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Preface 

Rakshak Foundation is a Non-profit Organisation founded in 2006 by a group of 

concerned citizens from India’s elite educational institutions.  It was in the manner 

of giving back in a small way to India, the country that had provided them so much 

in terms of opportunities. The Foundation seeks to create an informed citizenry, 

aware of its rights and duties, and attempts to address the hindrances to a just and 

equitable society. Rakshak Foundation has been submitting well researched 

opinions on various bills being considered for presentation to the Indian 

Parliament. Moreover, the Parliamentary Committees of the Rajya Sabha have at 

several times sought the Foundation’s views on the proposed bills and other issues 

of national importance. 

The Intern is a First year student of the Master’s Program in Economics at the 

Department of Economics, Delhi School of Economics University of Delhi. The 

intern has keen interest in matters of Public Policy and believes the topic this 

project deals with assumes even greater significance at this particular juncture of 

India’s growth story where the focus is on accelerating and maintaining the pace of 

economic growth. Infrastructure is like the backbone of an economy, which 

provides the essential facilities and services that enables an economy to smoothen 

the process of economic transition.  

The Intern has tried to make an effort to draw out a clear picture of the existing 

Public Private Partnership Framework in the country and identify those aspects 

that pose a hurdle in the successful implementation of the PPP projects. 
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Executive Summary 

There is no doubt that India has witnessed phenomenal economic growth in the 

recent past, growing at about 8 to 9 percent rate towards the end of the first 

decade of the 21st century. This economic growth has effectively translated into an 

increase in the volume of trade, rapid urbanisation and consequently a pressing 

need for better, affordable and reliable supply of basic infrastructure facilities like 

power supply, transportation, warehouses, storage systems, waste management 

and disposal, etc.   

Provision of basic physical and social infrastructure is imperative not just from the 

point of view of keeping with the growth momentum but also for a more inclusive 

growth. Explicitly recognising inadequate infrastructure as a major constraint 

facing the economy, the 11th Plan set an investment target of over 500 billion USD 

for infrastructure sector. While about 95 percent of the planned target could be 

achieved during the 11th plan, India’s public expenditure in infrastructure 

development, however, continues to remain well below international standards.  

The12th five year plans have set an ambitious investment target of 1 trillion USD to 

meet the growing infrastructure demand in India. Given the public sector’s 

financial constraints and its lack of managerial skills, private sector participation is 

expected to play an important role in bridging the existing demand-supply gap. 

Private players would bring with them better organisational practices, newer and 

innovative techniques, finances and are also expected to deliver greater efficiency. 

Given that most of the infrastructure facilities are essentially public assets/ 

utilities which have traditionally been handled solely by the public sector, certain 

pre-conditions need to be fulfilled in order to attract private sector participation, 

namely: 

 Whole-hearted acceptance of Public Private Partnership 

 Conducive regulatory environment  

 Operational flexibility  

 Transparent and competitive procedures (bidding process/ selection 

criterion, risk allocation, etc.) 

 Minimum returns on the capital investment or appropriate compensation 

 The government has taken various initiatives to make PPP a successful 

mode for undertaking capacity augmentation and modernization of key 

infrastructure sectors. 

 Establishment of an independent Public Private Partnership Cell within the 

Department of Economic Affairs, Ministry of Finance to promote PPPs as the 

preferred mode for large infrastructure projects, formulate policies, suggest 

institutional, regulatory and procedural reforms; 
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 Standardization of the Request for Qualification (RFQ), Request for 

Proposal(RFP) and Model Concession Agreement (MCA) as well as 

providing general guidelines manual; 

 Adoption of an open-competitive bidding process; 

 Setting up of the India Infrastructure Finance Company Ltd. (IIFCL) to 

provide long term financing particularly to projects under PPP. Besides 

direct financing IIFCL also provides refinancing and credit enhancement 

facilities; 

 Providing Viability Gap Funding/Capital Grant to projects that are 

economically justifiable but commercially not viable, at least in the 

immediate future.  There is a cap of 20 percent of Total Project Cost on the 

maximum capital grant sanctioned under VGF while an additional grant of 

up to 20 per cent of total cost may be sanctioned out of the budgetary 

allocations of the concerned public authority; 

 Setting up of Infrastructure Debt Funds to provide long term re-financing 

facility to PPP based infrastructure Projects that have successfully 

completed one year of commercial operations; 

