hugely from this sector’s development. It shall not only contribute 7.5% to the overall GDP growth, attract FDI inflows to the tune of USDD 4-5 billions but also generate highly productive employment opportunities for the highly skilled, skilled and the semi-skilled workforce.

The IT software & services sector is highly labor intensive. It is estimated that 22 lakh jobs will be created in the IT sector achieves its projected potential of USD 90 bn. By 2008, 11 lakh in hard core IT sector and another 11 lakh in the IT enabled services sectors.

Segment wise Manpower Requirement 2008 (in Lakh nos.)

	
	
	Min. of IT Study
	NASSCOM-McKinsey Study

	Hardcore IT
	IT Service Software Products
	5.77

2.00
	11

	IT Enabled Service
	IT Enabled Services E-business
	12.6

3.3
	11

	Total
	
	23.67
	22


Source: Ministry of Information Technology

Ministry of Information Technology (MIT) has worked out a figure of 23.67 Lakh in three categories – 2 lakh IT professionals of category A for software products, 5.77 lakh of IT professionals of category B for IT service and E-business and 15.9 lakh of IT professionals of category C for IT enabled services and E-business. This would mean 7.77 lakh professionals in the hard core IT sector, if we broadly fit in category A and Category B manpower here.

In addition to national demand, there would be international demand in view of intrinsic quality of Indian Software Professionals and therefore premium attached to them.

As per NASSCOM-McKinsey Study, the breakup of the skills as in 1998 and that may required for 2008 is as follows:

	Skills
	1998
	2008
	Increase needed

	Technical Skill
	76%
	54%
	5.5 times

	Functional Skill
	16%
	28%
	13.6 times

	Web Skill
	8%
	18%
	18 times

	Overall
	280 thousands
	2200 thousands
	7.86 times


Source: Nasscom-McKinsey Study

As is evident, IT enabled service will be responsible for a significant share of the jobs created. The manpower in this sector is not required to posses technical or engineering skills.

The state of Madhya Pradesh is a late entrant into the IT sector. It is therefore proposed that the hitherto untapped areas of IT Enabled Services and Domestic Software be the focus points for it.

I.T. Enabled Services

The internet and other advances in technology have ushered in the virtual age, where services can now be delivered remotely. Geographic boundaries have been dissolved as software companies provide customer interaction services, help desks, medical transcription, translation localization services, data digitization, legal databases, data processing, back office operations services, digital content development, remote network management and specialized knowledge services to customers in the local and foreign markets.

IT Enabled Services or Remote Processing services are today being considered a hot growth market for the Indian software and services industry. This is a sector that is expected to generate significant employment opportunities in the future. As per McKinsey & Co., activities accounting for over a half a trillion US dollars could be performed by global IT enable service by 2008. The two most promising segments in IT enabled service during 2001-02 are Customer Interaction Service including Call Centers and Content Development and Animation.

As per projections, IT Enabled Services can generate revenues of Rs. 81,000 Crores and provide employment for 1.1 million people in the next eight years.

Prospects

The growth factor is in evidence due to the following factors:

( IT Enabled Services revenues jumped from Rs. 2,4000 million in 1999-2000 to Rs. 4,1000   million in 2000-01 accounting for 10-11% of the total IT software revenue.

( This segment of the software industry currently employs 70, 000.

( In the current year, the sector is expected to show a high growth of 54%, well above the 

   industry average, which is being pegged at around 40-45%. Revenues during the year  

   for IT Enabled Services are expected to touch Rs. 6,300 Crores.

( Already a large number of players are operation in this market including key MNCs 

   that have set up their call centers to cater to the requirements of both the overseas and 

   domestic markets e.g. GE Caps.

( Some of the other IT Enabled Services activities that have witnessed a rise over the last 

   two years include medical transcription, and back-end processing operations.

( The offshore economics of IT Enabled Services is a good as those of IT service. 

   Revenues per employee for many areas of IT Enabled Services are comparable to those 

   of IT services.

