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About Lexbridge Advisors

Lexbridge Advisors Pvt. Ltd. is a boutique consulting firm in the field of infra-
construction projects. Lexbridge is specialized in commercial management of projects and
is positioned as Contract Management Consultants (CMC).

Contrary to the Project Management Consultants (PMC) who focusses more on execution
oversight of projects, Lexbridge, as a CMC, focusses on risk management, compliance and
governance of the projects through contracts structuring, contractual compliance & contract
governance oversight and financial discipline in projects.

Lexbridge has competent team of professionals from multiple disciplines such as law,
engineering, architecture, finance etc.

Whereas there are multiple consultants for commercial, tax, finance, legal, regulatory and
compliance advisory services, Lexbridge is differentiated by deep understanding and insights
in the infrastructure, engineering and construction industry, which gives an edge to address
the concerns of the construction clients through industry lens.

¢ Contracts structuring for infra-construction projects
 Drafting & reviewing construction contracts like EPC, EPCM, D&B, PPP
arrangements etc. and allied contracts like JV agreements, financing

documentation etc.

¢ Advising on contractual claims, remedial measures for claims, disputes
avoidance / resolution strategies, quantum assessment etc.

e Project Finance and Financial Management / Control for mega infra-
construction projects

o Techno-commercial audits, compliance audits, project governance audits
for mega projects

¢ Tax planning & tax advisory (GST, Income Tax and International Taxation) for
construction projects

e Advising on regulatory and compliance aspects of construction projects



Introduction to this Boardroom Guide

Infrastructure and industrial projects are no longer merely engineering exercises. They
are capital allocation decisions that directly influence balance sheets, lender
confidence and long-term enterprise value.

For decades, Lump Sum EPC has been the dominant delivery model across India and
globally. It offered simplicity, consolidated responsibility and predictable pricing. Yet
that predictability often came at a cost — embedded risk premiums, limited
transparency and reduced flexibility.

As projects have grown larger, more complex and more capital-sensitive, a structural
shift has begun to emerge. Sponsors are increasingly questioning whether risk must
always be bundled and priced upfront, or whether it can instead be structured,
managed and governed more intelligently.

EPCM (Engineering, Procurement & Construction Management) represents that
alternative.

But EPCM is not a shortcut to savings. Itis not a lighter version of EPC. It is not merely a
project management approach.

Itis a governance-intensive contracting architecture.

Under EPCM, transparency increases — and so does responsibility. Risk becomes
distributed rather than transferred. Cost efficiency becomes possible — but only when
contract drafting, package structuring, tax planning, labour compliance, insurance
alignment and commercial oversight are disciplined and aligned.

This book has been written for decision-makers — CMDs, CEOs, CFOs, COOQOs, project
sponsors, EPCM agencies, PMC and contractors — who must evaluate delivery models
not from a technical lens alone, but from a financial and strategic perspective.

It examines:

e Theeconomic logic behind EPC and EPCM

e Thetrue cost structure embedded in lump sum pricing

e Downstream contracting models and their implications

e Tax, regulatory and labour considerations

¢ International structuring risks

¢ Insurance and risk transfer alignment

¢ Governance frameworks required to make EPCM successful
e Astructured decision matrix for boards

The objective of this guide is not to advocate blindly for EPCM.

The objective is to enable informed, structured decision-making through strategic lens.
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EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

1. Infra-Construction Projects: Capital, Complexity &
Contracting

Infrastructure and industrial construction projects are not merely construction exercises. They
are capital allocation decisions with long-term economic consequences.

Whether it is a manufacturing plant, logistics park, renewable energy facility, refinery
expansion, metro rail corridor or industrial township — the financial outcome of the project
is largely determined before the first cubic meter of concrete is poured.

The design of the contracting structure, the allocation of risk, and the governance framework
often decide whether the project generates sustainable returns — or becomes a balance-sheet
burden.

This chapter sets the strategic context for why delivery models such as EPC and EPCM
matter at board level.

1.1 Nature of Industrial & Infrastructure Projects
Industrial and infrastructure projects typically exhibit the following characteristics:
1. High Capital Outlay

Projects often require large upfront capital investments relative to promoter net worth.
Funding may involve:

o Equity infusion

e Project finance debt

¢ Structured instruments
o External investors

Capital is locked for long durations before revenue stabilization.
2. Multi-Disciplinary Complexity
Such projects involve integration of:

e Civil construction

e Structural systems

e Mechanical packages

e Electrical & instrumentation

e Process engineering

o Environmental compliance

o Utilities integration

e Automation and control systems

Coordination risk is inherently high.
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3. Regulatory & Compliance Intensity
Industrial and infrastructure projects require multiple approvals such as:
e Land and zoning clearances
e Environmental permissions
e Factory licenses
o Utility connections

o Safety and labour compliances

Regulatory delay directly affects project timelines and financing cost.
4. Long Economic Life
Unlike real estate trading assets, industrial and infrastructure projects are long-life assets.
The project structure must withstand:
e Market volatility
e Technological obsolescence
o Regulatory changes

e Commodity price cycles

Thus, early-stage contracting decisions have multi-decade implications.

1.2 Capital Intensity and Long Gestation Risk

Large projects typically involve:

e 12-36 months construction period
e Additional stabilization period

e Delayed revenue inflow

e Interest during construction (IDC)
o Working capital ramp-up

The Gestation Risk
Capital deployed during construction generates no revenue but continues to incur:
o Interest cost
e Overheads
e Opportunity cost
o Inflation exposure
A delay of even 6—9 months can significantly increase:
e Project cost

e Debt servicing burden
e Break-even timeline
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In capital-intensive sectors, time is a financial variable.
Funding Structure Sensitivity
Project IRR is highly sensitive to:

o Time overruns

o Cost escalation

e Claims & disputes

o Contractual ambiguities

Even a 5-10% cost overrun can materially alter project feasibility.
1.3 Why Cost Overruns Destroy IRR

Cost overrun is not merely an accounting deviation. It is a structural financial event.

Impact Mechanism

1. Increase in total project cost

2. Increase in debt component

3. Increase in interest burden

4. Reduction in return on equity

5. Extension of payback period
Compounding Effect

Cost overruns often trigger:

e Additional equity infusion
e Re-negotiation with lenders
e Reduction in promoter IRR
e Covenant breaches

In industrial projects operating on tight margins, cost deviation can erode long-term
competitiveness.

Root Causes of Cost Overruns
Common drivers include:

e Poor contract drafting

o Inadequate risk allocation

e Scope ambiguity

o Ineffective change order management
e Weak cost monitoring

o Fragmented governance

o Disputes with contractors
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Importantly, many of these are contract structure failures, not engineering failures.

1.4 Governance Expectations of Boards & Lenders

Modern infrastructure and industrial projects are rarely promoter-funded alone. They
typically involve:

o Institutional lenders

e Private equity funds
o Joint venture partners
o Strategic investors

This changes governance expectations.

Boards Expect:

e Transparent cost reporting

o Risk allocation clarity

e Predictable cash flow forecasting
o Contract enforceability

e Claims control mechanisms

e Insurance alignment

The contracting model must support structured oversight.
Lenders Expect:

¢ Defined risk transfer

o Bankable contracts

e Performance securities

e Clear liability allocation

o Dispute resolution clarity

o Insurance coverage adequacy

An improperly structured contract model can reduce lenders’ / investors’ confidence.

Governance is No Longer Operational — It Is Financial
The project delivery model must answer:

e Who bears price risk?

e Who bears delay risk?

e Who bears design risk?

e Who controls procurement?

¢« Who monitors cost escalation?

These are capital protection questions.
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1.5 Why Contracting Model Selection Is a Strategic Decision

Traditionally, contracting models were treated as operational decisions — left to engineering
or project teams.

However, in capital-intensive projects, delivery model selection directly impacts:

e Risk transfer

e Cost transparency

e Cash flow control

e Tax treatment

o Balance sheet exposure
o Claims potential

e Governance oversight

EPC vs EPCM Is Not Merely a Technical Choice

It determines:

e Whether risk is transferred or retained

e Whether cost is locked or transparent

e Whether margins are embedded or visible

e Whether owner control is limited or enhanced

o Whether governance is centralized or distributed

The choice between EPC and EPCM affects:

e Capital structure
e Project IRR
e Long-term liability exposure

Strategic Framing
Before selecting a delivery model, leadership must ask:

Do we want cost certainty or cost transparency?

Do we have internal capability to manage multiple packages?
How much risk can we absorb?

How strong is our contract governance framework?

Are we optimizing for convenience or capital efficiency?

MRS

These questions define the contracting strategy.
Concluding Perspective

Infrastructure and industrial projects fail less often because of engineering incompetence and
more often because of:

o Weak contractual architecture
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e Poor governance alignment
e Misallocated risk
¢ Financial miscalculation

The contracting model is not a procurement tool.
It is a capital structuring instrument.

The next chapter examines the spectrum of project delivery and pricing models — and where
EPCM fits within that landscape.
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2. Project Delivery & Pricing Models: The Complete
Landscape

Before evaluating EPCM, it is essential to understand the broader spectrum of project
delivery and pricing structures available to developers and contractors.

Every contracting model represents a different balance between:
o Risk transfer vs risk retention
o Cost certainty vs cost transparency
o Control vs convenience
e Margin embedding vs margin visibility

There is no universally “best” model. The appropriateness of a structure depends on:

e Project complexity

e Promoter capability
o Financing structure

o Risk appetite

e Governance maturity

This chapter lays out the complete landscape.

2.1 Lump Sum EPC (Turnkey Model)

Structure
Under a Lump Sum Engineering, Procurement and Construction (EPC) contract:
e The contractor undertakes full responsibility for design, procurement and
construction.
e A fixed contract price is agreed upfront.

e The contractor delivers a complete, operational facility.

This is commonly called the Turnkey Model.
Risk Allocation

In theory, EPC transfers following risks to the contractor:

e Design risk

e Quantity risk

e Procurement risk

e Price escalation risk (unless negotiated in contract)
e Coordination risk

e Delay risk

The contractor assumes integrated responsibility.
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Commercial Reality
While risk is transferred contractually, the EPC price typically includes:

e Subcontractor margins

e Contractor corporate overhead
e Contingency buffer

e Risk premium

e Profit margin

Thus, the developer pays for risk transfer through price loading.
Advantages

o High cost certainty (subject to scope clarity)
e Single point responsibility

o Simpler governance for the owner

e Stronger lender comfort in some sectors

Limitations
o Embedded margin opacity
e Limited cost transparency
e Change orders become expensive
e Claims environment can become adversarial
e Owner loses procurement control
EPC is often preferred when:
e Scope is clearly defined

o Time certainty is critical
¢ Owner has limited execution bandwidth

2.2 Item Rate / BOQ Contracts

Under this structure:
e The project is divided into measurable items.

o Contractors quote unit rates.
o Payments are made based on actual measured quantities.

Risk Allocation

e Quantity risk remains with the owner.
o Rate risk remains with the contractor.
o Design risk may remain with owner or design consultant.
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Commercial Characteristics

o Initial contract value is indicative.
o Final project cost depends on actual quantities executed.

Advantages
e Suitable where quantities are uncertain.
o Competitive rate discovery.
o Flexibility in scope evolution.
Limitations
e Cost overrun risk if quantities escalate.
e Requires strong measurement & billing control.

e High change management complexity.

This model demands robust contract administration.

2.3 Cost Plus Contracts

Under cost-plus:

e The contractor is reimbursed for actual cost incurred.
o A fee (fixed or percentage) is paid over and above cost.

Variants
o Cost + Percentage Fee
e Cost + Fixed Fee

¢ Cost + Incentive Fee

Risk Allocation

e Owner retains cost risk.
o Contractor’s profit is protected.

Advantages
o Suitable for urgent projects.
o Flexibility during evolving scope.
o Encourages transparency.

Limitations

e Weak cost discipline if not structured properly.
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o Risk of inflated cost base.
e Requires strong audit mechanism.

Cost-plus is not inherently inefficient — but requires governance rigor.

2.4 Open Book Contracts

Open book contracting requires:
o Full visibility of contractor cost structure.

e Disclosure of subcontract pricing.
e Transparent margin structure.

Key Distinction
Open book is a transparency mechanism, not necessarily a pricing model.
It may operate under:

e Cost-plus

« EPCM
e GMP structures

Advantages
o Cost transparency

e Better collaboration
e Reduced adversarial environment

Risks
o Information asymmetry if audit is weak
o Inflated indirect cost allocation

e Requires high trust and verification systems

Open book demands independent commercial oversight to be effective.

2.5 Guaranteed Maximum Price (GMP)

Under GMP:

o Contractor works under cost-plus structure.
e A ceiling price is agreed.

e Savings may be shared.

e Overruns beyond cap are contractor risk.
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Risk Allocation

o Shared cost risk up to ceiling.
e Incentive alignment possible.

Advantages
o Balanced risk sharing.

o Encourages efficiency.
e Greater cost transparency than lump sum EPC.

Limitations
e Ceiling pricing often conservatively high.
e Scope ambiguity may re-open negotiations.

e Requires disciplined change control.

GMP works best when design maturity is reasonably high.

2.6 Pure PMC Model

Project Management Consultant (PMC):
e Does not execute construction.
e Provides technical oversight.
e Monitors progress, quality and coordination.
o Certifies bills and milestones.

Contracts for construction are typically:

e Direct between owner and multiple contractors.
Risk Allocation

e Owner retains primary risk.

e PMC provides advisory oversight.

o No execution liability typically.
Advantages

e Maximum owner control.

e Transparency in procurement.

o Competitive package-wise pricing.
Limitations

e Administrative burden on owner.

o Fragmented risk across multiple contractors.
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o Coordination challenges.
o Higher internal capability requirement.

PMC is a governance structure — not a delivery structure.

2.7 Design & Build Structures
Design & Build (D&B):
o Contractor responsible for both design and construction.

e May be lump sum or item rate.
o Design liability consolidated.

Differences from EPC

o EPC often includes performance guarantees.
e D&B may not include full performance responsibility.
o EPC typically more integrated.

Use Case

e When early contractor involvement is beneficial.
o When design optimization is required.
e When project complexity is moderate.

2.8 Where EPCM Fits in This Spectrum

EPCM (Engineering, Procurement and Construction Management) occupies a distinct
position in the contracting landscape.

Structural Positioning
EPCM is:

e Not pure EPC

e Not pure PMC

e Not purely cost-plus

e Not purely open-book

It is a management-led, multi-package, transparent contracting framework.

Core Characteristics

o EPCM contractor manages design, procurement and construction / execution.
o Physical construction is executed by downstream contractors.
e Multiple work packages are tendered separately.
o Billing may be:
o Directly from downstream contractor to owner, or

LEXBRIDGE
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o Through EPCM with management fee added.

Risk Architecture
Under EPCM:

e Owner retains greater cost risk compared to lump sum EPC.

e Owner gains procurement transparency.

e Risk is distributed across packages.

e Coordination responsibility sits with EPCM agency.
Pricing Nature
EPCM typically operates as:

e Management fee + subcontract cost

e Open-book or transparent procurement

o Package-based contracting
It may resemble cost-plus in economics but differs in governance mechanism.
Strategic Implication
EPCM increases:

e Cost visibility

e Procurement control

o Flexibility in scope

o Ability to optimize subcontractor margins
However, it also increases:

e Owner’s governance responsibility

e Need for strong contract management
o Exposure to cost risk if poorly structured

Concluding Framework

The delivery model spectrum can be visualized as:

Cost Cost Owner .
Model Certainty Transparency Control Risk Transfer
Lur]I;[I)) gum High Low Low High
| Item Rate ” Medium H Medium H Medium H Partial ‘
| Cost Plus ” Low H High H High H Low ‘
| GMP ” Medium-High H Medium-High H Medium H Shared ‘

LEXBRIDGE
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Cost Cost Owner .
Model Certainty Transparency Control Risk Transfer
PMC Low High High Low
. ) ) ) Structured
EPCM Medium High Medium-High Distribution

EPCM does not eliminate risk. It redistributes and reorganizes it.

The next chapter examines in depth how EPC compares structurally and strategically with

EPCM — and when each model makes financial sense.
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3. EPC vs EPCM - Structural and Strategic Comparison

The debate between EPC and EPCM is often oversimplified as:
“Do you want fixed price certainty or cost transparency?”
In reality, the choice between EPC and EPCM is a strategic allocation of:
e Financial risk
e Coordination responsibility
e Governance intensity
o Control over procurement

o Exposure to variation and claims

This chapter provides a structured comparison — not from an engineering lens, but from a
capital and governance perspective.

3.1 Risk Allocation Matrix

At the heart of EPC vs EPCM lies the question:
Who bears which risk?

Below is a simplified structural comparison.

| Risk Category H EPC (Lump Sum) H EPCM |
| Design Risk H Contractor H Shared / Managed by EPCM |
| Quantity Risk H Contractor (within scope) H Owner |
| Price Escalation HContractor (subject to clauses)H Owner |
| Procurement Risk H Contractor H Owner (managed by EPCM) |
| Coordination Risk H Contractor H EPCM Agency |
| Delay Risk H Contractor (LD applicable) H Shared / Package-wise |
|Subc0ntractor DefaultH Contractor HOwner exposure (via package)|
| Cost Overrun H Contractor (within scope) H Owner |

Important Clarification
While EPC transfers many risks contractually to the contractor:

e The contractor prices that risk.
e Risk premium is embedded in the contract value.

Under EPCM:

e Risks are more transparent.
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o Butrisk pricing is not consolidated.
e Owner must manage retained risk actively.