 Encouraging banks to raise long term funds through 30 year infrastructure 

bonds; 

 Encouraging Foreign Direct Investment as well as Foreign Institutional 

Investors to participate both under Automatic Route and Non-automatic 

route; 

 Providing tax benefits/exemptions to investors as well as encouraging use 

of tax free infrastructure bonds to finance long term infrastructure projects; 

 Encouraging banks to raise long term funds through 30 year infrastructure 

bonds; 

 Encouraging Foreign Direct Investment as well as Foreign Institutional 

Investors to participate both under Automatic Route and Non-automatic 

route; 

 Providing a speedy dispute redressal mechanism to ensure smooth 

operations both during and post project execution; 

Currently, over thousand PPP projects are being implemented across the country 

in various sectors. But surprisingly, PPPs are far more prevalent in the roads and 

highway sector, airport and seaport sector and to some extent even in the power 

sector as compared to the water supply and sanitation, irrigation or even railways 

for that matter. Over 50 percent of a total of 758 projects (as on 31st march 2011) 

were being carried out in the roads and highway sector. While in value terms, over 

40 percent was invested in the airport sector alone.  

Since the past two years, however, many urban development projects are being 

taken up under PPP. A large number of warehousing projects, urban waste 
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management and disposal systems, model schools are being taken up under PPP. 

To that extent, the public sectors’ reservations towards private sector participation 

are disappearing and the scope of PPPs is, therefore, expanding by the day.  

Given the complex nature of PPPs in general, it is imperative to understand that 

the true essence of PPP lies in the third P i.e. Partnership; PPPs are coming 

together of the private and public sector - an amalgamation of authority and 

legislative  powers with efficiency and innovative thinking. Unless the public sector 

realizes that they need to work closely with the private sector and not exclusive of 

it, difficulties will be faced in fulfilling the condition precedents as well as keeping 

the momentum of the rolled out project. Therefore, it is essential that the 

concession agreement clearly defines the role of each party in terms of their 

responsibilities, risk allocation, etc. while at the same time providing for an 

immediate plan of action corresponding to possible contingencies. 

With evolving Public- Private Relationship, there is an urgent need for structural 

reforms within the government apparatus, thereby, marking the shift from the 

conventional contractor – client alliance to a more symbiotic one. A special 

emphasis on reducing the cost and time inefficiencies (that could arise due to the 

existing structural bottlenecks) will result in smoother rollout of the projects.  

The report attempts to identify the factors that have enabled greater private sector 

participation in the development of public assets and utilities as well as the 

possible impediments to the successful implementation of PPP projects in India. 

Adopting a case study approach would allow establishment of linkages between 

the difficulties faced and provisions of the concession agreement. Such a 

comparison would help in better understanding the PPP scenario in India, the 

ways in which the existing problems can be dealt with. 
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1. Introduction 

 

1.1 Background Information 

1.1.1 What do you mean by infrastructure? The term ‘infrastructure’ refers to 
basic physical and organizational structures and facilities such as roads, buildings, 
ports, power supply, water supply, etc. needed for the smooth functioning of the 
economy and civilized society as we know it. In 2008, the Sub-Committee of the 
Committee on infrastructure had defined infrastructure to include the following 
major sectors (1): 

 Electricity (including generation, transmission and distribution) and R&M 
of power stations 

 Non-Conventional Energy (including wind energy and solar energy),  
 Water supply and sanitation (including solid waste management, drainage 

and sewerage) and street lighting,  
 Telecommunications,  
 Roads & bridges,  
 Ports,  
 Inland waterways,  
 Airports,  
 Railways (including rolling stock and mass transit system),  
 Irrigation (including watershed development),  
 Storage,  
 Oil and gas pipeline networks 

In addition to these physical assets, infrastructure also includes social 

infrastructure of health and education. Public utility is an integral component of all 

these facilities and, therefore, has traditionally been provided by the public sector 

only. 

1.1.2 What is Public Private Partnership (PPP)? Public Private Partnership is a 

partnership between a public sector entity (the sponsoring authority) and a 

private sector entity (a legal entity in which 51% or more of equity is with the 

private partner/s) for creation and/or management of infrastructure for public 

purpose for a specified period of time (concession period) on commercial terms 

and in which the private partner has been procured through a transparent and 

open procurement system (2). 