( India’s value proposition is already leading IT Enabled Services hubs such as Ireland 

   and Singapore to back-end their operations in India.

Further Scope For ITES Sector : Financial Research Outsourcing

The lure of outsourcing from India is creating job opportunities in business research & legal consultancy as well.

Strategy consultancy firms like McKinsey, J.P. Morgan Stanley who have already set up their captive BPO centres in India are looking for expansion while further more like Merill Lynch and HSBC are contemplating to follow the lead. Changes in business dynamics of stock broking and shrinking research budgets have necessitated outsourcing research report and legal documentation for M & A’s. Further foreign based companies like Irevna & Pipal Research, targeting at asset management firms, commercial banks, investment banks and private equity firms are realizing the potential of using attractive Indian talent at lower salaries. As per the estimates of Deloitte Consulting, the slash in global research spending by 25% is likely to be achieved through extended operations of Consultancy majors through BPO. This provides for further expansion of the ITES sector and consequently substantiates the need of HSBC connectivity.

Domestic Software Development

The domestic software market has historically taken a backseat to the faster growing export markets. They grew by a modest of 31% over the previous year’s revenues of Rs. 7,300 Crores. Software development for the domestic market offers vast potential. This is yet an untapped market. Although, historically, the export market growth has out paced domestic market growth, it has been exhibiting relatively high growth rates in the 30-45% bracket.

Future Prospectus of domestic software market

( Computerization and e-governance initiatives by Central and State Governments 

   alongside automation by the banking sector shall play a significant part in pushing the 

   domestic software market. Similarly, Large Indian Corporates shall contribute to the 

   demand for domestic software.

( The desktop Market crossed the 1.88 million units mark registering a growth of 34% over the previous year. Internet penetration in the country touched about 3 million subscribers by March 31, 2001. The number of users who have access to Internet in India is stated to be around 5.7 million. The proliferation of PCs and the Internet shall further help to push the domestic software segment.

( Software development in regional languages is another nascent market which is likely to pick up in a big way, especially in view of the e-business governance and IT for the masses initiatives of State & Central Governments.

I.T. Parks

Most Indian States have recognized the role of IT for accelerated economic and social development and have moved to create specialized infrastructure to cater to the needs of the IT industry. This involves, among other things, promoting and creating high-quality value added work space (Technopark at Trivandrum and TIDEL Park at Chennai).

Given the growth prospects of the Indian IT Services & software industry, it is expected that as additional 80 million sq. ft. of “IT space” would be required by year 2008 in order to cater to this growth in business.

An IT Park is an integrated development offering superior infrastructure in the form of high speed connectivity and ready to use office space to IT entrepreneurs and companies.

In the early days of the software industry, the Government used to be a dominant player in the market for providing IT Space. The Government promoted STPs in the early 90s were set up primarily to address key need gaps impacting the industry – high speed connectivity, ready-to-use space and single window export clearances.

However, there has been a paradigm shift in the ownership and management of STPs over the last 10 years.

( The emphasis has shifted from provision of merely functional to quality value added IT Space infrastructure.

( The private sector has emerged to be a key player in this market, along with the Government.

PARADIGM SHIFT IN STPs



Early 90s



         Late 90s and beyond

Developer Profile
STPI, Under DOE


         Largely by private Developers

Connectivity
HSDC connectivity through earth stations
         HSDC connectivity ensured by registering with local STI’

Scheme Benefits
STP scheme benefits available to member units     STP scheme benefits available by registering with local STP

Space Infrastructure
Low quality, functional space

         High quality, value added Emmergence of Intergrated and 

                           




          “intelligent ” complexes

State Government have adopted different routes to the development of IT infrastructure within the state. Some of the best IT parks in the country today have been promoted in both the private as well as the public sector.

These establishments boast close to 100% occupancy levels, and most of them have already initiated phase 2 and phase 3 developments.

The proposed Crystal I.T. Park is intended to be developed on the same line and create opportunities and necessary infrastructure for the State’s development.