3.2 Control vs Convenience Trade-Off

EPC = Convenience Model
Under EPC:

o Single contract.

e Single point responsibility.

o Simplified governance.

e Reduced owner involvement.
This is operationally convenient.
But convenience comes at a cost:

e Embedded margins.

e Limited procurement visibility.

e Reduced flexibility.
e High change order leverage for contractor.

EPCM = Control Model
Under EPCM:
e Multi-package contracting.

o Transparent procurement.
e Owner visibility into subcontract pricing.

e Greater flexibility to replace underperforming vendors.

However:
e Higher coordination complexity.

e Greater administrative involvement.
o Stronger need for contract governance.

Strategic Question
Are you optimizing for:
e Administrative simplicity? (EPC),
or

o Capital efficiency and cost transparency? (EPCM)

This is not an engineering choice — it is a governance choice.

LEXBRIDGE
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3.3 Transparency vs Risk Transfer

EPC provides risk transfer with opacity.
EPCM provides transparency with retained risk.

Under EPC

o Price is fixed (subject to scope).

e Subcontractor margins are embedded.

e Procurement decisions are mostly contractor-controlled, except approved vendors
clauses are usually embedded in the EPC contracts.

o Owner sees only aggregate contract value.

The developer pays for:
e Risk premium
o Contingency buffer
e Corporate overhead

e Profit margin

All bundled.
Under EPCM
e Subcontract packages are separately tendered.
o Pricing visibility improves.
e Subcontractor margins become transparent.
o« EPCM management fee is visible.
However:
e Owner retains escalation risk, if subcontracts not drafted meticulously.

e Owner retains cost exposure for scope changes.
e Strong change management discipline becomes critical.

Key Insight

EPC converts risk into price.
EPCM converts risk into governance responsibility.

3.4 Lender & Bankability Considerations
Lenders evaluate projects on risk predictability.
Why Lenders Often Prefer EPC

e Single point responsibility.
e Defined completion obligation.

LEXBRIDGE
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e Performance guarantees.
e Liquidated damages for delay.
e Perceived cost certainty.

For project-financed assets (power plants, toll roads, large infra), EPC may improve
bankability perception.

EPCM and Lender Comfort
EPCM can still be bankable if:
o Strong performance security mechanisms exist.
o Robust downstream contracting framework is in place.
o Insurance coverage is comprehensive.
o Governance structure is institutionalized.
o Independent oversight exists.
In complex industrial projects, lenders may accept EPCM if:
e Sponsor strength is high.

e Governance and cost control systems are credible.
e Risk registers and monitoring mechanisms are structured.

Bankability Is Not About Label — It Is About Structure

An EPC contract poorly drafted can be less bankable than a well-governed EPCM structure.

3.5 When EPC Is Preferable

EPC may be strategically preferable when:

1. Scope is well-defined and stable.
2. Speed of execution is critical.
3. Owner lacks internal project management capability.
4. Financing structure demands consolidated risk transfer.
5. Promoter seeks cost certainty over cost optimization.
6. Project is standardized and replicable.
7. Governance bandwidth is limited.
Examples:

o Fast-track industrial sheds
o Standardized renewable projects
o Certain public-private infrastructure assets

EPC suits promoters who prefer to outsource complexity.

LEXBRIDGE
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3.6 When EPCM Is Preferable

EPCM may be preferable when:

Project 1s highly complex and multi-package.

Subcontract specialization drives value.

Owner wants procurement transparency.

Cost optimization is critical to IRR.

Design is evolving or phased.

Scope uncertainty exists at initial stage.

Promoter has governance capability.

There is strategic intent to build long-term vendor ecosystem.

XN R =

Examples:
o Large manufacturing plants
e Warehousing clusters
o Brownfield expansions
e Industrial townships
e Process-heavy facilities

EPCM suits promoters who want control and cost visibility.

3.7 Hybrid Structures in Practice

In reality, pure EPC or pure EPCM is rare. Many projects use hybrid structures.
Hybrid Model 1 — EPC for Core + EPCM for Balance

e Core process plant on EPC.

e Balance of plant (BoP) via EPCM.

e Owner optimizes high-risk packages.
Hybrid Model 2 — EPCM with Select Lump Sum Packages

e Major civil works on lump sum.

o MEP and specialized packages separately tendered.
e EPCM coordinates.

Hybrid Model 3 — EPC with Independent Contract Oversight

e EPC contractor appointed.
e Owner engages independent Contract Management Consultant.
e Focus on change order control and risk audit.

Hybrid Model 4 - EPCM with Limited-Purpose PMC

o EPCM manages packages.

LEXBRIDGE
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e PMC monitors technical compliance only.
e Governance layer remains separate.

Strategic Reality

The question is not:

EPC or EPCM?

The real question is:

How should risk, transparency and governance be structured for this specific project?
Concluding Perspective

EPC and EPCM are not competing ideologies.
They are different philosophies of risk organization.

e EPC centralizes risk and embeds cost.
o EPCM distributes risk and exposes cost.

The choice depends on:

o Risk appetite

e (Governance maturity
o Financing structure

o Internal capability

o Strategic objectives

The next chapter moves from comparison to structural architecture — examining how EPCM
is actually designed and implemented in practice.
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4. EPCM Model Architecture Explained

Having compared EPC and EPCM structurally, we now move to a deeper examination of
how the EPCM model actually functions in practice.

EPCM is often misunderstood as either:

e A glorified PMC arrangement, or
e A diluted EPC contract.

In reality, EPCM is a management-centric project delivery architecture, where execution
is distributed across multiple trade contractors but coordination, integration and delivery
oversight are centralized under the EPCM Agency.

This chapter explains the internal structure of the model.

4.1 Role of EPCM Contractor / EPCM Agency

The EPCM Contractor (or EPCM Agency) is not merely a consultant.
It is also not a turnkey contractor.

Its core role is:

To engineer, procure and manage the construction of the project through multiple
downstream packages.

The EPCM Agency typically undertakes responsibility for:

e Design coordination

o Engineering management
e Procurement strategy

o Tendering of packages

e Vendor evaluation

o Construction coordination
e Schedule integration

¢ Quality oversight

e Progress monitoring

e Cost tracking

e Change management

However, it does not usually perform physical construction with its own manpower and
plant.

Strategic Position of EPCM
EPCM acts as:

o Integrator of all packages
e Coordinator between designers and contractors
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o Interface manager across trades
e Central reporting authority
e Project control office

In essence, EPCM manages complexity rather than executes trade work.

4.2 Lifecycle Scope: Conceptto DLP
A well-structured EPCM engagement may span the entire project lifecycle:

1. Concept & Feasibility Stage

e Assisting in project conceptualization
e Advising on technical feasibility

o High-level cost estimation

e Schedule planning

o Identification of key packages

e Advising on regulatory roadmap

In some projects, EPCM is engaged even before financial closure.

2. Pre-Construction & Engineering Phase

e Design coordination across consultants
e Preparation of Design Basis Report

e Cost benchmarking

o Package structuring strategy

e Procurement planning

e Tender documentation preparation

e Vendor prequalification

This phase determines downstream risk distribution.
3. Procurement Phase

e Running competitive tenders

o Technical and commercial evaluation

e Price negotiations

¢ Recommendation of award

e Drafting or coordinating downstream contracts

This stage drives cost transparency.

4. Construction Phase
e Coordinating all downstream contractors
e Managing inter-package interfaces

e Monitoring schedule (L1-L4 planning)
e Quality control systems

LEXBRIDGE
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o Site coordination meetings
o Payment certification

e Managing variations

e Reporting to owner

Execution management becomes central here.

5. Completion & DLP Phase

e Testing and commissioning coordination
e Snag list and punch list management

o Final bill certification

o Ensuring warranties are assigned

e Monitoring defects during DLP

EPCM oversight may extend into the Defects Liability Period.

4.3 Execution Management vs Physical Execution

One of the most critical distinctions in EPCM is between:

o Execution Management, and
e Physical Execution

Physical Execution
Includes:

e Civil construction

o Structural fabrication / PEB erection
e MEP installation

o Equipment erection

e Process piping

e Finishing works

These are performed by downstream contractors.
Execution Management
Includes:

e Planning and sequencing

e Interface management

e Monitoring progress

e Managing dependencies

o Aligning packages

o Enforcing timelines

e Coordinating design revisions
e Tracking cost impact

LEXBRIDGE
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Execution management is intellectual and administrative in nature — not physical.
Strategic Insight

In many complex industrial projects, failure does not occur because concrete was poorly
poured.

It occurs because:

o Packages were misaligned

e Drawings were delayed

o Interfaces were poorly coordinated
e Change orders were unmanaged

e Procurement sequencing failed

EPCM is designed to address these systemic coordination risks.

4.4 Governance Structure Under EPCM

EPCM creates a layered governance model.

Typical Governance Layers

1. Owner / Developer
o Strategic decisions
o Budget approval
o Major variation approvals
2. EPCM Agency
o Day-to-day management
o Coordination authority
o Reporting consolidation
3. Downstream Contractors
o Package execution
o Compliance with scope
o Performance obligations
4. Independent Oversight (Optional but Recommended)
o Contract management review
o Commercial audit
o Risk allocation audit
o Claims control

Reporting Structure
EPCM typically provides:
e Weekly progress reports
e Cost tracking dashboards

o Risk registers
e Variation logs

LEXBRIDGE
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e Schedule deviation analysis

The governance model becomes data-driven.
Critical Success Factor
EPCM works effectively only when:
e Decision authority is clearly defined
e Escalation hierarchy is structured
e Change order process is disciplined

e Payment certification is controlled

Without governance discipline, EPCM may devolve into fragmented coordination.

4.5 Authority, Accountability and Delegation

A frequent point of confusion is:
How much authority does EPCM actually have?

This depends entirely on contract drafting.
Authority
EPCM may be authorized to:

e Issue site instructions

o Coordinate package sequencing

e Recommend variation approvals

o Certify interim payments

e Approve shop drawings

However, financial approvals may remain with the owner.
Accountability
EPCM is typically accountable for:
e Management performance
¢ Schedule coordination
e Reporting accuracy
e Procurement process integrity
It may not be accountable for:
e Downstream contractor’s financial solvency — however EPCM should do proper due

diligence of downstream contractors prior to subcontracting
e Subcontractor default (unless contractually assumed)
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o Price escalation exposure, unless attributable to EPCM
Delegation Balance

Too little authority — EPCM becomes ineffective.
Too much authority without accountability — Governance risk.

The contract must clearly define:
e Decision rights
e Financial limits
e Approval thresholds

e Escalation procedures

Ambiguity at this stage creates future disputes.

4.6 Whether EPCM Acts as Principal Contractor
This is a legally sensitive question.
Under EPC:
o EPC contractor is clearly the principal contractor.
Under EPCM:
The answer depends on structure.
Scenario 1 — Direct Contracting Model

e Downstream contractors contract directly with owner.
o EPCM manages but does not contract.

In this case:

e EPCM is not principal contractor.
e Owner retains contractual privity with trade contractors.

Scenario 2 — Managed Subcontracting Model

e Downstream contractors contract with EPCM.
e« EPCM invoices owner for subcontract cost plus management fee.

In this case:
o EPCM assumes greater contractual exposure.

e EPCM may function similar to a managing contractor.
o Risk exposure increases.
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26



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

Labour & Regulatory Perspective
In many jurisdictions, principal employer status depends on:

¢ Who controls the site?

e  Who issues work orders?
e  Who pays wages?

e Who supervises work?

Even if EPCM is not principal contractor contractually, it may attract regulatory
responsibilities depending on statutory interpretation.

From the legal view point, in EPC contract, the parties (i.e. owner and contractor) are deemed
to be acting on principal to principal basis. In EPCM contract also usually the standard
boilerplate clause mentions as principal to principal basis, but it depends on the intent of
parties and conduct of parties. For example, if EPCM has very low authority but not
responsible for results, he may be deemed to be an agent, but if EPCM has high authority and
is accountable for outcomes only rather than the methods, he is deemed to be on principal to
principal basis.

Strategic Insight

Whether EPCM acts as principal contractor must be:
e Carefully structured contractually
e Aligned with labour law obligations
o Consistent with insurance structure

o Reflected in indemnity clauses

This is not merely a drafting issue — it affects liability exposure.
Concluding Perspective

EPCM is not a diluted EPC.
It is not a pure consultancy.

It is a structured management-led delivery framework that:

o Centralizes coordination

e Distributes execution

o Enhances transparency

e Requires strong governance discipline

Its success depends less on the label “EPCM” and more on:
e Contract architecture
e Authority definition

o Risk allocation clarity
e Oversight mechanisms
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The next chapter examines how downstream contracting is structured under EPCM — and
how different models affect risk, cost and administrative burden.
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5. Downstream Contracting Structures Under EPCM

The true character of an EPCM project is not defined merely by the EPCM agreement — it is
defined by how downstream packages are structured.

Two primary models are commonly adopted in practice:
Model A — Direct Contracting with Owner
(Downstream contractors contract & bill directly to Owner)
Under this structure:

o The Owner enters into separate contracts with each downstream contractor.
o EPCM Agency manages tendering, evaluation and coordination.

o Downstream contractors invoice the Owner directly.

e EPCM receives a management fee separately.

EPCM functions closer to a managing agent or high-powered PMC — but with expanded
coordination authority.

Model B — Managed Subcontracting Through EPCM

(Downstream contractors contract with EPCM; billing passthrough)
Under this structure:

e Downstream contractors enter into subcontract agreements with the EPCM Agency.

e Contractors bill EPCM.

e EPCM consolidates and bills Owner, typically adding its management fee or mark-up.

e EPCM assumes higher contractual exposure.

e There may be tripartite agreements / direct agreements for limited purpose such as
providing BGs in favour of owner.

This structure resembles a Managing Contractor model.
The choice between these two models materially affects:
e Legal exposure
e (Cash flow dynamics
o Tax implications
e Administrative complexity
e Risk concentration

e Market positioning of EPCM Agency

This chapter examines both structures analytically.
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5.1 Legal & Commercial Structure

Model A — Direct Contracting
Contractual Privity

e Owner < Downstream Contractor
e Owner <> EPCM Agency

There is no contractual relationship between EPCM and downstream contractors (other than
coordination authority).

Commercial Position
e Owner bears contractual liability to each contractor.
e EPCM acts as management authority but not contracting counterparty.

o Disputes between Owner and contractor are direct, however, in arbitration / court
proceedings, EPCM may be called off for expert testimonial / witness.

Model B — Managed Subcontracting

Contractual Privity

e  Owner <> EPCM Agency
e EPCM Agency <> Downstream Contractors

Owner does not contract directly with trade contractors except for tripartite agreements /
direct agreements for limited purpose such as providing BGs in favour of owner.

Commercial Position
o EPCM assumes subcontract administration responsibility.

e Owner pays EPCM for total project cost.
o EPCM manages subcontract claims and compliance.

Structural Observation

Model A distributes contractual relationships.
Model B consolidates contractual chain under EPCM.

The legal architecture defines risk concentration.
5.2 Billing & Cash Flow Mechanics

Model A — Direct Billing to Owner

Flow:

1. Contractor raises invoice to Owner with copy to EPCM for certification.
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2. EPCM certifies measurement and progress and issues Certificate of Payment (COP).
3. Owner pays contractor basis the COP.
4. EPCM separately invoices Owner for management fee.

Cash Flow Characteristics
e Owner controls direct payments.
e Reduced cash flow risk for EPCM.

e No working capital exposure for EPCM (unless structured otherwise).
e TDS and GST compliance handled by Owner.

Model B — Billing Through EPCM

Flow:
1. Contractor raises invoice to EPCM.
2. EPCM verifies and certifies.
3. EPCM invoices Owner (including subcontract cost + fee).
4. Owner pays EPCM.
5. EPCM pays contractor.

Cash Flow Characteristics
e EPCM may carry interim working capital risk.
o Payment delay risk shifts to EPCM.

e GST and TDS compliance flows through EPCM.
o Financial exposure of EPCM increases.

Strategic Cash Flow Insight
Model B enhances EPCM top-line but increases:
o Balance sheet exposure
e (Cash flow timing risk / working capital exposure
e Tax compliance complexity
Model A reduces EPCM financial exposure but limits revenue visibility.
5.3 Risk Allocation Differences

Model A — Risk Distribution

| Risk H Owner H EPCM H Contractor ‘
Subcontractor Default Yes No (m;rlllz; g,;ement Yes

|Payment Delay H Owner risk ” Limited H Yes ‘
|C1aims & Disputes H Direct ” Advisory H Yes ‘
|Escalati0n Risk H Owner ” Advisory H Limited ‘
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Owner retains greater direct contractual risk.

Model B — Risk Concentration

| Risk H Owner H EPCM HContract0r|
|Subcontractor DefaultH Indirect H Higher exposure H Yes |
|Payment Delay H Indirect H Higher H Yes

|Claims & Disputes H Through EPCM HDirect management” Yes

|Escalation Risk HOwner (economic)H

Operational H Limited

EPCM’s exposure increases.
Key Difference

Model A — Risk remains fragmented.
Model B — Risk chain becomes hierarchical.

5.4 Administrative Burden on Owner

Model A

Owner must manage:

e Multiple contracts

e Multiple securities

e Multiple bank guarantees

e Direct TDS compliance

e Direct dispute management

This increases:
e Legal workload

« Finance team coordination
o Contract tracking complexity

However, it increases transparency and control.

Model B

Owner manages:
e One primary contract (EPCM)
o Fewer payment interfaces
o Centralized reporting

Administrative simplicity improves.

However:
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e Dependency on EPCM increases.
e Oversight becomes indirect.

Governance Trade-Off

Model A — Higher control, higher involvement.
Model B — Higher delegation, reduced direct involvement.

5.5 Impact on EPCM Top-Line & Prequalification
Model A

e EPCM revenue limited to management fee.

o Balance sheet size remains small.

e Prequalification capability for future projects may be limited.
e Perceived as consultant, not managing contractor.