In other words when a public utility/ service is built and/or operated and/or 

maintained by private entity then it constitutes a public private partnership. The 

true essence of PPP lies in the third P i.e. Partnership – sharing of obligations, 
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responsibilities, risk, etc. It is essentially the coming together of the public sector’s 

authority and administrative ability on the one hand and the private sector’s 

managerial skills, innovative thinking and efficient practices on the other simply 

for the purpose of creating world class infrastructure and public services.  

While the public sector is responsible for the identification of the projects, inviting 

proposals, awarding the project, ensuring that project site is free from any 

encumbrances and monitoring the project implementation;  the private partners 

are entrusted with the task of designing/building/financing/managing/operating 

the underlying asset. The private sector, however, exercises sufficient operational 

flexibility in terms of the technology it uses, labour requirements, designs as well 

as the potential commercial avenues. 

Since the recent past, PPPs have, sort of, become a trend with the country seeing 

many PPP successes particularly in the infrastructure sector. Some of the major 

successes have been the NHDP golden quadrilateral project (VII phases), the Delhi 

International Airport (T3), Delhi Metro Rail Corporation (Reliance-Airport express 

line), Kempegowda International Airport (Bengaluru), etc. 

1.2 Main Problems, their scope and impact on the society 

1.2.1 Need for Private Sector Participation: A strong infrastructural base acts as 

a catalyst in the process of economic growth while aiming for the broader 

developmental goal of inclusivity. Provision of infrastructure effectively helps in 

spreading out the benefits of growth to the poorest in the society. Investment in 

infrastructure has strong forward and backward linkages and to that extent has 

significant multiplier effect on GDP growth and is, therefore, referred to as the 

backbone of an economy. 

In view of India’s phenomenal growth performance in the recent past, the demand 

for infrastructure services has been growing, and will continue to grow, at an 

unprecedented rate. Additionally, there has been enormous growth in India’s 

urban population over the period 2001-2011 and is expected to exceed 40 per cent 

of total population by 2030 (3). Thereby, generating demand for basic urban 

amenities of affordable housing, reliable water and power supply, mass rapid 

transit system among others.   

This surge in demand has been met only to some extent and large demand-supply 

gaps exist. Under the 11th Five year Plan, investment in infrastructure rose from 

5.7 per cent of GDP in 2007 to around 8 per cent in 2012, yet fell short of the plan 

target of 9 per cent (3). This investment shortfall reflects, firstly, onto the financial 

constraint faced by the public sector and, secondly, the emerging need to tap 

private resources.  
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In addition to the supply deficit, India’s infrastructure services are considered 

highly unproductive by world standards. The organisational structure of the 

government (and its agencies) emphasizes their role as administrators, policy 

formulators and law keepers but does not ensure managerial efficiency. In such a 

scenario increased private sector participation would bring with it the perfect 

combination of managerial expertise, technical know-how, innovation and greater 

efficiency in asset creation and management. 

Although traditionally the government alone was responsible for creation and 

provision of such public goods or services, involvement of the private sector in 

infrastructure development needs to be given overriding importance now. The 

approach to 12th Five year plan identifies the need to expand investment in 

infrastructure to about 1 trillion USD i.e. over 45 lakh crore rupees during the 12th 

Plan with nearly half the investment being expected to flow from the private sector 

(3).  

Since the underlying assets are essentially public goods/services, complete 

privatisation might over-emphasize the commercial aspect to it while overlooking 

its social welfare impact. In such a scenario, public authorities or agencies have a 

pivotal role to play as a regulator, to set technical as well as non-technical 

benchmarks, ensure that the users of public goods are not exploited and that 

private sector decisions are not a compromise on the welfare front, and a 

facilitator, to handle land procurements, environmental and other regulatory 

clearances, ensure minimum returns to the private sector in case the existing 

avenues alone are not sufficient, etc. In view of the above considerations, Public 

Private Partnership is the right mode to develop world- class physical and social 

infrastructure.  

 

1.2.2 Different forms of PPP: Public Private Partnerships can take a wide range of 

forms varying primarily in the ownership of the underlying asset/ service, the 

responsibilities of each party, degree of risk exposure and the duration of contract. 

