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 One of the main reasons of delay in construction projects are related to credit failure. 
Continuum of financial problems through years and their generalization in most 
projects and plans show that issues are structural. Using LC mechanism in construction 
projects turns money flow into credit flow in bank accounts of the society. This can 
have positive effects on the implementation of construction projects in addition to 
maximum use of available cash. Based on the results of testing hypotheses, local letter 
of credits will cause timely and appropriate provision of required funds to improve 
quality and speed of implementation and to  reduce final cost of construction projects 
and plans. 
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INTRODUCTION 
 
 Prolonging construction plans and projects in the country and delay in utilizing them has become a major 
problem of the system so far. It has numerous effects and consequences for economic system of Iran , 
implementation area, contractors and planning stem of Iran. Since,  through passing the time of construction 
projects and plans effect of supply increase raised by production of these projects in economics do not emerge 
and total supply does not increase, inflationary load resulting from it in the country economics will be more at 
any rate that its termination time is increased. Thus, delay in construction projects (despite costly credit they 
have) will cause a major disturbance in the economy of the country. Therefore, strategies which reduce 
implementation time of the projects are essential. Implementation process of the construction projects and plans 
of the government is always interrupted due to various reasons which ultimately outlast projects and postpone 
production time. Longevity of projects and plans will accompany their implementation by high risks plus raising 
their final cost. Longevity construction projects and plans will proceed until incompletion of the projects in the 
specified time will be an ordinary issue and it is essentially regarded as an established and unwritten procedure 
by budgeting and implementation system of the country. According to the published formal reports ( report of 
Office of Monitoring and Evaluation Plans, Management and Planning Organization ) the main reasons of delay 
in construction projects and plans regarding implementation timing include the following issues[1]: 
Credit failure: ( 48/3 %) 
Shortcomings of executive agencies: (4/7%) 
Incapability of contractors: (4/7%) 
 Therefore, the major share of delay reasons in construction projects and plans is related to credit failure. 
Continuum of financial problems over the years and generalization of them to the majority of projects and plans 
show that type of the problems is structural. The present structures in budget system do not have necessary and 
required efficiency for country’s development due to high complexity and long procedures. Longevity of 
projects are regarded as factors of increasing inflammation due to high volume of incomplete projects and plans 
and further increase of their costs and lack of cost return (demand side) in production shape (supply side) in 
economic circle of the country. Longevity of implementation time will cause construction projects and plan 
facing various types of risks with different degrees, so that their final costs will be raised. Excessive expansion 
of public sectors’ activities has dominated a condition on production and administration structure of the country 
so that even application of the best condition ( increase in development budget ceiling )  and using the most 
experienced program managers and planner cannot meet the challenges itself while facing problems. Due to the 
fact that adequate provision of financial resources is lifeline of all plans and other factors, the government can 
remove all factors of delay related to credit failure and shortcoming of the contractors by amending its 
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mechanism through reengineering of supply and dedication system of ownership credit of capital assets. The 
main solution to resolve the aforesaid problems (which are controlling financial resources of the plans) should 
have two essential conditions as below: 1- to limit definition of new plans based on financial power of the 
government, 2- to provide timely and proper credit required for the defined projects. Major solution of this 
research is to design financial mechanism that firstly provides required credit for construction plans timely and 
properly, secondly, prevents definition of new plans which are surplus of government financial power by self-
control style. Establishing Letter of Credit in Rial under its administrative requirements which are mentioned as 
follows is one of the most effective tools to achieve these two goals simultaneously. As the government has 
been established currency LC against foreign contracts, it can open a LC in Rial for each of the construction 
plans. In case of achievement, the government can guarantee payments while demanding contractors’ demands 
to ensure and guarantee timely completion of projects in planning body of the country and ensuring.  This action 
increased simultaneously quality and speed of the projects so that productivity index of governmental projects 
and plans implementations will enhance. When using this financial mechanism, the government can consider 
higher levels of standards beside contractors’ obligation and improve their service quantitatively and 
qualitatively and decrease the initial cost and final one of the plans by subtracting adjustment costs. Opening LC 
under the said executive requirements is only for construction projects and plans including four steps and 
gradually involves all projects and new plans. In this situation, considering limits of construction credits of the 
government and maximum debts of organizations from banks (which must necessarily compensate by the first 
allocation of the next year) can expect that opening an LC in Rial for the construction projects under the 
aforesaid circumstance as a self-control mechanism for a definition path of new projects does not block surplus 
financial power of the government and prevents emergence of budget deficit. Although all construction projects 
and plans have construction schedule, but this schedule will be corrupted and it is not relied due to delay in 
projects implementation. LC mechanism by the aforesaid requirements can provide basis of operational 
budgeting because it guarantees implementation schedule. This paper is first analyzing effects and consequences 
raising from projects and plans longevity in the present situation and by focusing on credit deficit and financial 
problems as the main reason while considering factors of financial problems occurrence, rooting them and 
submitting proper solutions to reduce implementation time of the projects to address reengineering of supply 
and dedication credit of capital assets plans. Considering effects and broad and destructive consequences of 
longevity of constructive projects and plans and present statistics and figures in this field which were presented 
at the beginning of this paper, we can conclude that compensation of financial deficits in these projects will be 
truly economical and the country will benefit them ultimately in spite of extremely high rate of the facilities 
which is higher than the common rate. Given the above, the purpose of this study is that, firstly, the advantages 
of LC in Rials in projects implementations should be explored, and secondly, constraints of LC using in Iranian 
Rials should be examined in public organizations of Iran. Based on review of literature, the project’s issue is 
addressed as below as a question in order to achieve objectives of the project: 1- what are advantages resulting 
from opening LC in Rials to implement projects of acquisition of capital assets?  
 