Model B

e EPCM books full subcontract value (depending on accounting treatment).
o Higher turnover.

o Stronger prequalification credentials.

o Enhanced market positioning as managing contractor.

Strategic Implication
Model B allows EPCM to:

e Scale revenue.

o Improve financial profile.

e Compete for larger projects in future.

Model A keeps EPCM in advisory band.

5.6 Comparative Benefit Analysis
For Developers
Model A Advantages
e Greater cost transparency
o Direct contractual control
e Lower intermediary financial exposure
e Reduced mark-up layering

Model A Risks

o Higher administrative load
o Direct dispute exposure
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e Requires strong internal governance
Model B Advantages

o Simplified contract chain
e Reduced direct vendor management
o Centralized responsibility

Model B Risks

e Dependence on EPCM
e Possible mark-up stacking
e Reduced direct leverage over subcontractors

For EPCM Agencies
Model A

e Lower financial risk
o Lower working capital requirement
e Limited top-line growth

Model B

e Higher revenue base
e Stronger market positioning
o Higher contractual exposure
e Greater liability risk

For Downstream Contractors
Model A
o Direct relationship with Owner
o Greater payment security (subject to Owner solvency)
e Clear contractual interface
Model B
o Relationship managed through EPCM

o Payment dependent on EPCM cash flow
e Potential reduced negotiation leverage

Strategic Summary

Stakeholder| Model A | Model B |
|Developer H Higher control ” Higher delegation ‘
|EPCM H Lower risk, lower scale H Higher scale, higher exposure ‘
|Contract0r H Direct privity ” Managed relationship ‘
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Concluding Perspective
The downstream contracting structure defines whether EPCM operates as:

e A management architect (Model A), or
e A managing contractor (Model B).

There is no universally superior model.
The optimal structure depends on:

e Owner governance capability

o EPCM balance sheet strength

o Financing constraints

o Risk appetite

e Tax structuring considerations
e Long-term strategic positioning

The next chapter examines the financial economics behind EPC vs EPCM — and whether
EPCM truly delivers cost advantage in practice.
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6. Cost Economics: EPC vs EPCM Financial Analysis

The debate between EPC and EPCM ultimately comes down to economics.
Many promoters assume:

e EPCM is always cheaper because it eliminates “EPC margin”.
o EPC is always expensive because it embeds contractor profit.

Both assumptions are incomplete.
The real financial comparison must evaluate:
e What is being priced?
e Who bears which risks?
e How are margins layered?
e What governance cost is required?

e What is the impact on project IRR?

This chapter presents a structured analysis of cost economics.

6.1 How EPC Pricing Is Built

A lump sum EPC price is not merely the sum of construction costs. It is a bundled risk-
adjusted commercial package.

A typical EPC pricing structure includes the following components:
1. Subcontractor Margins
EPC contractors rarely execute 100% of work themselves.
They typically:
e Subcontract major civil works
e Subcontract MEP
e Subcontract structural fabrication
e Subcontract PEB works
e Subcontract specialized packages like PHE, FPS, infra development etc.
Each subcontractor includes its own:
e Direct cost
e Overhead
o Profit margin (typically 8-15% depending on trade and market conditions)

These margins are embedded inside the EPC price.
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2. EPC Contractor Risk Premium

Because EPC assumes:

Quantity risk

Coordination risk

Escalation risk (subject to contractual tolerance limits)
Delay risk

Performance risk

It adds a risk premium to cover:
o Potential claims
e Price fluctuations
e Liquidated damages exposure
e Subcontractor failure risk
This premium may range from 5-15% depending on project uncertainty.
3. Contingency Buffer
EPC contractors often build internal contingency into pricing:
e For scope ambiguity
e For drawing delays
o For site surprises

e For change management leverage

This is not always visible to the owner.
4. Corporate Overhead & Profit

In addition to subcontract margins, EPC includes:

Corporate overhead allocation
Head office cost

Financing cost

Target profit margin

Thus, EPC pricing structure may look like:
Direct cost + Subcontract margins + Risk premium + Contingency + Overhead + Profit

The owner pays for consolidated risk transfer.

6.2 EPCM Cost Structure

Under EPCM, the financial architecture changes.
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Instead of consolidated pricing, cost becomes disaggregated.
1. EPCM Management Fee

EPCM typically charges:

¢ Fixed fee, or
e Percentage of project cost (2—-8% range depending on scope and sector)

This fee covers:
o Engineering management
e Procurement management
e Construction coordination

e Reporting & governance

It is transparent and separately identifiable.
2. Subcontractor Margins
Subcontractors are appointed directly (Model A) or through EPCM (Model B).
Each subcontractor still includes:
e Direct cost
e Overhead
e Profit margin
These margins are not eliminated under EPCM.
The key difference:
Margins are visible and separately tendered.
3. Owner-Borne Risk Exposure
Under EPCM, owner retains:
e Quantity risk
e Escalation risk
e Scope change cost
o Inter-package interface risk
These risks do not disappear — they remain economically with the owner.

4. Internal Governance Cost

EPCM requires:
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e Strong cost monitoring
o Contract management
e Variation control
e Claims monitoring
o Payment verification
If owner lacks capability, it may need:

e Independent contract management consultant
e Project audit mechanism

This is a real cost element.

Simplified EPCM Cost Structure

Direct subcontract cost + Subcontractor margins + EPCM fee + Governance cost + Owner-
retained risk impact

6.3 Numerical Comparative Illustration

Let us consider a simplified hypothetical example.
Assume:

o Base direct construction cost (if perfectly executed without delays) =100 crore
e Full works subcontracted.

Scenario A — EPC Model

Subcontractor margin (avg. 12%) — 12 crore
Base subcontract cost — 2112 crore

EPC risk premium (8%) — 9 crore
Contingency buffer (5%) — %6 crore
Corporate overhead & profit (8%) — 10 crore
Total EPC Price =137 crore

Owner pays X137 crore for risk transfer.

Scenario B —- EPCM Model

Direct subcontract cost = 2100 crore
Subcontractor margin (12%) = X12 crore

Subtotal =112 crore

EPCM management fee (5%) = 5.6 crore
Independent governance & audit cost = 2 crore
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Subtotal =119.6 crore

Now assume:

Owner absorbs escalation & variation impact = X5 crore
Total EPCM Economic Cost = %124.6 crore
Comparative QOutcome

EPC =%137 crore
EPCM =X124.6 crore

Difference =~ X12.4 crore (~9%)
This example illustrates potential savings.
However, this assumes:

o Efficient governance

e Controlled variation

o Strong tendering discipline
e No major interface failure

If governance fails, cost advantage erodes.

6.4 Where EPCM Delivers Real Savings

EPCM can generate genuine financial advantage when:

Project has multiple specialized packages.

Market competition among subcontractors is strong.
Owner actively manages scope clarity.

Risk premium in EPC pricing would have been high.
Escalation environment is stable.

Strong contract management exists.

Change orders are tightly controlled.

Nk WD —

EPCM works best when transparency converts into disciplined cost management.

6.5 Where EPCM May Increase Risk or Cost

EPCM may become costlier when:

Owner lacks governance capability.
Scope is poorly defined.

Interface coordination fails.

Escalation risk materializes significantly.
Variation management is weak.

M
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6. Subcontractor default occurs.
7. Claims environment becomes fragmented.

In such cases, EPCM may lead to:
e Multiple claims
o Delay disputes
e Escalation spillover

e Administrative chaos

Poorly governed EPCM can exceed EPC cost.

6.6 Impact on Project IRR & Capital Efficiency

Project IRR is highly sensitive to:

o Total capital cost

e Time to completion

e Delay-related IDC

e Post-commissioning ramp-up
Capital Efficiency
Lower initial capital cost improves:

e Equity IRR

o Debt servicing comfort

e Payback period
If EPCM reduces project cost by even 5—-10%, the IRR impact may be substantial.
Time Risk
However, if EPCM leads to:

e Coordination delays

o Package misalignment

o Disputes
The time overrun may negate cost savings.
Financial Sensitivity Example

If:

Project cost = X500 crore
Expected IRR = 15%

A 10% cost saving under EPCM may increase IRR by 1-2%.
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But a 12-month delay may reduce IRR by similar or greater magnitude.
Thus:

Cost advantage must not come at the expense of schedule discipline.
Strategic Conclusion
EPC pricing converts uncertainty into upfront cost.
EPCM exposes uncertainty but offers opportunity for optimization.
The true economic superiority of EPCM depends on:

e Governance strength

e Tender discipline

e Risk allocation clarity

o Contract management capability

EPCM is not inherently cheaper.
It is potentially more efficient — when professionally structured and governed.

The next chapter examines the structural differences between EPCM, PMC and Contract

Management Consultants — and how layered governance can protect capital in complex
projects.
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7. EPCM vs PMCvs CMC

As project delivery models become more sophisticated, so does the governance architecture
around them.

In practice, confusion often arises between:

e Project Management Consultant (PMC)
o EPCM Agency
e Contract Management Consultant (CMC)

These roles overlap in perception — but are structurally different in mandate, liability and
value contribution.

For developers, promoters and contractors, clarity on these distinctions is critical. Poor role
definition leads to:

e Overlapping authority
e Accountability gaps

e Governance dilution

e Claims exposure

e Financial leakage

This chapter separates these roles analytically.

7.1 Whatls a PMC?

A Project Management Consultant (PMC) is primarily a technical oversight entity.
Typical PMC responsibilities include:

e Monitoring project progress
e Reviewing drawings

e Quality inspection

o Site supervision

o Coordinating contractors

e Certifying running bills

e Reporting to owner

PMC generally:
e« Does not execute work
¢ Does not assume construction risk
e Does not take price risk

e Does not usually assume contractual liability for project delivery

PMC acts as an extension of the owner's technical team or Owner’s Engineer.
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PMC Characteristics

e Advisory in nature

e Limited liability

e Focused on quality and timeline

e Less focused on commercial structuring

o Suitable for multi-contractor item-rate projects

PMC is a technical governance tool, not a delivery structure.

7.2 WhatlIs an EPCM Agency?

An EPCM Agency operates at a higher level of integration.
EPCM is responsible for:

o Engineering coordination
e Procurement management
Tender structuring
Package sequencing
Construction management
Schedule integration

Cost tracking

Unlike PMC, EPCM:

Shapes procurement architecture
Structures downstream contracts
Integrates design and execution
Manages interface risks

EPCM assumes a more central coordination role.
However:
e It may not assume full construction risk like EPC.
o Its liability depends on contract drafting.
e [t may or may not contract with downstream vendors (as per the models discussed in

Chapter 5).

EPCM is a delivery management framework, not merely supervision.

7.3 What s a Contract Management Consultant (CMC)?

A Contract Management Consultant (CMC) operates in a different domain.

CMC focuses on:
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o Contract architecture
¢ Risk allocation

e Commercial governance

e Variation control
e (Claims prevention

o Payment certification audit
e Dispute avoidance strategy
o Contract compliance review

CMC does not:

e Manage site execution

e Replace PMC
e Replace EPCM

Instead, CMC protects the project’s commercial and contractual integrity.

Core Domain of CMC

e Drafting and reviewing EPC / EPCM agreements
o Structuring downstream package contracts

e Aligning indemnities and liabilities
e Reviewing bank guarantees and securities

e Designing change order control mechanisms
e Conducting contract audits

e Supporting board-level risk oversight

CMC is a commercial risk governance layer.

7.4 Technical Oversight vs Commercial Governance

The distinction becomes clearer when roles are compared functionally.

| Function I PMC | EPCM || CMC |
|Site Supervision H Yes H Yes H No |
|Engineering Coordination H Limited H Yes H No |
|Pr0curement Strategy H No H Yes H Advisory |
|Contract Drafting H No ” Limited H Yes |
|Risk Allocation Structuring“ No ” Limited H Yes |
|Variation Control H Operational H Yes H Audit |
|Claims Prevention H Reactive HOperationalH Strategic |
|Payment Audit HBasic certiﬁcation” Yes HIndependent review|
Key Insight

LEXBRIDGE

45



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

e PMC ensures the work is technically correct.
e EPCM ensures the work is coordinated and delivered.
e CMC ensures the risk and commercial exposure are controlled.

Each serves a different governance dimension.

7.5 Should Developer Appoint PMC Alongside EPCM?

This is a frequent strategic question.
If EPCM is already managing execution, is PMC required?
The answer depends on:

e Project complexity

e Sponsor governance culture

o Lender requirements
o Internal capability

Scenario 1 — Full Authority EPCM
If EPCM is:
o Contractually empowered
e Technically strong
e Accountable for schedule coordination

e From PMC background

A separate PMC may be redundant.

Scenario 2 — Owner Requires Additional Technical Validation

In high-risk sectors (refineries, heavy industrial plants, infrastructure PPP projects):

Owner may appoint:

e Limited-scope PMC for technical compliance review
e Independent engineer for lender comfort

This is governance layering, not duplication.

Risk of Overlapping Roles

Poorly defined PMC and EPCM roles may create:
o Conlflicting instructions

e Accountability confusion
e Delayed decision-making
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If PMC is appointed alongside EPCM, scope demarcation must be precise.

7.6 Limited-Purpose PMC for Risk Mitigation

Instead of a full PMC, developers may appoint:
e Independent technical reviewer
o Lender’s engineer (usually appointed as a part of financing covenants)
e Compliance monitor
This structure may be useful when:
e Project is financed
e Sponsor lacks technical depth
e EPCM is foreign or newly appointed
Such limited-purpose PMC focuses on:
e Design validation
e Milestone certification
e Technical compliance

e Lender reporting

It does not interfere in day-to-day coordination.

7.7 Independent Contract & Commercial Oversight - Why It
Matters

Even the strongest EPCM structure can fail commercially if:
e Downstream contracts are poorly drafted
e Indemnity clauses are weak
e Insurance alignment is flawed
o Change order controls are vague
e Escalation clauses are ambiguous
e Performance securities are inadequate
Many disputes arise not from engineering failure — but from contractual ambiguity.

Why Independent Oversight Matters

EPCM manages execution.
It may not independently audit its own contractual exposure.

Independent commercial oversight ensures:

o Risk allocation is aligned with strategy
e Downstream packages are back-to-back
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e Variation mechanisms are disciplined
o Payment certification is robust
e (Claims are prevented rather than reacted to

This becomes especially critical in EPCM, where owner retains significant economic risk.

7.8 How CMC Strengthens EPCM Framework

A well-structured CMC engagement enhances EPCM effectiveness without undermining it.

1. Contract Structure

e Structuring EPCM agreement

e Designing downstream contract templates

e Supporting in downstream procurement & contracting process
e Aligning risk distribution

2. Change Order Governance
o Establishing approval thresholds

e Defining documentation standards
e Preventing scope creep

3. Commercial Audit & Risk Review

o Reviewing payment certifications
e Monitoring LD enforcement

o Evaluating delay analysis

e Auditing variation pricing

4. Claims Prevention
e Identifying early warning signals
o Ensuring documentation discipline
e Supporting dispute avoidance strategy
5. Board-Level Reporting
o Translating operational data into risk insights
e Highlighting exposure areas
e Providing independent comfort to lenders and investors

Strategic Benefit

CMC does not compete with EPCM.
It strengthens governance around it.

LEXBRIDGE



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

In capital-intensive projects where cost transparency is increased under EPCM, commercial
discipline becomes even more critical.

Without structured contract management:

e Transparency may expose risk without controlling it.
e Savings potential may be lost in variation and claims.

EPCM organizes execution.
CMC safeguards commercial integrity.

Concluding Perspective

EPC, EPCM and PMC address delivery.
Contract Management (CMC) addresses risk.

In large infrastructure and industrial projects:
e Technical success does not guarantee financial success.
o Transparent procurement does not automatically produce savings.
e Distributed risk does not eliminate exposure.

Layered governance — technical, operational and commercial — determines outcome.

The next chapter moves deep into the mechanics of Contract Management, which is
comparatively emerging branch in construction projects governance.
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8. Role of Contract Management Consultants

EPCM increases transparency.
Transparency increases visibility of risk.
Visible risk requires structured governance.

Under lump sum EPC, much of the commercial complexity is contractually bundled into a
single counterparty. Under EPCM, risk becomes distributed across packages and interfaces.

This distribution improves flexibility and cost visibility — but it also multiplies contractual
touchpoints.

That is where structured Contract Management becomes critical.

Contract Management through independent agency called Contract Management Consultant
(CMC) is comparatively new in India, whereas PMC is much prevalent concept.

A CMC in an EPCM project is not an operational supervisor, unlike PMC. Contract
Management is a governance layer designed to:

e Structure contracts correctly at inception
e Align downstream obligations

e Control variations

e Prevent claims

e Audit risk exposure

e Protect capital

This chapter examines the role of CMC (whether in-house or independent) in detail.

8.1 Structuring the EPCM Contract

The EPCM contract is the foundation of the entire delivery framework.
Poor drafting at this stage creates systemic vulnerability across all downstream packages.
Key structuring considerations include:

e (lear scope demarcation

e Definition of authority and approval limits
e Responsibility for coordination failures

o Limitation of liability

e Insurance obligations

e Performance metrics

e Change order mechanisms

e Reporting obligations

e Indemnity framework

e Dispute resolution structure

A CMC assists in:
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e Designing a commercially balanced EPCM agreement
o Ensuring risk retained by the owner is consciously identified
e Avoiding ambiguous clauses that may create future exposure

The objective is clarity — not complexity.