The World Bank explicitly identifies, on the scale of extent of private sector 

participation, the following major PPP models (4): 
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Figure 1: Source - World Bank website 

 Utility Restructuring/Corporatization/Decentralization: Utility Restructuring 
involves separating the cost, reporting and accounting base of the utility while 
keeping it within the purview of the larger govt. department or municipality. A 
more enduring model is corporatization whereby the statutory role of an entity 
as a govt. department is transformed to a fully commercialized but 
government-owned independent entity under the Companies Act. 

 It increases the organizational flexibility and financial viability of the service 
provided. For example, Container Corporation of India Ltd., Kankan Railway 
corporation Ltd., etc. 

 Civil works/Service Contracts: The public authority may enter into a service or 

supply contract with private entities for supply of equipment, materials, power, 

energy and labour. Such an arrangement is also referred to as Outsourcing. 

IRCTC providing catering services for Indian Railways’ passengers is an 

excellent example of such an arrangement. 

 

 Management & Operating Contracts: The private entity is entrusted with the 

task of managing a part or whole of a public enterprise in payment of a fixed 

fee. As such the private entity assumes negligible commercial risk and enjoys 

considerable flexibility as far as its operations are concerned – thereby 

allowing for innovation in design and delivery. 

 

 Lease and affermage:  The contract holder is responsible for operating and 

maintaining the infrastructure facility/service but is not required to make 

significantly large investment. However, there is a fine difference between 

lease and affermage. Under a lease contract, the operator retains the user fee 

collected and pays a pre-determined lease fee while under affermage the 

revenues are shared between the two parties. 

 

http://ppp.worldbank.org/public-private-partnership/node/16
http://ppp.worldbank.org/public-private-partnership/node/17
http://ppp.worldbank.org/public-private-partnership/?q=node/18
http://ppp.worldbank.org/public-private-partnership/?q=node/19
http://ppp.worldbank.org/public-private-partnership/?q=node/20
http://ppp.worldbank.org/public-private-partnership/?q=node/21
http://ppp.worldbank.org/public-private-partnership/?q=node/22


    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                   Page | 11 
  
 

 Concessions, Build-Operate-Transfer (BOT), Design-Build-Operate (DBO): The 

govt. defines and grants specific rights to build and operate (and/or design) a 

facility for a fixed period of time. The ultimate ownership of the asset may rest 

with the public authority. Interestingly, payments may take place both ways: 

concessionaire pays for the rights and the govt. may also pay the 

concessionaire. Moreover, a Special Purpose Vehicle may be instituted to 

implement the project. This form of PPP is deployed the most. 

 

 Joint venture or partial divestiture: In this form of participation, the private 

entity may hold the ownership rights to the assets apart from the responsibility 

to design, build and operate the services. Under divestiture the private entity 

buys an equity stake in the state owned enterprise but the govt. may continue 

to retain indirect control over the operations & mechanisms. 

 

 Full divestiture: when all or substantially all interests of govt. in a utility asset 

are transferred to the private sector. 

 

In India, majority of the PPP projects have been turnkey projects taking different 

forms like Build-Operate-Transfer (BOT), Design-Build-Operate-Transfer (DBOT), 

Design-Build-Operate-Finance-Transfer (DBOFT), Build-Operate-Own-Transfer 

(BOOT), Engineer-Procure-Construct (EPC), etc. Revenues for the private partners 

have been generated either by way of user fee like toll and tariffs or by payment of 

fixed annuity by the concerned public authority. 

 

1.3 Objective of the Project 

Firstly, the project seeks to develop an understanding of the existing Public Private 

Partnership framework in the country. Identify the various government initiatives 

to promote PPPs as the preferred mode for investment in long term infrastructure 

projects. To that extent, the project also tries to gauge the government’s long term 

vision of PPP in infrastructure sectors.  

Secondly, to identify the key sectors that has attracted Public Private Partnership 

and the factors that explain scarce private investment in others.  

Thirdly, to analyse the major impediments to PPP projects in India and suggest 

ways, based on the above analysis, in which the institutional, structural and 

regulatory environment can be made more conducive to private sector 

participation. 
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2. Methodology 

 

2.1  Literature Search 

The project involved a thorough reading of the existing literature on PPP 

framework in the country.  To some extent, literature review was imperative for 

developing a wholesome picture of PPPs in India - to get a sense of how they have 

evolved over time with improving economic conditions and growing experience. 