Theoretical basis and research background: 
 Of financial policies beside monetary policies and capital market form three pillars of economic system of 
Iran. Although decision-making process in the said pillars is different from each other, their performances 
should be conducted in accordance with other pillars due to their influence and they finally complement each 
other. Considering financial policies which can guide various economic activities in addition to create required 
infrastructures for sustainable development, application of LC mechanism in Rials for construction projects can 
determine complementary role of pillars of Iran economics system and it acts as a link between financial and 
monetary policies. Using LC mechanism in construction projects and plans can make money flow in the society 
to flow in bank accounts. This can make maximum use of available liquidity, and it also facilitates monitoring 
of economic activities. Based on the widespread presence of the government in the market and infrastructure 
role of construction projects of the government to invest in private sector, regular implementation of projects 
schedules and consideration of planning principles in process of capital assets will lead to decrease available 
risks in the business environment which can finally results in adopting more facilitative monetary policies by the 
banking system. It can provide essential bed to grow and develop accelerating economics of Iran in a natural and 
without intervention process of the government in the market. Considering formal statistics, weighted average 
time for implementation of the terminated projects has been increased from 8/6 years in the second program to 
9/5 years in the third program and 11/3 years in the first year of the forth program ( 2005) and 11/1 years in 
2006. Furthermore, studies conducted in 2004 showed that only 30/9 % of all capital assets projects progressed 
according to the plan and 56/5% of the national construction projects by financial weight of 65/5% are deeper 
than their own schedules. Table 1 shows present status of the national construction projects [2] 
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Table 1: Current status of national construction projects. 

Starting time Proportion of all 
projects(%) 

Credit weight of all 
projects(%) 

Mean of 
implementation time 

(year) 

 
Physical Progress(%)  

Before the third 
program 24/9 28/5 15 57/8 

Started through the third 
program but not 

finished yet 
41/2 40/8 08/1 45/6 

2005 19/2 12/7 4/9 26/3 
2006 14/7 18/1 3/9 20/4 

 
 Table 2  indicates more objective image of cost increases due to longevity of the project. Figures of this 
table which are raised based on data of budgetary documents demonstrate in spite of required credit  to finish in 
progress plans in 2000(in addition to budget of 2000) was predicted 10423 billion IRR but in 2001 to finish the 
same numbers of plans were predicted approximately 16867 billion IRR in addition to approved budget of 2001 
while through a year average 24/2 years was added to implementation time of  project[3]. 
 
Table 2: Estimation discrepancy of credits of assets plans of capital properties in various years (figures are in billion IRR). 