8.2 Drafting & Reviewing Downstream Contracts

Under EPCM, downstream contracts multiply.
Each package must align with the overall risk philosophy of the project.
Key elements include:

e Scope precision

e Milestone structure

e LD provisions

e Escalation clauses

e Indemnity alignment

e Performance guarantees

e Retention structure

e Defects liability obligations

o Interface responsibilities

e (Cash flow based commercial clauses

Without careful drafting:

e Risk may flow upward unintentionally

e Warranties may not pass through properly
o Insurance may not align with exposure

e Claims may multiply

e Cash flow may be hindered

CMC ensures:
o Contract templates are consistent
o Legal language supports commercial intent
o Risk transfer is enforceable

o Cross-package dependencies are addressed

Downstream contracts should not be generic — they must reflect the specific project
structure.

8.3 Back-to-Back Risk Alignhment

One of the most critical elements in EPCM governance is back-to-back risk alignment.

If the owner assumes certain obligations under the EPCM agreement, downstream contracts
must mirror that allocation.
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Examples include:
e Indemnity scope
e Liquidated damages caps
o Force majeure treatment
o Escalation provisions
e Termination rights
e Warranty pass-through
Failure to maintain alignment may result in:
e Owner absorbing risks not recoverable downstream
e EPCM exposed without protection
o Fragmented claims

CMC’s role is to audit risk continuity across the contract chain.

Risk alignment must be structural, not assumed.

8.4 Change Order Governance

In EPCM projects, variation risk is real.

Because owner retains greater cost exposure, uncontrolled change management can quickly
erode financial advantage.

A structured change governance system includes:
e Defined variation triggers
e Documentation standards
e Approval thresholds
e Price benchmarking mechanism
e Time impact assessment methodology
o Escalation review process
CMC can design:
e Variation approval matrix
e Commercial evaluation protocols
o Impact assessment templates

The objective is not to eliminate changes — but to prevent uncontrolled financial leakage.

Transparent cost structure requires disciplined variation control.

8.5 Payment Certification Controls

Under EPCM, payment flows may be:
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e Direct from owner to contractor (Model A), or
e Routed through EPCM (Model B).

In both cases, payment certification must be governed by:

e Measured quantities

e Milestone validation

e Supporting documentation

e Compliance verification

e Deduction enforcement (retention, LD, etc.)

Weak certification practices lead to:
e Overpayment
e Reduced leverage
o Dispute vulnerability
CMC may establish:
e Certification audit protocols
e Independent bill review mechanisms

o Financial exposure tracking

Payment is not merely cash flow — it is risk management.
8.6 Claims Prevention Framework

Most infrastructure disputes originate from:

e Ambiguous scope

e Poor documentation

e Delayed decisions

¢ Inconsistent instructions
o Interface conflicts

A CMC supports claims prevention by:
o Ensuring clear instruction channels
e Standardizing communication protocols
e Maintaining structured documentation
e Monitoring early warning indicators
o Reviewing potential dispute triggers

Preventive governance reduces litigation risk.

Dispute avoidance is economically superior to dispute resolution.
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8.7 Risk Allocation Audits

Periodic risk audits are critical in EPCM structures.
Because risk is distributed, exposure may evolve over time.
Risk allocation audits examine:
e Whether downstream contractors are complying with obligations
e Whether insurance policies match contractual allocation
e Whether guarantees are valid and enforceable
o  Whether liability caps are adequate
e Whether regulatory compliance is aligned

These audits protect both:

e Owner capital
o EPCM operational integrity

Risk audit is not adversarial — it is structural discipline.
8.8 Acting as Independent Project Auditor

In capital-intensive projects, stakeholders may include:
o Institutional lenders
e Private equity investors
o Joint venture partners
e Board committees
Independent audit provides confidence that:
o Contract structures are functioning as intended
e Cost control is effective
e Risk exposure is monitored
e Governance standards are maintained

An independent contract-focused audit differs from:

e Technical site inspection
o Financial statutory audit

It bridges operational reality and contractual architecture.

This strengthens investor confidence.
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8.9 Protecting Developer Interests Without Undermining EPCM

A common concern is whether independent contract oversight by CMC / contracts auditor

weakens EPCM authority?

No, it does not.

The objective is not duplication — but governance reinforcement.
Effective integration requires:

e (learly defined scope of CMC

e Non-interference in day-to-day coordination
e Structured reporting lines

e C(Collaborative problem-solving

CMC enhances:

e Commercial clarity
e Risk transparency

e Change discipline

e Documentation rigor

It supports EPCM by:

e Reducing future disputes
e Protecting margin integrity
o Strengthening lender confidence

In mature governance frameworks, operational management and commercial oversight
coexist productively.

8.10 Protecting EPCM’s Interests Where CMC Is Appointed by
EPCM

While Contract Management Consultants are often appointed by developers, there are
situations where the EPCM Agency itself appoints a CMC.

This typically occurs when:

e EPCM is operating under Model B (managed subcontracting)
e EPCM assumes higher contractual exposure

o EPCM balance sheet risk increases

o Project size exceeds internal contract governance capacity

e Cross-border or complex regulatory exposure exists

In such cases, CMC does not act against EPCM — it strengthens its commercial position.
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1. Strengthening Downstream Contract Position

Where EPCM contracts directly with subcontractors, it becomes contractually exposed to:

e Subcontractor default
o Interface failures

e Delay claims

o Escalation disputes

e Defective performance

A CMC assists EPCM in:
o Drafting robust subcontract templates
o Ensuring enforceable indemnities
e Structuring effective LD mechanisms
e Aligning performance securities
o Protecting liability caps
This reduces upward financial leakage to the owner.
2. Managing Pass-Through Risk
In managed subcontracting structures:
o« EPCM invoices owner for subcontract cost plus fee.
e Cash flow timing mismatches may occur.
o Disputed amounts may create financial exposure.
CMC can design:
e Back-to-back payment clauses
e Conditional payment mechanisms
e Defined certification timelines

e Escalation alignment

This protects EPCM from becoming a financial buffer.
3. Variation and Scope Protection
One of the most significant risks for EPCM in Model B structures is variation exposure.
EPCM may become trapped commercially, if;
e Owner rejects variation pricing
e Downstream contractor insists on compensation

e Scope ambiguity exists

A CMC ensures:
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e Variation triggers are contractually defined
e Owner approval processes are clear
e Downstream pricing aligns with upstream recovery

Commercial alignment prevents margin erosion.
4. Limitation of Liability Structuring
EPCM exposure may exceed its management fee unless properly structured.
CMC assists in:
o Drafting clear limitation of liability clauses
e Capping exposure proportionately
o Excluding consequential damages

e Aligning insurance coverage with contractual exposure

Without such structuring, EPCM’s financial risk may be disproportionate to its fee.
5. Claims Defence & Dispute Shielding
In large projects, claims are inevitable.
Where EPCM is contracting counterparty, it must:
e Defend claims from subcontractors
e Manage back-to-back claims against owner
e Avoid double liability scenarios
CMC can:
e Support claims strategy
e Ensure documentation discipline
e Conduct contractual defensibility analysis

e Assist in early dispute resolution

This reduces litigation and arbitration risk.
6. Regulatory & Tax Exposure Mitigation
Where EPCM operates in managed subcontracting model:
e GST compliance flows through EPCM
o Withholding tax responsibilities may increase
o PE exposure may arise in cross-border projects

CMC can assist in:

o Structuring tax-efficient billing flows

LEXBRIDGE

57



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

e Aligning contract structure with GST provisions
e Reviewing indemnities related to tax claims
e Protecting EPCM from unforeseen statutory liabilities

7. Strengthening Prequalification & Market Position
Properly structured contract governance improves:

e Track record credibility

e Claims history management

e Financial statement robustness

e Lender confidence

A disciplined contract framework protects EPCM’s long-term market positioning.
Concluding Perspective

In an EPCM environment, risk is distributed across multiple contracts, interfaces and decision
layers. Transparency increases visibility — but it also increases exposure if not governed

with discipline.

EPCM increases structural transparency.
Transparency requires disciplined contract management.

Without structured commercial governance:
e Savings potential may dissipate
o Risk may migrate upward
e Claims may multiply
With structured contract architecture and oversight:
e Risk is consciously allocated
e Cost advantage can be preserved

e Project IRR can be protected

EPCM is a delivery strategy. PMC is a delivery assurance strategy, whereas Contract
Management is a capital protection and governance & compliance assurance strategy.

Whether the Contract Management Consultant (CMC) is appointed by:

e The Developer, or
e The EPCM Agency,

the underlying purpose remains the same:

To ensure that contractual architecture, commercial intent and risk allocation remain aligned
throughout the project lifecycle.
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When appointed by the Developer, the CMC protects capital, strengthens risk transfer
mechanisms and safeguards long-term financial outcomes.

When appointed by the EPCM Agency, the CMC reinforces contractual defensibility,
preserves margin integrity and protects against disproportionate liability exposure.

In both scenarios, the CMC does not interfere with operational execution.
It strengthens structural clarity.

In capital-intensive infrastructure and industrial projects:
o Technical excellence ensures delivery.
o Execution management ensures coordination.

o Contract governance ensures financial protection.

EPCM organizes execution.
Contract Management protects value.

Layered governance — operational and commercial — is not duplication.
It is disciplined risk architecture.

The effectiveness of EPCM, therefore, is not determined solely by how well work is managed

on site, but by how well risk is structured, documented and enforced across the contractual
chain.

The next chapter examines how downstream tendering and procurement strategy determines

cost efficiency and risk positioning in EPCM projects.
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9. Downstream Tendering & Procurement Strategy

In an EPCM structure, cost efficiency and risk positioning are largely determined during the
tendering and procurement phase.

Unlike lump sum EPC — where pricing is consolidated and risk is bundled — EPCM derives
its value from intelligent package structuring, competitive procurement and disciplined
evaluation.

If procurement is poorly designed:

e Transparency becomes ineffective.
e Subcontractor margins expand.

o Interface risk increases.

e Claims exposure multiplies.

If procurement is strategically structured:

o Competition improves pricing discipline.
e Specialized contractors enhance quality.
e Risk is consciously distributed.

o Capital efficiency improves.

This chapter examines procurement architecture under EPCM.

9.1 Package Identification & Sequencing

Package structuring is the first and most strategic procurement decision.
Improper package division can:

e Increase interface conflicts

o Create responsibility gaps

e Delay project sequencing

e Reduce competitive participation

Key Principles of Package Identification

Technical coherence — Each package should represent a logical scope cluster.
Market capability — Package size must align with contractor capacity.

Risk allocation — High-risk components may require different structure.
Financial viability — Packages must be commercially attractive.

Interface clarity — Clear boundary definitions are essential.

Nk W=

Typical Package Breakdown

¢ Civil & foundations
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e Structural works

o PEB works

o MEP works

e Process equipment supply
¢ Erection & installation

o Utilities

o External development

Specialized industrial projects may further subdivide based on:

e Process integration

e Automation

e High-value imported equipment
Sequencing Strategy
Package sequencing affects:

e Cash flow planning

e Mobilization overlap

o Interdependency risk

e Schedule compression capability
Improper sequencing may result in:

e Idle manpower

e Rework
e Delay claims

Procurement strategy must align with master schedule architecture.

9.2 Technical & Financial Prequalification

Prequalification is a risk filter.
Inviting unqualified contractors for bidding creates:

e Price distortion
e Unrealistic bidding
e Post-award failure risk

Technical Prequalification Criteria

o Relevant project experience

o Capacity and manpower strength
e Equipment, T&P capability

o Safety track record

o Past litigation history

e Technical certifications
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Financial Prequalification Criteria

e Net worth threshold

e Turnover benchmarks

e Working capital adequacy

e Debt exposure

o Banking relationships
Prequalification reduces:

e Default risk

e Performance uncertainty

¢ Claims likelihood

It protects both owner and EPCM integrity.

9.3 Tender Documentation Architecture

The tender document defines commercial discipline.

Poor documentation creates ambiguity that later converts into disputes.

A structured tender package should include:

e Request for Proposal (RFP)

o Instructions to Bidders (ITB)

e General Conditions of Contract (GCC)
o Particular Conditions of Contract (PCC)
e Scope of Work (clearly defined)

e Technical Specifications

o Bill of Quantities (BOQ) or Schedule of Rates
e Milestone Schedule

o Payment terms

e Performance security format

e Insurance requirements

e Draft agreement

Importance of Scope Precision
Ambiguity in scope leads to:
e Under-pricing followed by claims
e Variation disputes

o Interface conflicts

Clarity reduces opportunistic bidding behaviour.
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Alignment With EPCM Agreement
Downstream contract templates must align with:
o Risk allocation philosophy
e Insurance structure
o Liability caps

e LD mechanisms

Tender architecture is not a clerical exercise — it is risk engineering.

9.4 Negotiation & Price Discovery Strategy

Competitive tendering alone does not guarantee optimal pricing.
Effective price discovery requires:

e Benchmark cost analysis

e Rate comparison matrix

e Technical normalization

e Clarification rounds
e Structured negotiation meetings

Avoiding “Lowest Bid Trap”
Selecting purely on L1 (lowest bidder) without technical normalization can lead to:

e Unrealistic pricing

e Aggressive claims

e Performance compromise
Price evaluation must consider:

e Financial viability

e Resource capability

e Delivery credibility
Negotiation Discipline
Negotiation must focus on:

e Scope clarity

e Risk allocation

o Escalation mechanism

e Variation rates

e LD enforceability

Negotiation is not merely price reduction — it is risk calibration.
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9.5 Preventing Cartelization & Conflict of Interest

In large projects, procurement risk includes:
o Bid cartelization
e Price signaling

e Vendor collusion
¢ Internal conflict of interest

Preventive Measures
e Wide market participation
o Confidential bid handling
o Sealed digital submissions
e Independent evaluation committee

e Declaration of non-collusion
e Conflict of interest disclosures

Ethical Governance

Transparent procurement strengthens:
e Lender confidence
¢ Board comfort

e Investor trust

Procurement credibility protects project integrity.
9.6 Due Diligence of Contractors

Technical qualification alone is insufficient.
Commercial due diligence must assess:

o Financial stability

e Ongoing project commitments

o Litigation exposure

o Blacklisting history

o Statutory compliance track record
e Tax compliance history

Importance of Litigation Review
Contractors heavily involved in disputes may:

e Adopt aggressive claim strategy
o Delay execution to leverage negotiation

Due diligence reduces strategic vulnerability.
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9.7 Governance Controls During Procurement

Procurement must be governed through structured oversight.
Key governance controls include:

e Defined evaluation matrix

e Bid comparison transparency

e Approval hierarchy

e Board-level sanction thresholds

e Audit trail documentation
e Legal review of final contract

Independent Review Mechanism

For large projects, it is prudent to incorporate:
e Independent commercial review
o Contract alignment audit

e Risk allocation validation
Procurement is the stage where most cost savings are either realized — or permanently lost.
Concluding Perspective
In EPCM projects, procurement is the economic engine.

Savings do not arise automatically from transparency.
They arise from:

o Intelligent package structuring
o Competitive discipline

e Risk-aligned documentation

e Strong evaluation methodology
o Ethical governance

If procurement is weak, EPCM becomes administratively complex without delivering
financial advantage.

If procurement is strong, EPCM becomes a powerful instrument of capital efficiency.

The next chapter examines tax and regulatory implications, where structuring decisions
further influence project economics.
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10. Tax & Regulatory Implications (India)

Contracting structure is not only a risk allocation decision — it is also a tax architecture
decision.

Under EPC and EPCM, the flow of:

e GST
e Input tax credit (ITC)
e TDS

e Revenue recognition
e SPV structuring

varies materially.

In capital-intensive projects, inefficient tax structuring can permanently erode returns.
Conversely, correct structuring can protect project IRR and improve cash flow.

This chapter examines GST and Income-tax implications under Indian law in the context of

EPC and EPCM structures.

10.1 GST Implications

GST on EPC vs EPCM Services

Under EPC (Works Contract Model)

Lump sum EPC contracts typically qualify as:

“Works Contract” under Section 2(119) of the CGST Act.
Key implications:

o Treated as supply of service.
e GST rate generally 18% (subject to sector-specific notifications).

e GST charged on entire contract value (including embedded margins and materials).

e ITC available to the recipient subject to restrictions under Section 17(5).

Because pricing is consolidated, GST is levied on the bundled contract value.

Under EPCM

EPCM typically provides:
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o Engineering & management services (pure services).
e GST generally 18% on management fee.

Downstream contractors separately charge GST on:
e Civil works
e MEP works
e Equipment supply
o Installation

Thus, GST becomes disaggregated across packages.

The tax base becomes more transparent, which in fact helps the owner in claiming ITC on
plant & machinery constituting part of immovable property.

Strategic Difference

EPC — GST on bundled lump sum value.
EPCM — GST on individual subcontract packages + management fee.

This affects ITC planning and cash flow timing.

GST on Pass-through Billing
Under Model B (Managed Subcontracting):

o Downstream contractor invoices EPCM.
e« EPCM invoices owner for subcontract value plus management fee.

Key questions arise:
e Is EPCM making a composite supply?
o Is subcontract cost a pure reimbursement?
o Is management fee separately identifiable?
If subcontract cost is re-invoiced without value addition, care must be taken in structuring:
o Contract language
e Invoice format
e Disclosure of fee component
Improper structuring may lead to:
e GST cascading
e Double taxation exposure
o Litigation risk

Proper drafting should clearly segregate:

e Subcontract cost component
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e EPCM fee component
Tax clarity reduces dispute risk.
Input Tax Credit — Section 17(5)(¢) & (d)
Section 17(5)(c) and (d) of CGST Act restrict ITC on:

e Works contract services

e Construction of immovable property

o Capitalization to fixed assets (immovable property)
Unless:

e Used for further supply of works contract services.
Critical Implication
For industrial promoters constructing factory premises:

e ITC on construction may be restricted if capitalized to immovable property.
However:

e Plant & machinery exclusions apply.

o Equipment and certain installations may qualify for ITC.
e Structuring and classification become critical.