Moreover, PPPs have become a subject of much interest for policy research and to 

the academia. Since, much of the available literature has been put forth by either 

the Government of India or its statutory body or a performance review committee 

its factual credibility cannot be questioned. Some of the papers/reports referred to 

are: 

 Faster, Sustainable and More Inclusive Growth, an approach to 12th Five 

Year Plan, Planning Commission: the report reflects onto the government’s 

vision for infrastructure development and the way in which it proposes to 

finance it. 

 Scheme for Support to Public Private Partnership in Infrastructure, Ministry 

of Finance, Government of India: explains the concept of Capital grant or 

Viability Gap Funding (VGF) by the public sector to make projects 

commercially viable from the private partner’s perspective.  

 Model Concession Agreement (MCA) for Highways and Airports: MCA 

constitutes the basic groundwork for implementation of PPP projects. It 

clearly defines the role and responsibilities of each party, the manner of 

risk, system of rewards and penalties, contingent action plan for different 

contingencies, force majeure and termination. 

 India Infrastructure Debt Fund – a working paper: the paper seeks to 

address the issue of scarce long term finance. Availability of long term 

finance is a pre-requisite for the on-site roll out of the projects. 

Correspondingly, it suggested creation of Infrastructure Debt Funds that 

would provide refinancing facility to projects that have been under 

operation for a stipulated period of time. 
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2.2 Meetings and Interviews 

While literature review formed the basis for much of the project findings, 

interacting with the concerned parties, i.e. the public sector authorities as well as 

the private developers, was indispensable for a micro-perspective of what really 

are the common problems faced in the implementation of PPP projects. These 

discussions clearly brought out each side’s expectations and concerns and added 

immense value to the final recommendations. 

Date Name Designation  Institution Topic of 

Discussion 

23.06.2014 Sh. Gajendra 
Haldea 

Principal 
Adviser, DCH 

Planning 
Commission 

PPP framework and 
the finance element 
of PPP 

23.06.2014 Ms. Reenu 
Aneja 

Young 
Professional 

Planning 
Commission 

PPP framework and 
the finance element 
of PPP 

27.06.2014 Sh. M P 
Sharma 

Member 
(Technical) 

National 
highway 
Authority of 
India 

Common 
impediments in 
Highway Projects; 
reliance on viability 
gap funding 

1.07.2014 Sh. G D Gupta Manager, Key 
Infrastructure 
Development 

Airport 
Authority of 
India 

PPP in airport 
sector which has 
been a huge success 
– factors that have 
contributed to 
success as well as 
initial difficulties 
faced 

1.07.2014 Sh. 
Venkatraman 
Hegde 

 Airport 
Authority of 
India 

Role of PPPs in 
developing  the 
Indian air 
infrastructure 

5.07.2014 Sh. Asim 
Tewari 

CEO Bharat Road 
Network 
limited 

Major concerns 
facing private 
participants and the 
ways to improve the 
existing PPP 
framework  
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3. Government Efforts to Promote PPP 

3.1 Cabinet Committee on Investment 

The Government of India in 2013 constituted the Cabinet Committee on 

Investment under the chairmanship of the Prime Minister. It was entrusted with 

the responsibility of approving and reviewing policies and projects across 

infrastructure sectors. It also looked into the matters of finance, institutional and 

legal measures. The committee’s key functions (5) include: 

 Identification of key projects involving investment of Rs. 1000 crore or 

more or required to be implemented on priority basis; 

 Prescribing a time window for approvals and clearances by concerned 

departments; 

 Monitoring progress of identified projects 

 Reviewing the procedures followed by ministries/departments to 

grant/refuse approvals and clearances 

3.2 Public Private Partnership Cell 

A separate PPP department (6)has been set up in the Department of Economic 

Affairs to look into the various aspects of public private partnership in India 

including policy formulation, institutional, regulatory and procedural reforms, and 

promotion of PPP as the preferred mode for large infrastructure projects. Some of 

its broad functions (7) are: 

 To examine and approve all PPP projects at the centre, all sectors projects 

costing more than 100 crore rupees but less than 250 crore rupees and 

under National Highway Development Program (NHDP) costing more than 

250 crore but less than 500 crore rupees. 

 To look into matters concerning clearance by PPP Appraisal Committee, 

funding under VGF, Scheme for India Infrastructure Project Development 

Fund. 