Title of Year 
 

Estimation of later 
years in later year 

 

Estimation of later 
years in base year 

 

estimated difference in 
later years 

Average of duration 
difference in 

implementing each 
project ( (per year) 

Law of 2001 comparing 
2000 

 10،423 6،443 24/2  

Law of 2002 comparing 
2001 

33،645 13،945 19،700 53/1  

Law of 2003comparing 
2002 

52،797 14،891 37،906 34/1  

Law of 2004 comparing 
20030 

79،048 26،183 52،865 63/1  

 
 Although certain factors apart from financial problems ( lack of precise expertise basis) contributed in lack 
of correct estimation of projects and longevity of their implementation process, credit deficit with a share of 
40% to 50 % has the highest share in longevity factors of implementation time of construction projects. 
Qualitative reduction of contractors’ services: inconsistency in executive program of project has undesirable 
effects on contractor’s performance and final quality of the work and the rest of these conditions caused 
developing of failure range to other contractors which work in the main sub-contractor and standard level of 
project implementation has been plummeted down. 
 
2-1- Creation of inconstant jobs and reduction of productive investment: 
 Quality reduction of work and lack of return expected by the government as the employer of the project will 
result in dissatisfaction of the government from the contractors. The contractor who faces cost increase of 
investment and lack of capability in compensating the damage in this situation will lose motivation of activity 
and investment. As a result, the created job is inconstant and tendency to productive investment will be 
decreased as well. 
 
3- Hypotheses development and conceptual model: 
 Since research question is not directly testable, it will be studied through indicators which show each of 
dependent variables. In order to fulfill this goal, three hypotheses have been designed that majority of them are 
results of using LC in Rials in implementing construction plans ans projects for executive state organizations on 
each dependent variables. First hypothesis: LC opening in implementing plans and projects of capital property 
assets will lead to timely and proper supply of required credit for approved plans and projects. Second 
hypothesis: LC opening in Rials increases quality and speed of the projects in implementation of plans and 
projects of capital property assets. Third hypothesis: LC opening in Rials decreases final price of plans and 
projects in implementation of plans and projects of capital property assets. Within research scopes, three scopes 
of subject, time and place are raised. Subject of this research which is raised in section of research method is 
addressed as subject scope of the research. Next subject of the research is place scope that Organization for 
Economic Affairs and Finance and treasury of Fars province and Fars GAO were considered as place scope of 
the research. Since method of data collecting was questionnaire in this project, it doesn’t contain specific period 
of time and time scope of this research is not  limited to any specific period of time. 
 
4-Methodology: 
 This study intends to find a proper response for this question “what are advantages resulting from LC 
opening in Rials in implementation of plans and projects of capital property assets in state units of Iran?” In 
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order to collect data based on research subject, research survey method is used. The most common method to 
collect data in this method is using personal interview and questionnaire that questionnaire is utilized in this 
method for data collecting. In this theoretical part library method is used to collect required data based on 
research subject.  The population in this research is divided into three general categories which is described in 
table 3. 
 
Table 3: Population volume. 

Volume Title Row 
20 Administrators and responsible technicians 1 
30 Financial Controller and Deputy Financial 

Controller 
2 

70 GAO auditors 3 
Total120 

 
 To do this research, the said population is selected as a sample and measuring tools for this research is 
questionnaire. In order to destitute the collected data from any environmental effects as bias and opinions of 
interviewees have greater objectivity, personal interview was not used. In this research, a number of questions 
are raised in order to test each hypothesis. These questions can test different aspects of each hypothesis. The 
questionnaire of this research consists of two questions. In the first part of questionnaire, identifying questions 
have been raised. These questions obtain data about interviewees. These data will be used in data analysis and 
questionnaire concluding. In the second part, questionnaire containing multiple-choice specialty questions 
regarding the research subject were raised and the interviewees were asked to respond them based on their 
professional and specialty knowledge. One of the main subjects in the research method was reliability or 
reliability of measuring tool. Considering the definition, or reliability of measuring tool is a degree that obtained 
results can be gained by re-measuring too. In other word, the same results can be taken in the same positions by 
using measuring tools. To analyze reliability of the questionnaire, Cronbach’s Alpha test was used.  In this 
method, to identify whether the questions were in line with objectives and subjects of the research and the 
research had enough coherence or not, SSPS software was used. In order to do final evaluation of the 
questionnaire, 20 questionnaires were firstly distributed among population from which the sample was selected 
and they were recollected afterwards. After data analyzing, reliability coefficient was calculated by using 
Cronbach’s alpha which was 0/94. Authenticity or validity of measuring tools is other major issues in research 
method. Validity of measuring tools means how much this tool can measure the features. 
 