STRATEGY

· Premium office spare – ‘Intelligent’ Park (Also the format for Tide/ITPL)

· Invested in 5 lakh sq. ft. of premium built up office spare in the initial phase only

· CMs, Championship. Aggressive marketing to IT majors, Anchor tenants such as Microsoft, Attractive Discounts & incentives.

Marketing Structure for I.T. Space

The main players in the IT services & software industry can be segmented as MNCs, Large Indian Corporates and Small and Medium Entrepreneurs. The following charge gives a perspective on the Options and preferences for IT Space for each of these segments.

MARKET STRUCTURE FOR IT SPACE




MNCs


     Large Indian Corporates
SMEs

Space Options

* IT Parks

      * IT Parks


* STP Leased


teasted & Preferences
* Commercial space built
      * Commercial space

* Modular spaces

to specifications
      * Own Campus

* Commercial 

    space

* IT parks designed to predominantly cater to the booming software export market.

Typically, the decision of units regarding space options is largely determined by the size of operations in the country and in a particular region, long term plans and cost considerations.

MULTINATIONAL COMPANIES

Multinationals are, by and large, interested in leased space alone as it offers easy exit option with minimum baggage. They either occupy built up ready to move in space in IT Parks of have commercial spaces built to their specifications at the developers cost and enter into long term lease contracts with them.

· Microsoft, Oracle and GE Caps occupy built up space at the Cyber Towers in Hitec City, Hyderabad.

· GE Caps, has leased commercial space and has had it built according to their specifications at the developers cost in Gurgaon.

· More recently, GE has bought land in Hyderabad and are having their office complex constructed. Clearly, with growing commitment they are beginning to make investments in land and property.

· Hardware majors however, usually operate production/assembly units out of plots.

There is a trend investment in property with the firming up of long term positions Vis-a-vis India.

Large Indian Corporates

Large Indian Corporates having exhibited in preference for own campuses, whether in plots purchased withing IT Parks or without. In regions where the size of operations is small to medium they typically operate out of ready to move in rented space. Once a certain critical mass of operation is reached they tend to move into an independent facility Occupancy of built up space tends to be an intermediate measure by most such companies though a preferred one in the early stages as they offer flexibility as well as scalability. However, it is also a popular option for front office needs.

( Infosys has built its main campus on 4 acres of Land at Electronic City. Bangalore with office space and various recreational facilities. Similarly, it has built a huge facility at Chennai outskirts and has others at Infotech Park, Pune and Info City, Bhubaneshwar. While it has operated out of built up spaces earlier i.e. Hitec City, now it is mainly looking at operating out of self developed facilities, be it Hyderabad. Pune or Mysore.

( Tata Consultancy Services has set up centres in Mumbai, Chennai, National Capital Region etc. In

addition it occupies commercial space within the Cities as well. At Bangalore, they are operating out of different locations such as ITPL as well other commercial space.

( Wipro has built its own development centres at various locations such as Surjapur, Koramangala, Electronic City at Bangalore. Old Mahabalipuram Road in Chennai, and Infotech Park at Pune. At the same time it also occupies built up space at ITPL Bangalore and elsewhere.

Small & Medium Enterprises

Startups and small to medium concerns are the main candidates for ready to move in office spaces offering flexibility, scalability and quality infrastructure. The choice between IT Parks and commercial space may be determined by various factors such as cost differential, quality of infrastructure, facilities etc.

Factors Driving Location Decisions

MNCs

IIR Infrastructure

Social Infrastructure &

Quality of Life

Cost of Real Estate

Initiative by Government

Ease of setting up Operations

IT savviness of location

Large Indian Corporates

HR Infrastructure

Social Infrastructure & QOL

Cost of Real Estate

IT savviness of location

Initiative by Govt.

SMEs

HR Infrastructure

IT Connectivity

Initiative by Government

Existing IT Base

IT savviness of Location

A review of the factors determining the location choices of IT majors suggest that by an large, the main criterion are :

Human Resource (HR) Availability

The IT sector is very HR intensive, therefore, availability is allt he more important. The requirement is for highly skilled HR in the case of software development services and skilled to semi-skilled for IT Enabled Services.