 To develop multi-pronged and innovative interventions, training 

programmes to facilitate PPPs in India. 

3.3 PPP Appraisal Committee (PPPAC) 

PPPAC was set up with the objective of streamlining and simplifying the appraisal 

and approval process for PPP projects. The project proposals are appraised by the 

Planning Commission and approved by the PPPAC. It is only after the ‘in principle’ 

clearance of PPPAC that the concerned ministry may invite an expression of 

interest. The Draft Concession Agreement for any individual project, based on 

Model Concession Agreement, first needs to be cleared by the PPPAC before it can 

be used to invite technical and financial bids. 
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Until March 31, 2013, the Committee had approved 338 projects involving an 

investment of over Rs. 2 Lakh Crore.  

 

3.4 India Infrastructure Finance Company Ltd. (IIFCL) 

The India Infrastructure Finance Company Limited was established in January 

2006 as a wholly government owned company to provide long-term finance to 

infrastructure projects particularly those under PPP. IIFCL carries out the 

following key financial operations (8): 

 Direct Lending 

 Refinancing  

 Takeout Financing 

 Credit Enhancement 

Direct Lending facility seeks to provide long term debt through participation in 

lending consortium. In the period 2009-10 to 2012-13around 300 projects were 

provided financial assistance to the line of Rs. 51,887 crore under the direct 

finance scheme. Cumulatively, this accounts for about 11 per cent of total project 

costs.  

IIFCL provides refinance to banks and eligible institutions against their 

infrastructure lending portfolio. 

Under takeout finance facility, IIFCL takes over loan from the books of the bank, 

addressing the issue of asset liability mismatch and exposure constraints faced by 

the commercial banks. This would effectively release the banks’ funds and allow 

them to re-invest in new projects. In the period 2009-10 to 2012-13, IIFCL 

sanctioned Rs. 7861 crore in 44 projects for takeout finance from banks/eligible 

lenders and has already disbursed Rs. 2761 crore.  

Of late, IIFCL has initiated the Credit Enhancement Scheme whereby it provides 

partial credit guarantee for bonds issued by private infrastructure companies, 

thereby, enhancing the ratings of bond issue. Adding to that, the Asian 

Development Bank has agreed to provide up to 50 percent backstop guarantee 

facility. This has helped in attracting long term funds from previously untapped 

sources like insurance companies and pension funds. 

In addition to its financing operations and functions in India, IIFCL has, over the 

years, established various other institutes to facilitate investment in infrastructure 

sectors. 



    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                   Page | 16 
  
 

 The IIFCL United Kingdom subsidiary was set up to provide financial 

support in foreign currencyto private infrastructure developers. This would 

facilitate import of capital equipment and technology. 

 An advisory body in the form of Projects Limited was set up to help the 

public sector authorities in better identification and conceptualization of 

infrastructure projects. 

 IIFCL Mutual fund is an Infrastructure debt fund (IDF) which in principal is 

sponsored by IIFCL. The fund was set up with the prime objective of 

channelizing resources via the securitized debt instruments. By far three 

public sector banks and two financial institutions including IIFCL and 

HUDCO have signed a Memorandum of Understanding (MoU) to launch the 

maiden Infrastructure Debt Fund. 

 

3.4 The Pooled Municipal Debt Obligation (PMDO) facility 

The Pooled Municipal Debt Obligation (PMDO) explicitly recognizes the need to 

develop world class amenities in the country’s urban centres. The facility was 

started as a partnership between 15 banks and financial institutions with an initial 

corpus of Rs. 2750 crore to finance urban local bodies and special purpose vehicles 

under PPP for implement of infrastructure projects such as Water Supply and 

Sanitation, Solid waste management, Transport, etc. (9) 

Through an efficient transactions system the facility aims at improving the credit 

worthiness and bankability of urban development projects. This is expected to 

encourage implementation of more and more projects under the PPP framework 

thereby relieving the local bodies of substantial investment burden. 

 

3.5 Viability Gap Funding (VGF) 

The term ‘Viability Gap Funding’ refers to a one time or deferred capital grant 

provided to make a project commercially viable. In situations where the project 

alone is incapable of generating satisfactory returns the public authority may be 

required to compensate the private party thereby making the project commercially 

viable. In the absence of adequate compensation from the government the private 

sector may simply not be interested in taking up the project. 