Planning Opportunity
In industrial projects:

e Plant & machinery (as defined in the CGST Act) allows ITC.

e Civil construction may not.

e Distinguishing embedded civil from machinery foundation becomes relevant.
Under EPCM, since packages are separate, classification clarity improves.
EPC bundled pricing may obscure classification.
ITC Planning for Industrial vs Commercial Assets
Industrial Projects (Factories, Plants)
ITC planning should evaluate:

o Whether asset qualifies as plant & machinery

e Whether construction forms part of taxable outward supply
e Whether SPV structure can improve eligibility
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Industrial promoters must carefully document asset classification.
Commercial Real Estate Projects
For developers constructing commercial property:

e ITC availability depends on outward supply structure.

o Sale of completed immovable property may block ITC.

e Leasing structures may alter ITC eligibility.

Delivery model affects:

e Timing of GST credits
e (Cash flow blocking

EPCM’s transparency can assist in asset-wise ITC mapping.
If necessary, Owner / EPCM can also obtain the Advance Ruling for taxability and ITC.
Reverse Charge Considerations
Reverse charge liability may arise in:
e Services received from unregistered vendors (subject to current applicability).
o Import of goods / services (cross-border engineering, consultancy).
o Legal services from advocates.

Under EPCM, multiple vendors increase:

o Compliance complexity
e RCM exposure

Owner or EPCM must track:
e Place of supply
e Reverse charge obligations
e Timely GST payment
Compliance governance becomes critical.
SPV Structuring for Tax Efficiency
Large projects are often executed through Special Purpose Vehicles (SPVs).
SPV structure may assist in:
o Isolating risk

e Streamlining ITC eligibility
e Aligning financing structure
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e Managing tax compliance centrally
Key considerations:
e Whether EPCM contract is signed by SPV or parent.
e Whether ITC accumulation can be utilized.
e Whether cross-charge arrangements are required.

e Whether GST registration structure supports credit flow.

Tax structuring should align with delivery model.

10.2 Income Tax Implications

TDS on EPC vs EPCM
Under EPC
o Payments to EPC contractor attract TDS under Section 194C.
o TDS applies on gross contract value.
e Lower deduction certificates may apply.
Under EPCM
Payments may involve:
e TDS on EPCM management fee (Section 194C or 194] of IT Act, 1961 /393(1) of IT
Act, 2025, depending on structure).
e TDS on downstream contractor payments (if direct model).
e TDS flow-through obligations (if managed subcontracting).

The number of TDS interfaces increases.

Compliance discipline must be maintained to avoid disallowances.
Revenue Recognition Issues

For EPC Contractor

Revenue is typically recognized using:

e Percentage of completion method (POCM)
e Based on project progress

EPC bears cost overrun risk impacting profitability.

For EPCM Agency

Revenue recognition is typically:
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o Based on management fee milestones
o Time-based or percentage-of-project basis

Risk profile differs significantly.
Under managed subcontracting, accounting treatment must consider:

o Whether subcontract revenue is gross or net presentation.
e Whether EPCM acts as principal or agent.

Accounting classification impacts financial statements and tax.
Withholding on Subcontractors
Under direct contracting model:
e Owner deducts TDS from contractors.
Under managed subcontracting model:

¢ EPCM deducts TDS from subcontractors.
e Owner deducts TDS from EPCM.

Flow complexity increases.
Proper compliance avoids:

e Disallowance under Section 40(a)(ia)
o Interest and penalty exposure

Impact on Project SPVs
Project SPVs are often thinly capitalized and debt-heavy.
Tax implications include:
o Interest deductibility
e MAT implications
e Depreciation planning
o Capitalization vs revenue classification
o Transfer pricing (if related-party EPCM)
If EPCM is group entity:

e Arm’s length pricing must be ensured.
e Management fee justification must be documented.

SPV-level structuring influences post-tax IRR.
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Concluding Perspective
Delivery model selection impacts:

e GST credit availability

e Cash flow timing

e TDS compliance burden

e Revenue recognition profile
e SPV tax efficiency

o Financial reporting optics

Tax inefficiency can quietly erode project margins.
In capital-intensive projects, tax structuring must be integrated into:
o Contract drafting
o Package structuring
o Billing architecture
e SPV formation

EPC or EPCM should not be selected purely on operational grounds.

The next chapter examines international tax and cross-border EPCM structures, where
permanent establishment risk and withholding tax exposure become critical.
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11. Tax & Regulatory (Cross-Border EPCM Structures)

As infrastructure and industrial projects globalize, EPCM structures increasingly involve
cross-border elements:

o Foreign EPCM Agencies operating in India

o Indian EPCM Agencies executing projects overseas
o International design consultants

o Foreign equipment suppliers

e Cross-border engineering collaboration

While operational complexity increases, so does regulatory and tax exposure.

Beyond income tax and Permanent Establishment (PE) risk, cross-border EPCM structures

must also consider:

o FEMA (Foreign Exchange Management Act) compliance

o Withholding tax obligations

e GST on import of services

e Offshore vs onshore structuring

e Outbound investment rules for Indian EPCM agencies
Improper structuring can lead to:

e Double taxation

o« FEMA contraventions

o Cash flow blockages

o Litigation and penalties

This chapter international tax framework for cross border EPCM services.

Part A - Foreigh EPCM Agencies Operating in India

11.1 Foreign EPCM Agency in India — Permanent Establishment
(PE) Risk

When a foreign EPCM Agency undertakes a project in India, the primary tax question is:
Does the foreign entity constitute a Permanent Establishment (PE) in India?
If PE is triggered:

e Income attributable to Indian operations becomes taxable in India.

e Books and audit requirements may apply.

e Profit attribution principles come into play.

EPCM arrangements often involve:
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e Long project duration

o Site supervision

o Engineering coordination
e On-ground personnel

These increase PE risk.

11.2 Fixed Place PE vs Service PE
Under Indian domestic law and most DTAAs, common PE triggers are:

1. Fixed Place PE
A PE may arise if the foreign EPCM:

e Maintains a project office

e Has asite office

e Operates from a fixed location in India

e Exercises control over project premises
Duration and degree of permanence are relevant.

2. Service PE

Even without a fixed office, a Service PE may arise if:
o Employees or personnel render services in India
o Their presence exceeds specified treaty thresholds (often 90/120/183 days depending
on DTAA)
In EPCM projects, prolonged engineering or supervisory presence can trigger Service PE.
3. Construction / Installation PE
Under many treaties:
e A building site or construction/installation project lasting beyond specified duration

(6—12 months) constitutes PE.
e Supervisory activity connected to construction may also qualify.

11.3 Taxation of Management Fees

If no PE exists:
o Management fees / technical fees / fees for included services may be treated as

business income.
e Under DTAAsS, business income is taxable in India only if PE exists.
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However, Indian tax authorities may evaluate whether the services constitute:
o Fees for Technical Services (FTS)
e Royalty
e Consultancy income

Under domestic law, FTS may be taxable on gross basis.

Under many treaties, taxation applies only if technical knowledge is “made available.”

Contract structuring, drafting and scope clarity are critical in determining characterization.

11.4 Withholding Tax Obligations

Under Section 195 of the Income-tax Act. 1961 /393(2) of Income Tax Act, 2025:

e Any person making payment to a non-resident must deduct tax if income is
chargeable to tax in India.

Failure to deduct may lead to:
o Interest
e Penalty
o Disallowance of expense
To mitigate risk:
e Obtain Tax Residency Certificate (TRC)
o Evaluate DTAA applicability

o Consider lower/nil withholding certificate
e Maintain documentation

11.5 DTAA & Advance Ruling Options

Double Taxation Avoidance Agreements provide:
e Reduced tax rates
e PE protection
e C(larification on FTS scope
e Dispute resolution mechanisms
In complex EPCM arrangements, parties may consider:
e Advance Ruling applications (for non-residents)
e Mutual Agreement Procedure (MAP) under DTAA

e Advance Pricing Agreements (APA) if transfer pricing is involved

Advance certainty reduces multi-year litigation exposure.
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Part B - FEMA Aspects for Cross-Border EPCM

Taxation is only one dimension. Cross-border EPCM structures must comply with FEMA
regulations.

11.6 FEMA - Inbound EPCM Structures
When a foreign EPCM operates in India:
Project Office / Branch Office

Establishing a project office in India requires:
o RBI approval (subject to delegated AD bank framework)
o Compliance with reporting norms
o Restricted scope of activity

Income repatriation must comply with:

o FEMA regulations
o Tax clearance requirements

Payment in Foreign Currency

Where management fees are paid offshore:
e Remittance must comply with FEMA guidelines
e Form 15CA/CB filings may be required

¢ AD Bank documentation must be maintained

Improper remittance structure may trigger FEMA contraventions.

Part C — Foreign Subcontractors & Desigh Consultants

11.7 Foreign Subcontractors & Desigh Consultants

Engagement of foreign design consultants or technical advisors creates layered exposure:

e FTS characterization

o Service PE risk

o Reverse charge GST on import of services
o Withholding under Section 195

Short-term design performed entirely offshore may reduce PE exposure, but on-site
supervision increases risk.
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11.8 Equipment Supply & Installation PE Risk

Industrial projects often involve imported machinery.
Common structures:

o Offshore supply contract

e Onshore installation contract

o Composite arrangement
Tax authorities may examine whether:

o Offshore supply income is truly separate.

o Installation creates Construction PE.

o Artificial bifurcation exists.

Construction or installation exceeding treaty threshold may trigger PE.

Part D - Indian EPCM Agencies Operating Overseas

As Indian EPCM agencies expand globally, outbound structuring must consider:

e FEMA outbound investment rules
o Foreign tax exposure

e PE creation abroad

e Repatriation and profit distribution

11.9 Scope of Indian EPCM in Foreign Jurisdictions
Indian EPCM agencies increasingly operate in:

e Middle East

o Africa

¢ Southeast Asia

e Developed markets

They may act as:

e Pure EPCM advisor
e Managing contractor
o Joint venture partner

Each jurisdiction has:
e Local corporate law requirements
o Tax registration requirements

e Withholding rules
e Labour compliance obligations
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Indian entities must evaluate host-country PE exposure and tax residency implications.

11.10 Structuring Indian EPCM Going Overseas (Indian Law
Perspective)

Under FEMA (Overseas Direct Investment — ODI framework):
Indian EPCM agencies may:

e Incorporate overseas subsidiary
e Form joint venture abroad
e Open branch/project office

Subject to:

e ODI limits

e Net worth thresholds

e Reporting compliance

e Annual performance reporting

Key Structuring Considerations

Direct contract from India vs overseas subsidiary
Transfer pricing implications

Profit repatriation strategy

Foreign tax credit availability in India
Withholding in host country

Double taxation treaty protection

S e

Improper structuring may result in:
e Double taxation

e Denial of foreign tax credit
e FEMA penalties

11.11 Offshore vs Onshore Structuring — Strategic Alignment

For both inbound and outbound projects:
Substance over form principle applies.
Artificial splitting of contracts may attract:
e Tax re-characterization
e PE attribution

e GAAR scrutiny

Robust structuring must align:
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e Operational reality
e Contract drafting

e Risk allocation

o Billing architecture

Tax and FEMA structuring must not contradict commercial substance.

11.12 Risk Mitigation Strategies

Cross-border EPCM governance should include:

Early PE risk assessment

Careful drafting of scope of services

Monitoring personnel presence duration

Clear offshore/onshore segregation with commercial substance
Treaty analysis before contract execution

Lower withholding applications where justified

ODI compliance for outbound EPCM

Coordinated tax and legal advisory

e S e

Tax structuring should be proactive, not reactive.
Concluding Perspective
In cross-border EPCM projects, risk multiplies across three axes:

e Contractual
e Tax
o Regulatory (FEMA and host-country law)

Delivery model selection influences:

o Characterization of income
o Withholding obligations

e PE formation risk

o Profit repatriation

o Capital efficiency

International tax and FEMA compliance are not post-contract issues.
They must be embedded into:

o Contract architecture
e Corporate structuring
e Procurement strategy
¢ Governance framework

In global infrastructure projects, cross-border structuring is inseparable from capital
protection.
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The next chapter addresses labour law and statutory responsibilities — another dimension
where EPCM structures must be carefully aligned with Indian regulatory frameworks.
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12. Labour Law & Statutory Responsibilities

Labour law exposure in infrastructure and industrial projects is not merely a compliance
matter — it is a liability allocation issue.

Under EPC structures, labour responsibility is often consolidated under the EPC contractor.
Under EPCM structures, where execution is fragmented across multiple downstream
contractors, labour liability becomes more layered and complex.

Key risks include:
e Non-payment of wages
o PF/ESI default
e Workplace accidents
e BOCW & ISMW non-compliance
o Safety violations
o Statutory penalties
In EPCM projects, it is essential to clearly define:
e Who is the Principal Employer?
e Who is responsible for registration?
e Who bears vicarious liability?
e How site-level compliance is governed?
This chapter examines labour and statutory exposure in EPCM structures, including

references to the Building and Other Construction Workers (BOCW) framework and new
labour codes.

12.1 Who Is Principal Employer Under EPCM?

The concept of “Principal Employer” is critical under Indian labour laws.
Under the existing regime (and as subsumed under the Code on Social Security, 2020 and
Occupational Safety, Health and Working Conditions Code, 2020), the principal employer is

generally:

e The owner of the establishment, or
e The person having ultimate control over affairs of the establishment.

Under EPC (Lump Sum)
Typically:

e EPC contractor acts as principal employer for site labour (subject to structure).
e Owner may still retain overarching responsibility under certain statutes.

Risk is relatively consolidated.
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Under EPCM — Model A (Direct Contracting)
Where downstream contractors contract directly with the Owner:
e Owner is very likely to be treated as Principal Employer.

e Contractors are treated as “contractors” under labour law.
e Owner bears statutory supervisory responsibility.

Under EPCM — Model B (Managed Subcontracting)
Where subcontractors contract with EPCM:

o EPCM may be considered Principal Employer for site labour.
e Owner’s exposure depends on degree of control.

However, statutory authorities often examine substance over contract.
Even if EPCM is designated principal employer contractually, if:

e Owner exercises site control

e Owner approves manpower

e Owner controls safety

Authorities may treat owner as principal employer.

Clear demarcation and documentation are essential.

12.2 Applicability of Labour Codes

India has consolidated multiple labour laws into four Labour Codes:

Code on Wages, 2019

Industrial Relations Code, 2020

Code on Social Security, 2020

Occupational Safety, Health and Working Conditions (OSH) Code, 2020

b

For construction projects, the OSH Code and Social Security Code are particularly relevant.

BOCW Applicability (Under New Labour Framework)

The Building and Other Construction Workers (BOCW) Act provisions have been subsumed
into the OSH Code.

BOCW typically applies where:

o Construction activity is undertaken.
e 10 or more workers are employed.

Registration requirements include:
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o Registration of establishment.
e Contractor licensing (if applicable).
o Welfare cess payment (typically 1% of construction cost).

Who Must Register Under BOCW?

In EPCM structures:
e If Owner is principal employer — Owner must register establishment.
o Contractors must obtain labour license.

o If EPCM assumes site control — It may need registration depending on structure.

BOCW compliance cannot be contractually avoided — it must be structurally managed.

12.3 PF, ESI & Wage Liability

Under the Code on Social Security:
e Employees’ Provident Fund (EPF)
o Employees’ State Insurance (ESI)
e QGratuity
e Maternity benefits

continue in consolidated framework.
Contractor Responsibility
Each contractor is responsible for:
o Registering under EPF and ESI.
e Depositing contributions.
e Maintaining wage registers.
Principal Employer Exposure
Under labour law principles:

If contractor defaults:

o Principal Employer may be liable for unpaid wages or statutory contributions.
e Recovery may be sought from contractor later.

Thus, even in EPCM projects:

e Owner or EPCM (depending on principal employer designation) may face secondary
liability.
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Risk Mitigation
Robust compliance mechanism must include:

e Monthly PF/ESI challan verification
o Wage register audits

e Labour license validation

e Indemnity clauses

e Performance security linkage

Statutory compliance monitoring is not optional.

12.4 Vicarious Liability Risks

Vicarious liability arises where:

e Injury occurs at site.

o Safety violation leads to accident.

o Fatality occurs.

e Environmental non-compliance is detected.

Authorities may examine:

e Who controls site?

e Who enforces safety?

e Who appoints safety officer?
e Who supervises work?

Even if subcontractors employ labour, ultimate site control may determine liability.

In EPCM Structures
Risk varies:

e Model A — Owner more exposed.
e Model B — EPCM may assume operational exposure.

However, in serious accidents, all:
e Owner
« EPCM
o Contractor

may be investigated.

Safety governance must therefore be structurally integrated.
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12.5 Site Compliance Governance Framework
To manage labour exposure under EPCM, a structured governance framework is essential.
1. Clear Principal Employer Identification

e Define in contract.

o Align with actual site control.
o Ensure proper registration under OSH Code / BOCW framework.

2. Contractor Licensing & Registration Control

o Verify labour license.
e Maintain updated contractor database.
e Track manpower count.