Social Infrastructure and Quality of life

This is important from the point of view of attracting and retaining the best human resources, Also, quality of transport infrastructure, connectivity to other metropolises in the country are a key consideration from a business point of view as well.

Proactiveness of the Government

The success of Hyderabad as an IT destination can be attributed to a large extent to the aggressive marketing and proactiveness of the State Government. International majors such  as Microsoft and Orable were wooed by the Chief Minister himself. The initiatives taken by the Governments typically involve, cheap land, other incentives, fast track clearance, and overall ease of setting up operations, Secondly, Govt. initiatives such as adoption of governance, digitisation of records etc., can spur the development of an IT cluster within the State.

IT Savviness of the Location

Demand is heavily driven by perception of the location as an “IT Destination” (For e.g. Bangalore, Hyderabad, Chennai). The bulk of demand is concentrated in these IT Destinations. While Large sized companies are moving away from this typecasting and are more dictated by the benefits that locations offer, smaller companies continue to develop around existing clusters. Take the case of Infosys’s decision to set up a campus in Bhubaneshwar and GE Caps at Jaipur.

Cost of Real Estate

Increasingly corporates are moving towards lower cost options, other things remaining the same. This is major consideration for those involved in IT Enabled services and also for SMEs.

IT Connectivity

With overall improvement in the quality for IT infrastructure in the country and the easing of the regulatory framework. This has emerged to be less of an issue. Smaller sized organizations would still give this weight age.

Positioning

The key to success for the IT Park at Indore is the positioning and configuration of the development. In arriving at a positioning it is critical that it be based on the advantages offered by the location, in order to be sustainable. In this context, the following points are relevant for MP:

( Demand is heavily driven by the perception of the location as “IT Destination”. Bangalore, Hyderabad, Chennai, Delhi and now Pune have emerged as major IT Hubs in the country. Other more recent contenders particularly in the North include Mohali, Bhubaneshwar and Jaipur. Though Indore would be a late entrant into the sector it has enough additional features to lure industries for setting up their operations.

( Availability of technical human resources could be easily facilitated. Further, if offers a large graduate population (roughly 1 lakh graduates are added every year) as potential workforce for IT Enabled services, a growing sector. In addition, IT Enabled service majors are open to new and cheaper locations.

( The development of Hindi software is an area, which has hitherto remained underdeveloped. Given the ambitious plans of the Central and State governments to leverage IT to reach the masses, this would emerge as a major opportunity in the Hindi speaking belt of the country. Early entrant advantages would be significant. The Govt. of MP has declared its commitment to IT to the Masses and e-governance initiatives. These have the potential to spur the development of a cluster.

(  Indore enjoys a significant locational advantage in the centre of the country. It is ideally positioned to become a Logistics Hub for redistribution of good within the country. It could leverage this plank to emerge as a hardware centre for the country.

( The state has taken definite steps to improve the availability of technical manpower including seats for IT related engineering degrees. The establishment of IIIT at Gwalior and the Rajiv Gandhi Institute for Information Technology at Bhopal are examples of initiatives underway in MP.

Destination Indore, Locational Advantage

( Indore is commercial captital of the State & a hub for a major business activities in western part of the country.

( Major Corporations & business including foreign investors have already invested large sum of money in concurrent projects going on, in & around Indore.

( Excellent connectivity through Air, Rail & Road.,

( Excellent Industrial and  commercial Infrastructure

( Indore offers modern facilities and a decent life style at low cost as compared to Metros.

( STPI and VSNL Earth Station facility existing

Human Resource and Skilled Man-Power

( Ample trained man power is available due to extensive facilities for training like the Engineering Colleges as well as IT institutes.

( Existing IT players including Multinationals like Computer Science Corporation (CSC)

( Locational advantage of available land.

( Advantage of the Special Economic Zone being set up.