Table 4: General data of the questionnaire. 

row Question description frequency percentage 
1  

Gendre 
Male female 83 

37 
70 
30 

Total 120 100 
2  

Educational degree 
Associate degree and lower 

MA and higher degrees 
9 
92 
19 

8 
77 
15 

 total 120 
3  

Field of study 
Accounting 

Management 
Economy 

Other 

44 
43 
16 
17 

6/36 
8/35 
3/13 

14 
 total 120 

4  
 

Organizational tune 

Accountant or financial 
manager 

GAO auditors 
Manager or supervisor 

30 
70 
20 

25 
58 
17 

 Total 120 
 
 One of the testing methods of construct validity is to compare research findings with results of similar 
researches in case obtained results are close, construct validity of measuring tool is confirmed. 
 
5- Data analysis: 
 In this part, distribution and percentage of frequency of research variables is presented in two parts of 
general and specialty questions. In the first part of the questionnaire, 4 general questions related to personal 
characteristics including gender, educational degree, filed of study and organizational tune are raised. The 
obtained results from descriptive analysis of these questions are reflected in the bellow table. Since the research 
question is not directly testable, it will be evaluated by indicators which show each dependent variables of this 
research. Therefore, 4 hypotheses are devised that effects of LC opening in Rials on each variable  will be 
tested. 
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5-1-test of first hypothesis:  
 << Opening LC in Rials in implementation of plans and projects of capital property assets leads to timely 
and required credit for approved plans and projects.>> 
 
Table 5: Descriptive statistics of first hypothesis of project 

Effects rate of LC opening in Rials for timely 
and proper supply 

Of required credit for approved plans and 
projects 

Quantity Mean Standard deviation 
120 7229/3 23099/0 

Mean of raised factors in the questionnaire is equal with 3/7229, namely more than average. 
 
Table 6: t-test a sample of first hypothesis variable with average vale (3) 

Effects rate of LC opening in Rials for timely and 
proper supply 

Of required credit for approved plans and projects 

t Degree of freedom Significance rate 
283/34 119 000/0 

 
 Considering significance of the test ( which is less than 0/05) can conclude that for respondents, LC 
opening in Rials can lead to timely and proper supply of required credit for approved plans and projects.  
 
5-2- Test of second hypothesis 
  << LC opening in Rials in implementation of plans and projects of capital property assets increases quality 
and speed of the projects.>> 
 
Table 7: Descriptive statistics of second research. 

Effects rate of LC opening on quality and speed of projects 
implementation 

t Degree of freedom Significance rate 

Effects rate of LC opening on quality and speed of projects 
implementation 

Qt Mean Standard Deviation 
120 2222/4 20874/0 

Mean of the raised factors in the questionnaire is 4/2222, namely more than average. 
 
Table 8: t-test, a sample of variable of second hypothesis of project with average value (3) 

Effects rate of LC opening on quality and speed of projects 
implementation in the quality and speed of projects  implementation 

 

t d.f Sig 
140/64 119 000/0 

 
 Considering significance of the test ( which is less than 0/05) can conclude that for respondents, LC 
opening in Rials can lead to quality and speed increase in plans and projects implementation of capital property 
assets. 
 
5-3- Test of third hypothesis: 
 << LC opening in Rials in implementation of plans and projects of capital property assets decreases final 
price of plans and projects.>> 
 
Table 9: Descriptive statistics of third hypothesis of research 

Effects rate of LC opening on final price of plans and 
projects 

Qt mean Standard deviation 
120 1667/4 62622/0 

Mean of the raised factors in the questionnaire is equal with 4/1667, namely more than average. 
 