3. Statutory Compliance Monitoring
Monthly review of:

o PF deposits

o ESI deposits

o Wage payment proof

e BOCW cess payment
o Insurance coverage

4. Safety Governance

e Appointment of safety officer

e EHS manual enforcement

e Toolbox talks documentation

e Accident reporting protocol

e Emergency response plan
5. Documentation Discipline

e Maintain compliance register.

o Site-level compliance dashboard.

e Audit trail for inspections.
Regulators increasingly rely on documentary evidence.
Additional Consideration — BOCW Cess
Under BOCW provisions:

o Welfare cess (usually 1% of construction cost) is payable.
o Liability typically rests with the employer executing construction.
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e Owner may ultimately bear economic burden.
In EPCM, responsibility must be contractually allocated clearly.
Failure to pay cess may result in:

e Penalties

o Interest
o Project certification issue

Strategic Perspective
Labour liability in EPCM projects is often underestimated because:
o Execution is fragmented.
e Contractors employ labour directly.
e EPCM is seen as “management only.”
However, regulatory authorities focus on:
e Control
e Supervision
o Establishment ownership
Contractual drafting alone does not eliminate liability.
Concluding Perspective

In EPCM projects:

o Risk is distributed operationally.
o But statutory liability may still centralize.

Clear structuring is required to determine:

e Who is principal employer?

e Who registers under BOCW/OSH?

e Who bears PF/ESI exposure?

e Who controls site safety?
Labour compliance is not a clerical task — it is a liability shield.
Failure in labour governance can result in:

o Financial penalty

e Criminal prosecution

e Project suspension
e Reputational damage
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In capital-intensive projects, statutory discipline is as important as commercial discipline.

The next chapter examines insurance and risk transfer strategy — another dimension where
contractual architecture must align with operational exposure.
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13. Insurance & Risk Transfer Strategy

In infrastructure and industrial projects, insurance is not a routine compliance requirement —
it is a structured risk transfer instrument.

Under EPC, insurance architecture is often centralized under the EPC contractor.
Under EPCM, risk is distributed across multiple packages, making insurance structuring
more nuanced.
If insurance design is not aligned with contractual risk allocation:
o Coverage gaps emerge.
e Claims become disputed.
o Financial exposure remains uninsured.

o Liability shifts unexpectedly to owner or EPCM.

Insurance must mirror contract structure.

13.1 Who Should Procure CAR Policy?

Construction All Risk (CAR) policy is the primary insurance instrument covering:

Physical loss or damage to works
Materials at site

Temporary structures

Third-party liability (in many cases)

Under EPC Model

Typically:
e EPC contractor procures CAR policy.
e Owner named as co-insured.

e Premium embedded in EPC price.
Risk transfer is centralized.
Under EPCM Model — Model A (Direct Contracting)

Common approaches:

1. Owner procures project-wide CAR policy covering all packages.
2. Each contractor procures separate CAR policy (less common due to coordination
risk).

Project-wide policy under owner control is generally preferable because:

o Eliminates coverage gaps between packages.
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e Ensures uniform policy conditions.
o Simplifies claim administration.

Under EPCM Model — Model B (Managed Subcontracting)

If EPCM contracts with subcontractors:

e EPCM may procure CAR policy.

e Owner may be named co-insured.

e Owner may reimburse the premium subject to contractual provisions.
However, clarity is required regarding:

e Insured party

o Deductible responsibility
e Claims settlement rights

Strategic Recommendation

In large EPCM projects, a unified project CAR policy with:
e Owner and EPCM as co-insured
e All subcontractors endorsed

e Cross-liability clause

is generally more robust.

13.2 Professional Indemnity for EPCM

EPCM agencies assume responsibility for:
o Engineering coordination
e Design management
e Procurement strategy
o Construction oversight
Even if they do not execute physical work, they may face liability for:
o Design errors
e Coordination failure
e Professional negligence

Professional Indemnity (PI) insurance becomes essential.

Key Considerations
o Coverage limit proportional to project size.

o Retroactive date aligned with project commencement.
o Extended reporting period (tail coverage).

LEXBRIDGE

89



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

o Coverage for subcontracted design consultants.
PI policy must align with:
o Limitation of liability clause in EPCM agreement.

Otherwise, exposure may exceed insured amount.

13.3 Third Party Liability

Construction sites carry inherent third-party exposure:

Damage to adjacent property
Injury to neighbouring persons
Public infrastructure damage
Environmental harm

Third-party liability (TPL) coverage should include:

e Adequate indemnity limits

e Cross-liability provisions

o Legal defence costs
In urban industrial projects, TPL risk can be substantial.
Under EPCM, responsibility depends on:

e Who controls site?

e Who is principal employer?

e Who procures insurance?

Coverage must be harmonized with labour and statutory structure.

13.4 Erection All Risk & DSU Insurance
For industrial projects involving heavy machinery installation:
Erection All Risk (EAR)
EAR covers:
e Mechanical erection

o Equipment installation
o Testing & commissioning risks

In some projects, CAR and EAR may be combined.
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Delay in Start-Up (DSU) / Advance Loss of Profit (ALOP)
DSU insurance covers:

e Loss of revenue due to insured delay
o Fixed cost exposure during delayed commissioning

DSU is particularly relevant in:
e Manufacturing plants
e Power projects

e Revenue-generating infrastructure

However, DSU claims are typically triggered only if delay arises from insured physical
damage under CAR/EAR.

Contractual LD and DSU insurance must be coordinated carefully.

13.5 Workmen Compensation

Workmen Compensation (now under Employees’ Compensation framework within Social

Security Code) covers:

e Injury
e Disability
o Fatality

Primary responsibility lies with employer of workman.
However, principal employer may face secondary exposure.
Under EPCM:

e Each contractor must maintain adequate WC policy.
e Owner or EPCM may require endorsement as principal employer.

Periodic verification of:
e Policy validity
e Coverage limits

e Worker count alignment

is necessary.
13.6 Aligning Insurance with Contractual Risk

Insurance cannot correct flawed contract architecture.

Alignment requires:
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Indemnity clauses consistent with policy coverage.
Liability caps aligned with insured limits.

Deductible allocation clearly defined.

Cross-indemnity structured to avoid uninsured exposure.
Insurance certificates verified before mobilization.
Renewal tracking system in place.

ANl e

Common Misalignments
o Contractor liability unlimited but insurance capped.
e Owner assumes risk without being named insured.
e Exclusion clauses contradict contract obligations.

e Deductible responsibility undefined.
These create financial vulnerability.
EPC vs EPCM Insurance Philosophy
Under EPC:

e Risk consolidated.
o Insurance largely contractor-managed.

Under EPCM:;

e Risk distributed.
e Insurance must be structurally harmonized.

EPCM increases need for coordinated insurance governance.

Strategic Perspective

Insurance is not merely a cost — it is a balance sheet protection tool.

Poor insurance design can negate advantages of EPCM transparency.

Well-structured insurance:
e Protects capital investment.
e Protects EPCM margin integrity.
e Protects lenders.

e Reduces dispute escalation.

Insurance must be structured as carefully as the contract itself.
Concluding Perspective

EPCM redistributes execution risk.
Insurance redistributes financial risk.
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Both must operate coherently.

If contractual allocation and insurance coverage are misaligned:
e Exposure may remain uninsured.
e Recovery may be denied.

o Litigation may follow.

In capital-intensive projects, risk transfer strategy is incomplete without disciplined insurance
architecture.

The next chapter examines suitability, strategic use cases and when EPCM is — and is not —
the right delivery model.
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14. Suitability & Strategic Use Cases

EPCM is not a universal solution.
Its effectiveness depends on:

e Project complexity

o (Capital structure

e Sponsor capability

e Risk appetite

e Market conditions

e Governance maturity

EPCM works best where:

e Multiple specialized packages must be integrated.

e Transparency adds economic value.

o Competitive procurement can unlock savings.

e Owner is willing to retain and manage certain risks.

This chapter identifies where EPCM is strategically suitable — and where it may not be
advisable.

14.1 Industrial Manufacturing Plants

Industrial manufacturing plants are among the most suitable candidates for EPCM.
Such projects typically involve:

o Civil works

e Structural fabrication

¢ Mechanical installation

e Process equipment

e Electrical & instrumentation

e Automation and control systems
o Utility integration

These are inherently multi-disciplinary.

Why EPCM Works Well
1. Specialized packages benefit from targeted procurement.
2. Subcontractor expertise varies significantly across trades.
3. Process optimization requires flexibility.
4. Design may evolve during execution.
5. Cost transparency directly impacts IRR.

Manufacturing plants are often capital-intensive but margin-sensitive.

LEXBRIDGE

94



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

EPCM enables:
o Competitive package bidding
e Reduced risk premium loading

e Greater flexibility in vendor selection

However, strong execution management is critical.

14.2 Warehousing & Logistics

Modern warehousing and logistics parks involve:

o Large-scale civil construction

o Structural steel works

e Flooring systems

o Fire systems

e MEP integration

e Specialized racking and automation

These projects are modular and scalable.
Strategic Fit for EPCM
EPCM is beneficial when:
e Multiple buildings are constructed in phases.
o Tenant-specific customization is required.
o Competitive pricing across packages is feasible.
o Developer retains strong cost monitoring capability.
EPCM allows developers to:
o Standardize package templates.
e Benchmark contractor performance.

e Optimize cost across repeated modules.

However, for highly standardized warehouse designs with tight timelines, EPC may
sometimes provide speed advantage.

14.3 Renewable & Solar Projects

Renewable energy projects (solar, wind, hybrid) have traditionally been executed under lump
sum EPC models.

This is because:
e Performance guarantees are critical.

e Time-to-commissioning affects tariff realization.
e Lenders prefer consolidated responsibility.
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When EPCM Can Work in Renewables
EPCM may be suitable where:
e Sponsor has strong internal technical capability.
o Site development, transmission and balance-of-plant are separately packaged.
o Competitive vendor market exists.
e Scale of project is large and modular.
In solar parks, for example:
e Civil works
e Module supply
o Inverter supply
e Mounting structures
e Transmission lines
can be separately tendered.

However, performance risk must be carefully managed.

In highly tariff-sensitive projects with lender-driven risk allocation, lump sum EPC may still
be preferable.

14.4 Brownfield Expansions

Brownfield expansions involve:
o Integration with existing facilities.
o Working within operational plants.
o Phased shutdowns.
e Complex interface management.

These projects are coordination-intensive.
EPCM Advantage in Brownfield

EPCM is often more suitable because:
e Scope may evolve during execution.
o Interface risks are dynamic.
o Flexibility is required.
e Owner has existing operational knowledge.
Risk premium under EPC in such uncertain environments may be substantial.

EPCM allows adaptive management.

However, safety coordination and labour governance must be exceptionally strong.
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14.5 Complex Multi-Package Developments

Large infrastructure or industrial townships may include:

e Roads

o Utilities

e Buildings

¢ Water treatment

o Power distribution
e Ancillary facilities

Such developments are inherently multi-package.

Why EPCM Becomes Strategic

o Risk distribution reduces single-contractor dependency.
e Multiple specialists enhance quality.

e Owner retains strategic control.

e Phased execution possible.

Where project size is large, EPC premium may be substantial.
EPCM provides opportunity for:

o Competitive procurement

o Package-wise flexibility

e Value engineering

However, governance complexity increases proportionally.
14.6 When EPCM Is Not Advisable

EPCM is not suitable in every situation.
It may not be advisable when:

Scope is extremely well-defined and standardized.

Sponsor lacks project governance capability.

Project financing demands consolidated performance guarantee.
Speed of execution outweighs cost optimization.

Project size is small relative to administrative overhead.

Market for specialized subcontractors is limited.

Owner is unwilling to retain escalation and variation risk.

NNk~

Typical Scenarios Where EPC May Be Preferable

o Fast-track projects with fixed commissioning deadlines.
e Small to mid-size industrial sheds.
e Projects financed by conservative lenders requiring turnkey structure.
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e Remote locations with limited contractor ecosystem.

In such cases, risk consolidation under EPC may justify the premium.
Strategic Evaluation Framework

Before choosing EPCM, promoters should assess:

o Internal governance bandwidth

o Strength of contract management systems
o Risk appetite

e Market depth of subcontractors

e Lender expectations

o (Capital sensitivity to cost variation

EPCM is a governance-intensive model.
Without governance strength, transparency alone does not generate savings.

Concluding Perspective
EPCM is most effective where:
o Complexity is high.
e Specialized procurement adds value.
e Sponsor seeks capital efficiency.
e Governance maturity exists.

It is less effective where:

e Simplicity and speed are paramount.
o Risk transfer priority outweighs cost optimization.

EPCM is not a universal replacement for EPC.
It is a strategic alternative — suitable in the right environment.

The final chapter synthesizes best practices and provides a structured decision matrix to guide

leaders in selecting and implementing the appropriate delivery model.
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15. Strategic Governance & Best Practices

EPCM is not merely a contracting model — it is a governance model.
Throughout this book, one theme has remained consistent:

o Transparency does not automatically create savings.
e Distributed risk does not eliminate exposure.
e Multi-package contracting increases coordination complexity.

The success of EPCM depends less on the label of the model and more on the strength of
governance architecture supporting it.

This final chapter synthesizes strategic best practices for developers, EPCM agencies and
project sponsors.

15.1 Strong Contract Architecture

Every EPCM project stands on the foundation of contract structure.
Weak drafting at inception creates:

o Risk misalignment

e Unrecoverable exposure
e Variation disputes

e Claims escalation

Strong contract architecture requires:

e Clear scope definitions

e Defined authority thresholds

e Back-to-back risk allocation

o Consistent indemnity structure

e Proper limitation of liability

e C(lear escalation and dispute resolution mechanisms
e Aligned insurance obligations

Contract drafting must reflect:
e Commercial intent
o Risk appetite

e Financing constraints

Ambiguity is the most expensive clause in infrastructure projects.
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15.2 Transparent Cost Monitoring Systems

EPCM increases cost visibility — but visibility must convert into control.
Effective cost monitoring includes:

o Package-wise cost tracking

e Budget vs actual comparison
e Escalation tracking

e Variation register

e Cash flow forecasting

o Early warning reporting

A Project Management Information System (PMIS) should:
o Integrate schedule and cost
e Track milestone performance

o Flag deviation thresholds

Without structured monitoring, cost transparency loses strategic value.

15.3 Risk Register & Claims Avoidance

Risk must be consciously documented and reviewed.
A structured Risk Register should:

o Identify interface risks

e Track escalation exposure

e Monitor contractor performance
o Flag regulatory bottlenecks

o Identify delay triggers

Periodic risk review meetings should:

o Reassess mitigation measures

e Allocate accountability

o Update probability and impact
Claims avoidance requires:

e Documentation discipline

e C(lear instruction protocols

o Early dispute resolution mechanisms

e Structured change order process

Prevention is financially superior to arbitration.
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15.4 Independent Commercial Audit

Even well-managed EPCM projects benefit from periodic independent review.

Independent commercial audit can:

e Validate payment certification

e Review variation pricing

e Audit compliance with contract terms
o Evaluate risk allocation alignment

o Identify cost leakage

Such oversight enhances:
e Board confidence

e Lender comfort
e Investor trust

Commercial audit is not adversarial — it is structural assurance.

15.5 Cash Flow Governance

Cash flow discipline is central to capital efficiency.
EPCM projects involve:

e Multiple contractors

o Staggered milestone payments
e Advance payments

o Retention management

Effective governance includes:

o Defined certification timeline
e Advance recovery tracking

¢ Retention release control

¢ LD deduction enforcement

e Working capital forecasting

Poor cash flow governance may:

Strain project liquidity
Delay subcontractors
Trigger claims
Increase financing cost

Cash flow visibility protects IRR.
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15.6 Board-Level Oversight Checklist

For CMDs, CEOs and CFOs, oversight should focus on strategic indicators rather than
operational minutiae.

Key questions include:

1. TIsrisk allocation aligned with contract drafting?
2. Are variation approvals controlled?

3. Is cost escalation within tolerance band?

4. Are labour and statutory compliances monitored?
5. Is insurance coverage adequate and aligned?

6. Are downstream contractors financially stable?

7. Is project completion timeline on track?

8. Are dispute risks escalating?

9. Is tax structure optimized?

10. Is governance documentation audit-ready?

Board-level oversight must be periodic and structured.

15.7 Decision Matrix: EPC vs EPCM vs Hybrid
There is no universal answer to the delivery model question.
The choice depends on project-specific variables.

Simplified Strategic Matrix

| Criteria | EPC | EPCM | Hybrid |
|Cost Certainty ” High H Medium ” Variable ‘
|Cost Transparency ” Low H High ” Medium ‘
|Owner Control ” Low H High ” Medium ‘
|Administrative Burden ” Low H High ” Medium ‘
|Risk Transfer ” High H Distributed ” Shared ‘
|Governance Requirement” Moderate H High H High ‘
|F lexibility ” Low H High ” Moderate ‘

Strategic Selection Framework
Choose EPC when:
o Risk transfer priority outweighs cost optimization.

e Financing structure demands consolidated responsibility.
e Owner lacks internal governance capability.
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Choose EPCM when:

e Project complexity is high.

o Cost transparency can materially improve IRR.
e Owner possesses governance maturity.

e Market depth of subcontractors is strong.

Choose Hybrid when:

o Certain high-risk packages require lump sum certainty.
o Other packages benefit from competitive procurement.

e Sponsor seeks balanced risk distribution.

Final Perspective

EPCM is not inherently superior to EPC.
It is structurally different.

It offers:

e Transparency
o Flexibility
o Competitive procurement advantage

But it demands:

e Governance discipline
o Contractual rigor

e Financial oversight

e Risk monitoring

In capital-intensive infrastructure and industrial projects, delivery model selection is a board-

level decision.

The real differentiator is not whether a project is executed under EPC or EPCM.

It is whether governance architecture is strong enough to protect capital, align risk and

preserve long-term value.
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Conclusion - Structuring Projects Beyond Traditional EPC

Infrastructure and industrial projects are not only engineering undertakings — they are capital
allocation decisions with long-term financial consequences.

The choice between EPC, EPCM or a hybrid structure is not merely contractual. It
determines:

e How risk is distributed

e How cost is priced

e How governance is structured

e How disputes are prevented

o How capital efficiency is protected

EPCM is not a replacement ideology.
It is a strategic alternative.