The persistent grown in IT and ITES Sector shall have the following effect :

( Multinationals looking for their own captive ITES centres and Overseas development centres are looking for new locations. Being a cheaper alternative in such a scenario, if we can make a world class infrastructure available, Indore shall have an edge over other developing Software Technology Centres.

( Larger IT Sector and ITES Sectors players in India are looking to expand their facilities, these can be attracted.

( New entrants and smaller players in both IT and ITES sectors would be attracted towards Indore because of lower cost and comparable world class infrastructure.

Government Incentives and Support

STP scheme is implemented through software technology parks of India (STPI) which is an autonomous Society of Ministry of Information Technology, Govt. of India. Noida is one of the Centres of STPI.

Taking into account, the strategic nature of the project and long term benefits accruing from the same, the govt. has offered several tax incentives & concessions for the units to be established in the crystal IT park. Further procedural bottlenecks have also been wiped off in order to ensure quick materialization of the project. Some of the features are as under:

( Approvals are given under single window clearance mechanism.

( Projects costing upto 100 millions with Indian investment & NRI funds on non-reparable basis are cleared by local STP authorities at Centre level itself.

( 100% foreign equity is permitted.

( All the imports in the STP units are completely duty free.

( Import of goods on loan, free of cost & lease basis is permitted.

( Re-export of capital goods brought on loan/lease/free of cost is permitted.

( Domestic purchases are completely excise duty free.

( Domestic purchases are eligible for the benefit of deemed exports to the suppliers.

( The sales in the Domestic Tariff Area (DTA) are permissible upto 50% of the export in value terms

( STP units are exempted from corporate income tax till the year 2010.

( The IT Park would provide superior infrastructure and environment as well so that the entire package offers a fundamentally good value proposition

( The State might also lobby with the Ministry of Information Technology/Software Technology Parks of India to upgrade the bandwidth availability at Indore.

( The State would ensure a conducive regulatory framework. The FSI applicable for commercial construction should be permitted for IT Park construction as well. ITES friendly labor Laws allowing work to continue 7 days a week and 3 shift a day i.e. 24 ( 7, women to work night shifts etc. would be in place.

The Special Economic Zone (SEZ) at Indore is expected to have a beneficial impact on the Park, not only in terms of the development of the city and its environment, but also in boosting the confidence of the larger business community in Indore as a business hub.

Configuration of the Crystal I.T. Park

The Government of Madhya Pradesh proposes to develops the Crystal I.T. Park as an integrated, self-contained development of international standards which would offer  high-quality, ready-to-use office space and social infrastructure to ensure a high quality of life. The units housed within the IT Park would avail of the benefits of sharing of common infrastructure (high speed connectivity, uninterrupted power, training, security etc.) and having space tailored to individual specifications.

Space Availability and Infrastructure

In the initial phase only office space and plots shall be made available for rental or sale. Other features such as residential space etc. shall be taken up in the next phase once the IT park takes off. Therefore, in the first phase a maximum development of 14 acres in recommended.

( Developed Plots – These would be available for corporates interested in setting up campuses/development centres. This is the preferred location option for large Indian software electronics majors, and also for MNCs.

( High quality, “ready to move”, aesthetic work space – For those requiring greater flexibility and quick availability of office space. This is an option favoured by all, MNCs SMEs and also large Indian corporates.

( Commercial Space – For various facilities i.e. Food Court, Travel and Courier, Convenience Store etc.

Basic Infrastructure

( Developed Plots


( Uninterrupted quality power supply


( High speed data communication services including leased line connectivity, and optic fibre 

                  background network.


( Excellent telecom connectivity


( Water & sewerage infrastructure


( Good primary and secondary road network


( Landscaping

( High quality “ready to move”, aesthetic work space


( High quality reliable power with DG backup


( Centralised Air-Conditioning


( High speed data/voice connectivity


( Structured cabling


( Fire Protection and Security


( Operation and Maintenance by specialized agencies


( Elevators


( Ample Parking

Facilitation Infrastruture


( Export Facilitation Infrastructure


( Fast track clearance mechanism for setting up operations

Support Infrastructure


( Guest House/Hotel Infrastructure


( Restaurants/Food Courts


( Sports and Recreational facilities


( Travel/Courier Agencies


( Convenience Store and Shops


( Banking


( Other infrastructure


( Convection/business centres


( Medical Centre


( Amenities like centralized library/Information centre

The support Infrastructure ensures an enhanced quality of life, a critical requirement for IT units and is usually a distinguishing feature in the development and positioning of IT Parks.