Therefore, the VGF scheme was established as a special facility to support the 

financial viability of those infrastructure projects which are economically 

justifiable but not commercially viable in the immediate future (10). 

However, under no circumstances shall the gap funding exceed twenty per cent of 

the total project costthough an additional grant to the extent of another twenty per 

cent may be obtained out of the budget of the government or statutory body 
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owning the project (10). In case of National Highway Projects, the entire VGF is provided 

by NHAI. 

The project details are carefully screened and scrutinized by the Empowered 

Institution or the Empowered Committee (as maybe the case) before approving or 

rejecting any VGF proposal. Figure 3 shows the structure of VGF approving 

authority. 

 

 

Figure 2: VGF proposal approving authority  

As on 31st March 2013, the Government had approved VGF for 438 projects constituting an 

investment of over Rs. 3 Lakh Crore. 

3.6 Encouraging Competition and Transparency 

From the basic microeconomic theory we know that most efficiency gains occur 

under competitive practices and it is, therefore, important that the parties to a 

contract or agreement operate in a fair, transparent and competitive regulatory 

environment.  

In this regard, the processes of contracting and tendering need to be organised in a 

way that reduces the government’s dependence on private partner and maintains a 

threat of penalty or even termination under extreme circumstances. 

The government has adopted the mechanism of open competitive bidding to invite 

private sector proposals for implementing the underlying project and depending 

on the bidding criterion the best proposal (Concessionaire) is selected. The two 

parties then enter into a contractual agreement called the Model Concession 

Agreement (MCA). 

Lead Financial Institution monitors & evaluates 
project compliance

More than Rs. 200 crores - Empowered Committe 
after approval of the Finance Minister

Upto Rs. 200 crores - Empowered Committee 

Upto Rs. 100 crores - Empowered Institution - in 
accordance with the budgetary cielings imposed by 

the Ministry of Finance
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3.4.1 Model Concession Agreement: The Model Concession Agreement spells out 

in great detail the policy and regulatory framework for implementation of a PPP 

project.13 

It addresses all the issues pertaining to the infrastructure projects such as each 

party’s obligation towards the agreement, the manner of risk allocation, system of 

rewards and penalties, contingent action plans, force majeure and termination. It 

also specifies the construction related technicalities, the benchmark standards to 

be achieved in service creation and delivery, independent monitoring and 

mechanism for dispute resolution. 

For instance, the Model Concession Agreement for a Highway project, under NHAI, 

covers the following broad project related aspects14: 

 Definitions & interpretation   Change in Law 

 Concession     Force Majeure 

 Project Site     Events of Default & Termination 

 Independent Engineer   Mode of Payment by NHAI 

 Concessionaire’s Obligations  Handback Of Project Liabilities 

 Levy and Collection of fee   Independent Auditor 

 Capacity augmentation   Miscellaneous 

 Representation & Warranties,  

Disclaimer 

However, it would be wrong to think of this extensively detailed document as 

being rigid in its framework because in reality, the agreement allows for significant 

flexibility to the private partners. The public partner follows a ‘hands free’ 

approach in its dealing with the concessionaire and as such they are encouraged to 

innovate and optimize on existing practices at each stage of the project. 

The use of standardized documents, whether Model Concession Agreement or 

Model Request for Qualification or Model Request for Proposal, is in conformation 

with international best practises. It ensures that private developers compete at 

level plain field, thereby bringing greater transparency in the entire process. It 

streamlines and expedites decision making for the authorities.  

3.7 Infrastructure Bonds 

There are two kinds of Infrastructure Bonds – tax exempted and non-tax 
exempted. The former refer to those infrastructure bonds where interest earned is 
tax exempted, while the latter are not. These bonds are usually listed on the Stock 
Exchange, so investors have the option of selling them before the full term of the 
bond. Under the 2014-15 budget, some commercial banks have been allowed to 
float infrastructure bonds to raise long term finance for a period of 30 years. 
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The money generated through these bonds is explicitly used to create important 
structures like roads, ports, airports, and power plants. The long term nature of 
investment means that they are available in maturity periods of 10 and 15 years. 
However, an investor cannot ask for tax exemption if he or she has not invested for 
a period of at least 5 years.   