This conclusion distils the key insights from this guide.

Concluding Takeaways

Key Strategic Takeaways

1. EPC transfers risk but embeds premium.
The developer pays for certainty through consolidated pricing.
2. EPCM increases transparency but retains structured risk.
Savings depend on governance discipline.
3. Downstream package structuring determines financial outcome.
Poor procurement design can eliminate EPCM advantage.
4. Cost advantage under EPCM is not automatic.
It materializes only with strong variation control and risk management.

5. Tax and regulatory structuring materially impact project IRR.

GST, TDS, PE exposure and SPV structuring must align with contract design.

6. Labour and statutory liability cannot be contractually wished away.
Principal employer status and BOCW obligations must be consciously structured.

7. Insurance must mirror contractual risk allocation.

Misalignment creates uninsured exposure.

8. International EPCM structures require proactive PE and FEMA planning.
Foreign exchange risks, foreign tax & regulatory risks, political risks etc. must be
embedded in pricing

9. Hybrid structures are often the most pragmatic solution.

Risk return balance determination is most important to consider.
10. Governance maturity determines success — not the delivery label.

10 Questions Before Choosing EPCM

Before selecting EPCM for your next project, leadership should ask:

1. Do we have internal governance capability to manage multiple packages?
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2. Is the project complex enough to justify package-wise optimization?
3. Can competitive procurement materially reduce cost?

4. Are we prepared to retain escalation and variation risk?

5. What is the lender’s expectation regarding risk transfer?

6. Is our contract drafting framework strong enough to avoid leakage?
7. Do we have structured change order governance?

8. Is our tax and SPV structure aligned with delivery model?

9. Can we monitor labour and statutory compliance across packages?
10. Do we have independent commercial oversight capability?

If most answers are “no,” EPCM may not deliver its intended advantage.

When Independent Contract Governance Becomes Critical

Independent contract governance becomes essential when:

e Project value is high relative to promoter net worth.
o Financing involves institutional lenders.

e Multiple downstream contracts exist.

e Variation risk is high.

e Cross-border elements are involved.

e Escalation environment is volatile.

e Governance complexity exceeds internal bandwidth.

In EPCM, where transparency increases exposure visibility, structured commercial oversight
protects capital.

Execution management ensures coordination.
Contract governance ensures financial integrity.

Final Thoughts on Structuring Projects Beyond Traditional EPC

Traditional EPC offers simplicity and consolidated accountability.
EPCM offers flexibility and cost transparency.

Neither model is inherently superior.
Both are tools.

The real strategic differentiator lies in:

e How risk is allocated

e How contracts are drafted

e How procurement is structured
e How compliance is governed

e How cash flow is monitored

o How disputes are prevented

Projects fail not because concrete was poured incorrectly —
but because risk was misunderstood, misallocated or unmanaged.
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Structuring projects beyond traditional EPC requires:
o Strategic clarity
e Governance discipline
e Contractual precision

o Financial foresight

EPCM, when thoughtfully implemented and properly governed, can be a powerful instrument
of capital efficiency.

But without disciplined architecture, it can magnify exposure.
For developers, contractors and project leaders, the objective is not merely to build assets.

It is to build them intelligently — with risk consciously structured, capital protected and
governance aligned with long-term value creation.
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How Lexbridge Advisors Supports EPCM Projects

EPCM structures unlock transparency — but they also increase contractual, commercial and

regulatory complexity.

Lexbridge Advisors supports developers, EPCM agencies and contractors not as an execution

manager, but as an independent commercial and contract governance partner.

Our role is to strengthen the EPCM framework through structured advisory across the project

lifecycle.

1. EPCM Contract Structuring & Drafting

We assist in:

e Structuring EPCM agreements aligned with risk appetite
o Designing downstream contract templates

o Back-to-back risk allocation alignment

o Limitation of liability and indemnity architecture

e Authority and delegation matrix drafting

e Variation and change management clause design

The objective is clarity of responsibility and protection of capital.

2. Downstream Contract Management

In multi-package EPCM projects, we support:

o Package structuring strategy

e Tender documentation architecture
e Commercial evaluation support

e Change order governance

e Claims prevention mechanisms

e Payment certification controls

This ensures cost transparency translates into financial discipline.

3. Independent Contract & Commercial Audit

We provide independent oversight through:

o Risk allocation audits

e Variation pricing review

e Contract compliance assessment

e Delay and claim defensibility review
e Cash flow governance evaluation

This strengthens lender and board-level confidence.
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4. Tax Structuring & Regulatory Alighment

Given the impact of delivery model on taxation, we assist in:

e GST structuring under EPC vs EPCM

e ITC planning (including Section 17(5) implications)

e TDS and income-tax exposure analysis

e SPV structuring for tax efficiency

o International tax and PE risk evaluation

e FEMA compliance structuring for cross-border EPCM

Tax architecture is integrated into contract architecture.

5. Labour, Insurance & Risk Governance Advisory

We support in:
e Principal employer risk structuring
e BOCW and labour compliance framework design
o Insurance alignment with contractual allocation

o Risk register design and governance dashboard creation

Operational execution may be delegated — regulatory liability cannot be.

Strategic Positioning

Lexbridge Advisors does not replace EPCM or PMC.
We strengthen commercial and governance framework for the project.

In capital-intensive infrastructure and industrial projects, disciplined contract architecture and
structured risk oversight are critical to:

o Protect IRR
e Minimize disputes
e Preserve margin integrity

o Enhance bankability

EPCM improves execution transparency.
Independent contract governance protects value.

Lexbridge Advisors operates at that intersection.

Annexure — 1: Key Clauses for EPCM Contract

(This is only an illustrative strategic clause architecture. The actual EPCM agreement
requires various clauses to give it the nature of EPCM)
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1. Scope of Services Clause
Must clearly define:
e Engineering scope
e Procurement support scope
e Construction management scope
o Interface management responsibilities
e Testing & commissioning coordination
e DLP obligations
Avoid vague language such as “manage the project”.
2. Authority & Delegation Clause
Define:
e What EPCM can approve independently
o Financial approval thresholds
e Change order recommendation vs approval authority

e Power to issue site instructions

Ambiguity here leads to governance breakdown.
3. Standard of Care Clause

Since EPCM is a professional services entity, the contract must define:
e “Reasonable skill and care” standard
e Industry standard reference

e Exclusion of fitness-for-purpose unless intended

This clause directly impacts liability exposure.

4. Limitation of Liability Clause

Critically important.

Should address:
e Cap (linked to fee or project value?)
e Exclusion of indirect/consequential damages
e Carve-outs (fraud, wilful misconduct)

e Time limitation for claims

Without proper limitation, EPCM risk becomes disproportionate to fee.

LEXBRIDGE

109



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

5. Indemnity Structure
Define:
e Indemnity by EPCM for professional negligence
e Indemnity by owner for third-party claims not attributable to EPCM

e Back-to-back indemnity alignment with downstream contracts

Avoid blanket indemnities.
6. Change Management Clause
Must define:
e Variation identification mechanism
e Documentation requirements
o Evaluation timeline
e Approval hierarchy

e Impact on fee

Unstructured change control destroys cost advantage.
7. Fee Structure & Payment Terms
Clarify:
o Fixed fee vs percentage fee
e Milestone-based payment
o Reimbursable expenses
o Tax treatment
o Escalation provisions
e Performance securities
Tie fee structure to defined deliverables.
8. Downstream Contracting Model Clause

Specity clearly whether:

e Model A — Direct owner contracting
e Model B — Managed subcontracting

Define billing mechanics and cash flow responsibility.
9. Insurance Clause
Define:

e Professional indemnity requirement
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e CAR/EAR responsibility

e  Minimum coverage limits

e Additional insured provisions
e Renewal obligations

Align with Chapter 13 framework.

10. Labour & Statutory Compliance Clause

Clarify:
e Principal employer designation
e BOCW registration responsibility
o PF/ESI compliance responsibility
o Safety supervision accountability

Avoid statutory ambiguity.

11. Reporting & Governance Clause
Include:

e Frequency of reporting

o Risk register maintenance

e Cost dashboard

o Early warning notices

e Board reporting rights

This strengthens governance culture.
12. Termination Clause
Define:

e Termination for convenience

e Termination for default

e Consequences of termination

e Handover obligations

o Fee settlement mechanism
Critical in long-duration projects.
13. Dispute Resolution Clause
Specify:

e Escalation matrix

e Mediation requirement
e Arbitration seat and rules
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e Governing law & Jurisdiction

Cross-border EPCM requires particular care.
14. Confidentiality & IP Clause
Especially important in:

e Process plants

e Proprietary technology

¢ International collaborations

Define IP ownership clearly.

15. Force Majeure & Extension of Time
Define:

o Force majeure events

e Notice requirements

e Impact on fee

o Interface with downstream claims

Consistency with subcontract templates is essential.
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Annexure — 2: Sample EPCM Contract Scope Structure

(Illustrative Scope Architecture Framework)
Note: This annexure provides a structural framework for defining scope under an EPCM

agreement. It is not a full draft contract. Scope must be customized based on project type, risk
allocation strategy and downstream contracting model.

1. Project Overview & Objective
The scope clause should begin with:
e Brief description of the project
e Location
e Capacity / scale
o Intended use (industrial, warehousing, renewable, etc.)
e Target completion date

e Reference to approved budget

This ensures alignment between commercial intent and operational responsibility.
2. Overall Role of EPCM Agency
Define clearly that EPCM shall:

e Engineer, procure and manage construction of the project

e Coordinate downstream contractors

o Integrate design, procurement and construction

e Act as Owner’s representative within defined authority limits

Clarify whether EPCM:

e Acts as agent of Owner (Model A), or
e Acts as managing contractor (Model B)

Ambiguity here creates liability risk.

3. Engineering Scope

3.1 Design Coordination
e Coordinate between architectural, structural, MEP and specialist consultants
o Review and integrate drawings
o Ensure constructability alignment

3.2 Design Review & Validation

e Review compliance with applicable codes and standards
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e Validate engineering deliverables against design basis

3.3 Value Engineering Support

e Recommend cost optimization proposals
o Evaluate technical alternatives

3.4 Interface Engineering

o Identify cross-package dependencies
e Maintain interface matrix

Engineering scope should clarify whether EPCM:

e Produces design in-house, or
e Manages third-party design consultants

4. Procurement Management Scope
4.1 Procurement Strategy Development

o Identify package structure
e Develop procurement schedule

e Recommend contracting strategy (lump sum / item rate / hybrid)

4.2 Vendor Prequalification

e Develop eligibility criteria
e Conduct technical and financial screening

4.3 Tender Documentation Preparation

e Draft RFP documents

e Prepare BOQ or scope schedules

e Align contractual terms with risk strategy
4.4 Tender Evaluation & Negotiation

e Technical evaluation

e Commercial comparison

o Negotiation support

e Recommendation for award

Clarify whether final award authority lies with:

e Owner, or
e EPCM within delegated threshold
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5. Construction Management Scope
5.1 Site Mobilization Coordination

e Review contractor mobilization plan
e Verify manpower and equipment deployment

5.2 Schedule Management
e Develop master project schedule
e Monitor progress against milestones
e Conduct periodic review meetings

5.3 Quality Control Oversight

o Ensure compliance with specifications
e Coordinate inspection protocols

5.4 Safety Oversight

o Implement safety governance framework
e Monitor compliance with OSH / BOCW requirements

Clarify that EPCM manages but does not physically execute construction unless otherwise
agreed.

6. Cost Management & Controls
6.1 Budget Monitoring

e Track package-wise cost
e Maintain cost variance reports

6.2 Change Order Management

e Maintain variation register

o Evaluate time and cost impact

e Recommend approval or rejection
6.3 Payment Certification

e Review contractor bills

o Certify eligible payments

e Recommend deductions (retention, LD, recovery)

Authority thresholds must be clearly defined.
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7. Reporting & Governance
EPCM shall provide:

e Weekly progress reports

e Monthly cost reports

o Updated risk register

e Variation status report

e Cash flow forecast

Define reporting format and frequency.

Include early warning notification obligation.

8. Testing & Commissioning Coordination
e Coordinate testing protocols
e Supervise commissioning schedule
o Ensure punch list closure

o Facilitate performance testing

Clarify performance guarantee responsibility (usually downstream contractors).
9. Defects Liability Period (DLP) Support

¢ Coordinate defect rectification
e Monitor warranty compliance
e Assist in final closure documentation

Define duration of EPCM engagement during DLP.

10. Labour & Statutory Compliance Coordination
Clarify EPCM’s role regarding:

e BOCW registration

e Contractor licensing verification

e PF/ESI compliance monitoring

o Safety documentation

Specify whether EPCM:

o Has supervisory role only, or
e Assumes statutory responsibility

11. Insurance Coordination

EPCM shall:
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e Assist in structuring CAR / EAR policy
« Review contractor insurance certificates
e Monitor policy validity

Clarify who procures project-wide insurance.

12. Commercial & Claims Management Support
e Maintain correspondence records
o Evaluate delay analysis

e Support dispute resolution
e Assist in settlement discussions

Specity whether EPCM is authorized to represent Owner in arbitration or only provide

support.
13. Authority & Delegation Matrix

Attach schedule specifying:

e Financial approval limits

e Change order thresholds

o Authority to issue instructions

e Authority to approve shop drawings
e Authority to suspend contractor work

Without this matrix, governance collapses.

14. Exclusions from Scope

Clearly define what EPCM is not responsible for, such as:
e Financing arrangement
e Performance guarantee of subcontractors (unless agreed)
e Price escalation risk

e Owner’s statutory approvals (unless expressly included)

Explicit exclusions reduce dispute exposure.

15. Deliverables Schedule
Include a defined list of deliverables:

e Procurement plan

e Tender documents

e Monthly reports

o Risk register

e Variation log

e Commissioning completion report
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Tie fee milestones to deliverables.
Strategic Structuring Notes
When drafting EPCM scope:
e Avoid open-ended language.
o Align scope with fee structure.
e Ensure risk allocation consistency.
e Reflect chosen downstream contracting model.
o Integrate insurance and statutory alignment.
A well-structured scope clause:
o Defines responsibility clearly
e Prevents authority overlap
e Supports limitation of liability

o Strengthens governance framework

Scope clarity is the backbone of EPCM eftfectiveness.
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Annexure - 3: Downstream Package Structuring Template

(Illustrative Framework for EPCM Projects)

Note: This annexure provides a structured approach to identifying, sequencing and

organizing downstream packages under an EPCM delivery model. Package structuring must

be customized based on project size, complexity, risk appetite and financing structure.
Part A — Principles of Package Structuring
Before identifying packages, the following strategic principles should guide structuring:

Technical Coherence — Each package should represent a logical scope cluster.
Clear Interface Boundaries — Avoid overlap in scope.

Market Capacity Alignment — Package size should match contractor capability.
Risk Allocation Logic — High-risk scopes may require tighter structuring.
Procurement Competitiveness — Encourage adequate bidder participation.
Cash Flow Sequencing — Align packages with project financing plan.
Operational Integration — Consider commissioning dependencies.

NNk W=

Improper package design leads to:
o Interface disputes
e Scope gaps
e Change orders
e Schedule conflict

Package architecture is a risk management exercise.

Part B — Illustrative Package Structuring

1. Industrial Manufacturing Plant

A. Pre-Construction & Enabling Works
o Site grading & earthworks
e Boundary wall & fencing
e Temporary utilities
B. Civil & Structural Packages
o Piling & foundations
o RCC structures
o Structural steel fabrication & erection

C. Process Equipment Packages

e Major equipment supply
o Installation & alignment
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o Commissioning support
D. Mechanical & Piping

e Process piping
o Utility piping
e HVAC systems

E. Electrical & Instrumentation

e HT/LT distribution
e Transformers & panels
e Automation & control systems

F. Utilities & External Infrastructure

o  Water supply system
o Effluent treatment plant
e Roads & drainage

G. Fire Protection & Safety Systems

e Hydrant system
e Detection systems
e Suppression systems

Sequencing Logic (Industrial)

Enabling works
Foundations
Structural frame
Equipment installation
Piping & E&I
Utilities integration
Commissioning

NNk W=

Clear interface matrix must define:
e Civil-to-mechanical handover points
o Equipment foundation responsibility
e (Cable tray ownership
o Structural load certifications
2. Warehousing & Logistics Park
A. Site Development

o Earthwork & compaction
e Internal roads
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e Drainage & stormwater
B. Building Structure
o PEB supply & erection
e RCC flooring
e Mezzanine works
C. MEP & Fire Systems
e Electrical systems
e DG & transformer yard
o Fire detection & sprinkler
D. Specialized Installations
e Dock levellers
e Racking systems
e Warehouse automation
E. External Utilities
o Power infrastructure
e Water supply
e Sewage & ETP
Strategic Structuring Note (Warehousing)
Because warehouses are modular:
o Consider repetitive package templates for Phase 1, Phase 2 etc.
e Benchmark pricing across phases.
o Separate flooring and PEB for competitive advantage.
3. Renewable / Solar Project
A. Site Preparation
e Land levelling
e Access roads
e Drainage
B. Mounting Structures
e Fabrication & erection

C. Module Supply

e PV module procurement
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D. Inverters & Electrical Equipment
o Inverter supply

e Transformers
o Switchgear

E. DC & AC Cabling

e Cable supply & laying
e Trenching

F. Transmission Line / Grid Connectivity

e Substation works
o Transmission towers

G. SCADA & Monitoring System
Risk Consideration (Solar)

If performance guarantee is critical:

e Consider hybrid structure (module supply under direct scope + EPCM for balance-of-

plant).

e (learly define performance testing responsibility.