Project Size and Configuration

The IT Park is proposed to be set up on 21.04 acress of land. However in the initial phase approx. 14 acres would be developed with potential for further expansion.

Space


BUA sq. ft

STP Office

217860.84

GJP Office

158855.37

Developed Plots

218062.16

Total


594778.37

The total built up space available, in the form of office space and commercial space is 5.95 lakh sq. ft. A total area of 2.18 lakh sq.ft. will be available for plots after usage on account of roads, greenery and other utilities.

The built up office space has been kept at low level in the initial phase as they account for steep escalation in Project costs.

Cost

The main cost in the analysis include :

( Land Cost

( Development Cost

( Construction Cost

( Architecture, Project Management & Administration Cost (APMA)

( Contingency

Land Cost in the feasibility analysis has been taken at Rs. 30 Crores. Since the Project has strong long term economic benefits attached to it, the same would be contributed as equity by MPAKVN Indore, the nodal agency for implementation of this project so as to enhance the viability of the project (See Annexure 1)

The land shall be developed to provide basic amenities of road connectivity, water and sewerage, power and telecom (data voice)

Construction cost can span a broad range of Rs. 900-1600 per sq. ft depending on the quality, finish features and amenities being provided. We intend that state of the art facilities. i.e. central airconditioning, power space. The ready to move office space construction cost had been pegged at Rs. 1500/- per sq.ft. of built area. Given the production of an easy availability of most construction materials such as cement, granite, iron etc. within the state, the above value is in fact equivalent to a much higher value elsewhere. These costs have been assumed to be phased in the proportion of 75% : 25% over a 2 year framework since the project is scheduled to be completed in 15 months time span.

APMA cost have been assumed at 6% of construction cost, and contingency at 7% of the construction and APMA cost.

The total project cost is estimated at Rs. 85.57 Crores comprising of :







In Rs.

1)
Land Cost



30.00 Crores

2)
Construction cost



49.56 Crores

3)
Administrative & supervision charges
3.37 Crores

$)
Interest and other financial charges

2.63 Crores






Total
85.57 Crores

The detailed break up of the cost along with individual cost constituents are provided in Annexure 1 & 2.

Revenues

The Main sources of revenue includes :

(i) Sales revenue from sale of plots.

(ii) Sales revenue from sale of offices

(iii) Lease rentals from lease of officers.

Space

Sale %

Lease %

Software offices
40%

60%

Developed Plots
100%

0%

Plots shall be available for sale only. For built up office space, it has been assumed that it shall largely be rented out. Thus keeping in line with the same, approx, 60% shall be rented out while the balance would be available for sale.

Pricing has been done based on a review of the prevailing prices in Indore as well as elsewhere in the country. Therese prices have been taken at a lower side as compared to other projects. A comparable analysis as given in Annexure 3 and Annexure 4. The following pricing structure is proposed for the Park.

Space



Sale Price Rs.

Lease Rental Rs.

Software offices (per sq.ft.)
1800


22 per month

Developed plots (per sq. ft)
250

The basic approach underlying is of providing excellent quality infrastructure at reasonable rates. Although, a reasonable rate of Rs. 22 per sq. ft. has been recommended in the early stages, it can be revised upwards as the market begins to pick up.

In case of outright sale, a nominal percentage say 10% would be taken as token amount for booking of offices while in construction phase. The balance would phase. The balance would be recovered on final transfer.