Table 10: t-test of a sample variable of third hypothesis of the research with average value(3) 

Effects rate of LC opening on decrease of final 
price of plans and projects 

T Degree of freedom Standard deviation 
408/20 119 000/0 

 
 Considering significance of the test (which is less than 0/05) can conclude that for respondents, LC opening 
in Rials can lead to decrease final price of plans and projects of capital property assets. 
 In this part, significance relationship between general questions of the questionnaire including gender and 
organizational tune which may likely have relationship with research hypothesis were studied. 
 
Discussion and Conclusions: 
 In case LC in Rials is opened, below suggestions which are based on results of this research are presented in 
implementation of construction plans: 
 In general, available credits in organizations account will be merely used to proceed objectives of the 
research and using cash flow in operating bank hasn’t be used in activities development and interruption of the 
projects. Bank can play a dissipation role against fluctuations of supply and allocation credits in the organization 
by having adequate financial supports. Therefore, in case bank is able to use its liquidity in account of the 
organization to award credit facilities to customers, it can mutually offer credit facilities as savings to the 
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organization instead of positive turnover when the organization is short of budget and in the end of fiscal year, 
the organization will be debtor to the bank by original received facilities. In other words, the organization ( 
employer of the project) can guarantee timely payment to contractors by balancing interest that the bank benefits 
from remained liquidity in the organization’s account  with interest that the bank pays in response to financial 
obligations that current projects pay. The mere issue which matters is cash flow of the organization  in the end 
of fiscal year. In case this number is negative, the government will guarantee compensation of interest and 
original facilities to a certain ceiling for the organization’s debts in the first construction credit allocation in the 
future year and the organization can borrow above the specified ceiling by its guarantee from the bank. Under 
such circumstances, the organization will hold enough credit to open LC for the projects and regulations of LC 
in rials can be applied. Certain projects have been interrupted due to some reasons apart from financial problems 
( e.g.the project has faced technical problems, contractor has faced inner problems,…). In the other hand, certain 
projects has appropriate growth’s speed in the same organization and financial problems can merely resist 
increase of progress speed. In such circumstances, the bank can utilize unused credits of the interrupted projects 
as savings resources without moving in row of projects credits and the same amount of credit is offered to the 
current projects of the very organization as savings or proper commissions of facilities. As long as the bank uses 
constant credit of the organization like saving resources and the offered facilities are savings too. Moreover, the 
bank is able to request facility interests awarded to the current projects from the relevant organization based on 
the time that the organization account is empty ( in order to pay off annual debts of the organization) . 
 It should be noted that lines of the credits allocated to each project from the organization hasn’t been 
changed and it is accountable by authorities. What occurred was merely for taking facilities from bank in each 
line separately. In case unused credits of the organization to take facilities from the bank is not sufficient, the 
government is bound to repay original and interest of the facilities received from the bank in due time after 
cashing debts of the organization. However, compared with costs increase of the projects in circumstances of 
slow progress, it can be expected that interests of the facilities be lower in the mentioned time than adjusted 
costs and annual inflation which is raised of project longevity.   
 In case of using this financial mechanism, the government may require the contractor to comply with higher 
standards, and to enhance their service quantitatively and qualitatively and to reduce adjusted costs, initial price 
and the final one of the projects. 
 For the projects which are considered long-term ones in term of investment period or private sector is not 
willing to invest on them due to longevity of capital return and the government can provide required facilities 
using above mechanism and reducing implementation time to utilization stage. According to the researcher and 
results taken by this research, certain proposals are submitted as below for the future researches.: 
 To supply administrative barriers for opening LC in Rials can be other subject for the research. 
 In this research, only the Organization of Economic Affairs and Finance, Treasury and GAO of Fars 
province were selected as the population. 
 Research subject can be tested among other user groups as the General Inspection Organization, Senate 
and….. There are some limitations and problems in implementation of this research as follow: 
 This research has faced inherent limitations of the questionnaire in order to collet data.  
 Lack of sufficient motivation to have active cooperation in scientific researches among selected society 
members is one of the available problems in data collecting. Type of collecting data leads to not to consider 
ideas of other individuals who are involved in the researched subject, one of the limitations of this research will 
be raised. 
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