Part C — Package Structuring Under Different EPCM Models

Model A — Direct Owner Contracting

Each package contracted directly between Owner and contractor.

Advantages:
e Maximum cost transparency

e Direct contractual control
o Competitive benchmarking

e Increased administrative burden

e Owner retains escalation risk

e Multiple TDS and GST interfaces
Best suited for:

e Large industrial sponsors
o Strong internal governance capability
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Model B — Managed Subcontracting via EPCM

Each package contracted between EPCM and subcontractor.

Advantages:

e Centralized contract chain

¢ Reduced owner administrative burden

e Stronger EPCM top-line

Risks:

o EPCM working capital exposure
e Payment chain complexity
o Higher liability exposure

Best suited where EPCM has strong balance sheet.

Part D — Interface Mapping Template

For each package, maintain an Interface Responsibility Matrix:

(Illustrative only)
Package A Interface With R‘;;Egﬁ?:}:::ty Risk Allocation
. Structural Steel and Founda‘Flon bolts / .
Civil PEB Anchoring bolts Civil contractor
accuracy
|Mechanical HElectrical HCable tray provision ”Electrical contractor ‘
|Equipment Supply HInstallation HAlignment tolerance ”Installation contractor‘

Interface clarity reduces variation disputes.

Part E — Package Evaluation Checklist

Before finalizing packages, assess:

S S Ul
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Is scope clearly measurable?
Are drawings sufficiently developed?

Is there clear boundary demarcation?

Does package size match market capability?
Is risk reasonably allocated?
Are escalation clauses aligned?
Are insurance requirements consistent?
Is performance security adequate?
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Part F — Governance Recommendations

1. Develop Package Strategy Memo before tendering.
2. Obtain board approval for major package splits.
3. Align procurement schedule with master timeline.
4. Conduct independent review of package architecture (for large projects).
5. Ensure consistency across contract templates.
Strategic Insight

The economic advantage of EPCM is unlocked not by the label, but by intelligent package
architecture.

Well-designed packages:

e Improve competition

e Reduce embedded risk premium

e Enhance accountability

o Enable cost benchmarking
Poorly structured packages:

e Multiply disputes

e Create scope overlap

e Increase variation exposure

e Destroy cost advantage

Package structuring is the economic backbone of EPCM success.
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Annexure - 4: EPC vs EPCM - Comparative Risk Allocation

Matrix

(Strategic Risk Architecture Reference Table)

Purpose:

This matrix provides a structured comparison of how key risks are allocated under Lump
Sum EPC and EPCM models (Model A — Direct Contracting and Model B — Managed

Subcontracting).

Actual allocation depends on contract drafting and commercial negotiation.

Part A — Core Project Risks

EPCM — Model A

EPCM — Model B

Performance Risk

EPC Contractor

Risk Category Lump Sum EPC (Direct Contracting) (Manage(.i
Subcontracting)
Owner (managed b Shared (EPCM
Design Risk EPC Contractor EPCM) gea by coordinates; owner
retains economic risk)
. . EPC Contractor
Quantity Risk (within defined scope) Owner Owner
Owner (unless
Scope Ambiguity [EPC Contractor (priced|contractually passed to ||Shared; depends on
Risk into contract) downstream subcontract drafting
contractor)
Owner (economic);
Escalation Risk EPC antractor (if Owner EPCM operatlonally
fixed price) exposed if poorly
aligned
Coordination / EPCM Agency EPCM Agency (higher
. EPC Contractor (management
Interface Risk s exposure)
responsibility)
Subcontractor Owner (direct EPCM Agency
Default Risk EPC Contractor contractual privity) (primary exposure)
. Package-wise
+
Delay Risk (LD EPC Contractor contractor; Owner Subcont?actor .
exposure) . . EPCM (interface risk)
bears integration risk
Downstream

Downstream
contractor; Owner
retains integration risk

contractor; EPCM may
face back-to-back
exposure

Part B — Commercial & Financial Risks

| Risk Category

| Lump Sum EPC || EPCM — Model A | EPCM — Model B |

|C0st Overrun Risk

HEPC Contractor

”Owner

HOwner ‘
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Risk Category | Lump Sum EPC | EPCM —Model A | EPCM — Model B |
Variation Cost Risk Shared (depending on Owner Owner (unless passed
clause) downstream)
Cash Flow Timing EPCM (interim
Risk EPC Contractor Owner exposure possible)
. . EPCM (if subcontract
&or(illrllrgeCapltal EPC Contractor Owner payments precede
P owner receipts)
Embedded Risk High (included in
Premium EPC price) Low (transparent) Moderate
Contingency Buffer I];erinc‘t;edded in EPC Owner retains Owner retains
Financial Liability Consolidated under Distributed Semi-consolidated
Concentration EPC under EPCM

Part C — Legal & Governance Risks

| Risk Category | Lump Sum EPC | EPCM—Model A | EPCM — Model B
Contractual Privity (Single EPC contract Multiple owner— EPCM-subcontractor
contractor contracts |contracts
. . . Multiple Layered (subcontract
Dispute Complexity ||Single counterparty counterparties + EPCM)
C!alms Aggregation EPC absorbs O\yner faces multiple |[EPCM acts as buffer
Risk claims but exposed
. . EPC assumes broad |Downstream specific |[EPCM may assume
Indemnity Risk . . . .
indemnity indemnities broader exposure
Limitation of .
Liability High High Very High (for
EPCM)
Importance
Insurance
Structuring Moderate High High
Complexity
Part D — Labour & Statutory Risks (India Context)

| Risk Category | Lump SumEPC || EPCM-ModelA | EPCM-Model B |

prineipa E0C orermioly) e ety s 1 0 ]
proy y Principal Employer INCIp proy

Exposure exposed (subject to control test)

EPC manages; Owner

EPCM may coordinate;

BOCW . Owner must register;
. ultimate exposure . statutory exposure
Compliance . contractors licensed
possible depends on structure
PF/ESI Default |EPC primary; Owner EPCM secondary (if
. Owner secondary o
Risk secondary principal employer)
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| Risk Category | Lump Sum EPC | EPCM-Model A | EPCM —Model B

Vicarious . EPCM exposure

. yere EPC primary; Owner . . e
Liability otential Owner exposure high |increases if site control
(Accidents) P assumed

Part E — Tax & Regulatory Risks
| Risk Category | LumpSumEPC | EPCM-Model A | EPCM - Model B |

. Lower (single invoice ||Higher (multiple Higher (pass-through
GST Complexity stream) vendor GST flows) billing issues)
ITC Planning Limited t Hicher visibil; Hisher visibilit
Flexibility imited transparency |Higher visibility igher visibility

. . Layered (Owner &

TDS Interfaces Single Multiple EPCM)
PE Risk (Foreign . Higher if EPCM
EPCM) Typically under EPC |Moderate contracts directly
FEMA Compliance Limited Moderate Higher if cross-border

Exposure subcontracting

Part F — Strategic Governance Implications

| Governance Parameter | Lump Sum EPC | EPCM — Model A | EPCM — Model B |
|Owner Control Level H Low H High H Moderate ‘
|Administrative Burden H Low H High H Moderate ‘
|Transparency Level H Low H High H High ‘
Dep.endency on Single High Low Moderate
Entity

Governance Maturity . .

Required Moderate High High
Capital Efficiency Lower (risk Higher (if governed .
Potential premium embedded)|well) Moderate to High

Part G — Risk Philosophy Summary
Under EPC:

e Risk is consolidated.

e Premium is embedded in price.

e Governance complexity is lower.
o Cost visibility is limited.

e Owner pays for certainty.

Under EPCM — Model A:
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Risk is distributed.

Transparency is high.

Owner retains economic risk.

Governance burden increases.

Potential cost savings exist if managed well.

Under EPCM — Model B:

Risk chain becomes hierarchical.

EPCM exposure increases.

Administrative burden shifts from owner to EPCM.
Requires strong contract and cash flow alignment.

Strategic Interpretation Guide

When reviewing this matrix, leadership should evaluate:

M

Which risks are acceptable to retain?

Which risks should be priced and transferred?

Does governance capacity match risk distribution?

Is the potential cost advantage worth increased management complexity?
Does financing structure prefer consolidated responsibility?

Risk allocation is not about elimination.
It is about conscious positioning.

Closing Note

This comparative matrix is not prescriptive.

Actual allocation depends on:

Contract drafting
Negotiation leverage
Project type

Financing structure
Regulatory environment

However, before choosing EPC or EPCM, decision-makers should map risk consciously —
not implicitly.
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Annexure - 5: EPC vs EPCM - Financial Sensitivity Model

(Illustrative)

Purpose:
This annexure provides a simplified financial comparison framework to evaluate how EPC vs
EPCM structures impact total project cost and IRR under different risk scenarios.

This is not a detailed financial model but a decision-support template for board-level
evaluation.

Part A — Base Case Assumptions
Assume:

Base Direct Construction Cost (ideal technical cost): 100 crore
Project Revenue Model: Industrial manufacturing plant

Target IRR (base assumption): 15%

Project Debt-Equity Ratio: 70:30

Construction Period: 24 months

Part B — EPC Pricing Structure (Illustrative)

| Component H% of Base CostHAmount R Crore)‘
IDirect Cost [ 100%)| 100|
|Subcontractor Margins (avg 12%) H IZ%H 12‘
IEPC Risk Premium (8%) [ 8% g
|Contingency Buffer (5%) H S%H 5‘
|Corporate Overhead & Profit (8%)H S%H 8‘
Total EPC Price [ — 133|
Observations:

o Risk is monetized upfront.
o Owner receives price certainty (subject to scope).

Part C — EPCM Pricing Structure (Illustrative)

| Component H% of Base Cost”Amount R Crore)‘
IDirect Cost [ 100%|| 100)
|Subc0ntractor Margins (12%) ” 12%” 12‘
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| Component H% of Base Cost”Amount R Crore)‘
IEPCM Management Fee (5%) || 5%)| 5|
|Independent Governance & Audit H —H 2‘
|Owner-Retained Contingency (3 %)H 3%” 3‘
Total EPCM Estimated Cost || —] 122|

Base Case Difference:
e EPC: %133 crore

e EPCM: X122 crore
e Potential Saving: X11 crore (~8.3%)

Part D — Sensitivity Analysis Scenarios
Because EPCM retains risk, outcome depends on execution quality.
Scenario 1 — Controlled Environment (Efficient Governance)
Assume:
e Escalation impact: 2%
e Variation exposure: 2%
e No major interface delay
Revised EPCM cost:
%122 + %4 crore = X126 crore
Still lower than EPC (X133 crore)
Net Saving: X7 crore
Scenario 2 — Moderate Governance Weakness
Assume:
e Escalation: 5%
e Variation: 5%
e Minor schedule delay impact
Revised EPCM cost:
X122 +R10 crore =132 crore

Almost equal to EPC.

Cost Advantage Neutralized
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Scenario 3 — Weak Governance / Major Delay
Assume:
e Escalation: 7%
e Variation: 8%
e 6-month delay (IDC impact: 26 crore)
Revised EPCM cost:
122 +%15 +%6 =143 crore

Now EPCM becomes costlier than EPC.
Part E — IRR Sensitivity Impact

Assume project generates:

e Annual EBITDA: %30 crore
¢ Base IRR at %133 crore cost: ~15%

If Project Cost Reduced to X122 crore
IRR may increase by 1-1.5%.
If Cost Increases to X143 crore (due to poor governance)
IRR may fall below 13%.
Key Insight
Even a 5-8% cost variance in capital-intensive projects can:
o Significantly alter equity IRR
o Affect debt service coverage
e Change lender comfort
EPCM offers upside — but exposes downside.

Part F — Schedule Sensitivity

In industrial projects:

e Every month of delay increases Interest During Construction (IDC).

e Delay may postpone revenue commencement.
If:

e Monthly fixed cost during construction: X1 crore

LEXBRIDGE
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e Revenue start delayed by 6 months
Total impact: 26 crore + lost EBITDA
Schedule discipline is as critical as cost discipline.
Part G — Break-Even Analysis
Using illustrative numbers:
EPCM delivers advantage if:
(Risk Premium + Contingency embedded in EPC)
(Actual escalation + variation + governance cost under EPCM)

In simplified form:

If EPC embeds 13% premium,
EPCM must control overruns below 13% to remain beneficial.

Part H — Hybrid Model Illustration

Consider hybrid structure:

e High-risk process package on EPC
o Balance packages under EPCM

This may:

e Reduce embedded risk premium
e Protect critical performance guarantee
o Balance transparency with certainty

Hybrid structures often optimize financial outcome.
Part I — Decision Evaluation Checklist
Before finalizing EPCM, test:

Is embedded EPC risk premium materially high?
Is subcontract market competitive?

Can escalation be reasonably forecast?

Is governance capability mature?

Is lender comfortable with distributed risk?

Is schedule flexibility available?

SIS

If answers are positive, EPCM financial case strengthens.
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Final Analytical Perspective

EPC converts uncertainty into upfront cost.
EPCM converts uncertainty into managed exposure.

Financial superiority of EPCM is conditional — not automatic.
The model with better economics is the one where:

o Risk is consciously allocated

e Governance discipline is strong

e Variation control is structured

e Schedule monitoring is strict

Financial sensitivity analysis must precede delivery model selection.
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Annexure — 6: Decision Framework Summary Sheet

(EPC vs EPCM vs Hybrid — Board-Level Evaluation Tool)

Purpose:

This summary sheet provides a structured decision framework for promoters, boards, lenders
and senior leadership to evaluate the most appropriate delivery model for a specific project.
It is not a prescriptive answer — it is a structured decision architecture.

Part A — Strategic Readiness Assessment

Before choosing EPCM, leadership must assess internal capability.

Parameter H Low H Moderate H High
Internal Project Management Capability O O O
Contract Drafting & Governance Strength O O (]
Cost Monitoring Systems O O (]
Risk Management Culture O O O
Labour & Compliance Oversight O U L
Interpretation:
e If most ratings are Low — EPC may be safer.
e If most ratings are High — EPCM may unlock value.
e If mixed — Hybrid may be optimal.
Part B — Project Complexity Assessment
. . Low . High
Project Attribute Complexity Medium Complexity
Number of Trade Packages O O L
Interface Density O O (]
Design Evolution Likelihood O O (]
Specialized Vendor Involvement O O L
Cross-Border Components O O O

Interpretation:

o High complexity favours EPCM (if governance exists).
e Low complexity favours EPC (cost of coordination may exceed benefit).

LEXBRIDGE 134



EPCM Strategy in Infrastructure & Industrial Projects — Structuring Projects Beyond Traditional EPC

Part C — Financial Sensitivity Assessment

Financial Parameter SenI;?tvi:i ty Moderate Selﬁitgil\l/i ty
Impact of 5% Cost Variation on IRR O O O
Debt Servicing Tightness O U |
Lender Risk Appetite O U |
Exposure to Escalation Volatility O (] O

Interpretation:
o High cost sensitivity requires disciplined model selection.
e Iflender demands consolidated responsibility — EPC preferred.

e If cost savings materially improve IRR — EPCM attractive.

Part D — Market & Procurement Assessment

| Market Condition H Weak H Stable H Competitive
Subcontractor Availability O O O
Price Discovery Transparency O U U
Cartelization Risk O O [l
Supply Chain Stability O O O
Interpretation:

o Competitive markets favour EPCM (better price discovery).
o Limited contractor ecosystem favours EPC.

Part E — Risk Appetite Matrix

Evaluate sponsor’s willingness to retain:

| Risk Type H Willing to Retain H Prefer to Transfer
Escalation Risk O ([l
Quantity Risk O O
Coordination Risk O [l
Subcontractor Default Risk O ([
Variation Risk O O

Interpretation:

e Ifmost risks are to be transferred — EPC.
o If sponsor comfortable retaining and managing risk — EPCM.
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Part F — Governance Layer Requirement
For projects above a certain threshold (e.g., > 200 crore), ask:

Is independent commercial oversight required?
Are lenders insisting on reporting transparency?
Is project being executed through SPV?

Are there multiple equity investors?

Is there international exposure?

AN

If majority “Yes” — Structured governance (EPCM + CMC) advisable.

Part G — Delivery Model Decision Matrix

Recommended

Scenario Model

|Standardized project, tight timeline, limited governance capacity H EPC

Large industrial plant, multi-package complexity, strong internal
governance

EPCM

|Renewable project with performance guarantees critical H EPC or Hybrid

|Br0wnﬁeld expansion with evolving scope H EPCM

|Highly leveraged project with conservative lenders H EPC

|Large industrial township with phased development H EPCM or Hybrid

Part H — Red Flag Indicators
Avoid EPCM if:

e No structured risk register exists.

e No cost control system is implemented.

o Contract templates are weak.

e Governance team is understaffed.

e Sponsor expects “EPCM without involvement.”

Avoid EPC if:
e Risk premium significantly inflates cost.

e Scope ambiguity is high (EPC contractor will overprice).
e Market competition is strong and exploitable.

Part I — Executive Decision Flow

Step 1:
Assess internal governance capability.

Step 2:
Evaluate project complexity and interface density.
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Step 3:
Model financial sensitivity under different risk scenarios.

Step 4:
Assess lender and financing constraints.

Step 5:
Decide:

e EPC (risk transfer priority)
e EPCM (transparency & optimization priority)
o Hybrid (balanced strategy)

Final Summary Statement
There is no universally superior model.
The right choice depends on alignment between:

e Project complexity

o Financial sensitivity

o Risk appetite

e Governance maturity

e Market competitiveness

EPC offers structured certainty.
EPCM offers structured transparency.
Hybrid offers calibrated balance.

The optimal decision is the one where risk allocation, capital efficiency and governance
capacity are consciously aligned.
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