Occupancy phasing has been spread 3 years which seems to be a realistic & pragmatic estimate (For Details see Annexure 5)

Source of Finance

Here, the land worth of Rs. 30 crores would be contributed as equity by MPAKVN Indore Ltd., the nodal agency for implementation of this project. Further it is proposed to seek loan of Rs. 40 Crores for meeting the construction cost which would be repaid suitably as per details attached. The balance amount would be financed by way of Central and State Govt. grants. Further the amount realized from booking and sale of plots and offices would also go in for investment of the project as and when required.

For further details, see Annexure 1.

Project Viability Analysis

For the purpose of project viability analysis the project period has been restricted to 10 years, thus basing the calculation on a conservative estimate.

It may be assumed that lease rentals received after 10 years would be available towards maintenance costs and further development expenses. Any balance left therefore would go as a profit of the project.

The pretax Internal Rate of Return calculated on the basis of cash inflows and outflows of the project for a period of 10 years comes to 15%. While the inflows include revenues from sale of offices, sale of plots and lease rentals (See Annexure 5); the outflows include construction costs, APMA cost and contingency provided for. (See Annexure 2)

Further the Net Present Value based on the same inflows and outflows calculated for a period of 10 years comes to Rs. 6, 51, 69, 138/-. The discounting rate has been taken as 10% which seems reasonable in view of the current market scenario.

For details see Annexure 6.

ANNEXURES

ANNEXURE 1

ABSTRACT OF COST OF STP AND GJP PROJECT (PHASE-1)

S. No.
Particulars of Item

STP Project

GJP Project






Total Cost (in lacs)
Total Cost (in lacs)

1.
Civil Work


1, 480.00

775.00

2.
Sanitary and Plumbing

81.00


72.00


3.
Fire Fighting


86.00


58.00

4.
Electricals


432.00


263.00

5.
Air conditioning


487.25

6.
D.G. and AMF Panel

280.00


180.00

7.
MPEB charges


121.30


30.00




TOTAL

2, 967.55

1, 378.00

Details of Total cost (in lacs)

Value of Land



3, 000.00

STP offices construction cost

2967.55

GJP offices construction cost

1378.00

Internal roads and land scaping

273.29

Provision for Escalation cost

337.97


Total Cost


7956.81

Admn. & supervision charges @6%
337.97

Interest cost & finance charges

262.50


Total Cost


8557.29

Source of Finance

Land contributed by MPAKVN Ltd.
3000

Govt. Grants and own construction

1200

Proposed Long Term Finance

4000

Sale of plots and booking amt.

357.29


Total



8557.29

Annexure 2

Total costs to be incurred :

Construction Costs




Area

Cost

Total Cost
Year 0
           Year 1




In sq. ft.

In sq. ft.

(in lacs)

75%

25%

STP


2, 17, 860.84
1362

2967.26

2225.45

741.82

GJP


1, 58, 855.37
867.5

1378.07

1033.55

344.52

Internal Road.





209.57

157.18

52.39

Total


376716.21


4554.90

3416.18

1138.73

Architecture, Project Management and administration costs @6%

STP


2, 17, 860.84
81.72

178.04

62.31

115.72

GJP


15, 8, 855.37
52.05

82.68

28.94

53.74

Internal Road.





12.57

4.40

8.17

Total


3, 76, 716.21


273.29

95.65

177.64

Contingency Costs

Estimated at 7%





337.97

245.83

92.15

Total Costs





5, 1667.17
3, 757.66            1, 408.51

ANNEXURE 3

COMPETING PROJECTS OFFERING HIGH QUALITY IT SPACE

	Project
	Promoters
	Project Details
	Price
	Remarks

	HITEC CITY,

Hyderabad
	L&T – 89%

Go AP – 11%
	*Phase I  5.25 lac sq. ft

* Phase II 8 lac sq. ft.

* Plots available Ultimate

Investment Rs. 1500 Cr. Land area earmarked 158 acres
	Sale –

Rs. 3250/- sq.ft Lease Rental (Rs. 35 Sq. Ft. Month)
	First Phase has already been fully sold. Second Phase construction is also complete and bookings are on

	ITPL Bangalore
	Tata Groups 47% Singapore

Consortium – 47% 

KIABD – 6%
	Phase 1

* 1.2 mn sq.ft Eventually

* 1.85 million sq.ft of corporate space

*1.45 million sq.ft of production space
	Rental Rs. 40/- sq.ft
	Total of 68 acres

	TIDEL Park Chennai
	Govts. Of TN

(TIDCO/ELCOT)
	Area -1.28 million sq.ft.

Project Cost – Rs. 338 Cr
	Sale Price – Rs. 4000/- sq.ft Lease Rental (Rs. 47.5/- Sq. ft)
	

	Technopark, Trivandrum
	Govt. of Kerala

(KSIDC)
	7 lakh sq. ft. of BUA
	Rs. 115 sq.ft.
	Land is also available corporates to build their own campuses for price of land is about 22 lacs per acre

	IITP Navi Mumbai
	CIDCO
	* 6 lac sq. ft BUA for IT

* Project cost Rs. 210 Cr.
	Sale Price – Rs. 3200 sq. ft.

Lease Rental – Rs. 40/- sq.ft
	Historical Cost of land has given a price advance to CIDCO

	SOFTOP Mohali
	Mahindra Group – 89%

Electronics Corporation of Punjab – 11%
	Area – 50 Acres

Allowable FSI 1.5
	
	Land has been identified & transferred. Project in the development stage


ANNEXURE 4

LAND TRANSFER PRICE IN SOME SELECTED PROJECTS

	1
	SOFTOP, Mohali
	Rs. 700/ sq. meter

	2
	HITEC CITY, Hyderabad
	Rs. 1500/ sq. meter. (for the entire land, which includes 158 acres of commercial space and 87 acres of residential complexes. The total FSI permitted for commercial space is 1.75)

	3
	TIDEL City
	Land was transferred at market rates of about Rs. 6 Cr./acre for the complex of 8 acres for a total consideration of Rs. 48 crores

	4
	NOIDA
	Land has been priced for the Ansal Group for about Rs. 580/sqm.

	5
	Techno Park, Trivandrum
	Land is being offered to developers to build their own campuses at about Rs. 545/0 sqm.

	6
	Greater, NOIDA
	Land is being offered to developers to build their own campuses at about Rs. 550/sqm


ANNEXURE 5
Project Feasibility Analysis

	Year
	Cash Inflow
	Cash Outflow
	Net Cash Flows

	0
	10, 849, 426.85
	375, 766, 000.00
	(364, 916, 573.15)

	1
	142, 506, 089.68
	140, 851, 000.00
	1, 655, 089.68

	2
	132, 782, 573.86
	
	132, 782, 573.86

	3
	142, 547, 058.03
	
	142, 547, 058.03

	4
	59, 671, 847.66
	
	59, 671, 847.66

	5
	59, 671, 847.66
	
	59, 671, 847.66

	6
	59, 671, 847.66
	
	59, 671, 847.66

	7
	59, 671, 847.66
	
	59, 671, 847.66

	8
	59, 671, 847.66
	
	59, 671, 847.66

	9
	59, 671, 847.66
	
	59, 671, 847.66

	10
	59, 671, 847.66
	
	59, 671, 847.66

	
	
	
	

	
	846, 388, 082.07
	516, 617, 000.00
	329, 771, 082.07


Internal rate of return







15%

Net present value







65, 169, 138.02

Annexure: 6
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References:

International Technology Park (ITPL) at Bangalore, promoted jointly by the Tatas, a Singapore Consortium and the State Govt. In Karnataka, the private sector is working neck to neck with the Govt. in the provision of IT space.

Hitec City at Hyderabad, by L & T and APPIIC, This is one of the largest IT Park projects in the private sector.

Tidel Park at Chennai, by TIDCO and ELCOT, both government agencies. The IT Space supply is mainly from Government lead sources in Tamil Nadu.

International Infotech Park at Mumbai, by CIDCO. Majority of the IT Space Developments in Maharashtra have been spearheaded by Govt. bodies like CIDCO.

Techno Park at Trivandrum by KINFRA.