Some of the best infra bonds in India are IDFC Infrastructure Bonds, L&T 
Infrastructure Bonds, IDBI Flexi bonds, IIFCL Long Term Infrastructure Bonds, etc. 
Tax free Infrastructure bonds have been successfully used by public authorities 
like the NHAI, National Housing Bank, etc. to raise long term funds and have 
received an overwhelming response from the individual investors but their usage 
has been very limited.  

Speedy conceptualization and approval of the projects in pipeline will ensure 
proper utilisation of these funds. Unless the government finds a way to speed up the 

infrastructure projects stuck in red tape, the funds raised through infra-bonds will 
remain blocked with the respective authorities which would send undesired signals 

to the investors. Further, the commercial banks will have to be encouraged to use long 

term infrastructure bonds to raise long term funds and finance infrastructure projects. 
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4. Results and Discussions 

4.1 Findings from the Literature 

4.1.1 Public Private partnership in India: The existence of PPPs in India can be 

traced down to, as early as, the 19th Century in the Great India Peninsular Railway 

Company, Bombay Tramway Company, etc. But it was only in the post 2005 period 

that PPPs were increasingly accepted and adopted as is reflected in the number 

and value of projects being awarded.  

According to World Bank data, the aggregate investment commitment in Private 

Participation in Infrastructure Projects was highest in India during 2008-12. This 

phenomenal growth in PPP can to a large extent be attributed to favourable policy 

reforms and innovative PPP structures being deployed. (11) 

4.1.2 Current status of PPP: PPP projects constitute a growing component of 

private investment in infrastructure. During the 11th Plan actual investment in 

infrastructure is estimated at around 19, 44, 796 crore rupees (at 2006-07 prices) 

marking an increase of 2.12 times compared to 10th Plan (12). Similarly, private 

investment in infrastructure as a percentage of GDP has followed an upward trend 

throughout the plan period, rising from 1.4 per cent in 2006-07 to 3.73 per cent in 

2010-11. Overwhelmingly, 37.5 per cent of the total investment in infrastructure 

during the 11th plan came from the private sector.  

According to the Asian Development Bank, there has been a huge level of overall 

acceptance and use of PPP in India so much so that India has outscored China & 

Japan in PPP projects performance among Asian nations. This is to a large extent 

been driven by the strong political will and advances in public capacity. 

However, surprisingly, private sector participation has remained somewhat 

skewed in favour of certain sectors as well as states/regions.  

Out of a total of 758 PPP projects, valued at 383, 332.1 crore rupees, that were 

either operational or at least under implementation as on July 2011 we see (figure 

4) that (13): 

 Roads and highways’ sector alone accounted for almost 53% of the total 

number of projects and 46 percent in value terms. The National Highway 

Authority of India alone had 155 PPP Projects in line. 

 Only 8 percent of the projects were involved in development and 

modernization of Ports but in total value terms they constituted a 
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significant share of 21 percent while the airport sector accounted for almost 

40% of the total value of the projects. 

 Railways, health care and education sector, however, continue to be largely 

dependent on the public sector for capacity building and modernization. 

The three sectors combined account for only 4 per cent of total number of 

projects and less than 2 per cent of the total value. 

Moreover, in terms of the number of PPP projects being implemented Karnataka 

(104), Andhra Pradesh (96), Madhya Pradesh (86), Maharashtra (78) and Gujarat 

(63) emerge as leaders in PPP projects. Interstate variations in the regulatory 

environment and the extent of competition provide an explanation for the 

observed differences. As per the 11th Finance Commission Report states in which 

product market regulations are more conducive to competition are also the ones 

with better provision of infrastructure facilities.   

 

 

Figure 4: Percentage of projects sector-wise, data source: PPP India Database, dept. of economic affairs, Ministry of 
Finance.   

Recent data on PPP shows that as on 31st March 2013, 693 projects with an 

investment of Rs. 1,61,427 crore had been successfully completed, over 700 with 

an investment of Rs. 4,68,982 crore were under implementation and 1000 plus 

projects were in the pipeline. The Ports and Road Transport and Highway sector 

continued to dominate the PPP scenario in India (accounting for 75 per cent of 

1%
2%

Energy
7%

Health

Ports
8%

1%

Roads
53%

Tourism
7%

Urban Devlopment
20%

PERCENTAGE OF PROJECTS                

Airports

Education

Energy

Health Care

Ports

Railways

Roads

Tourism

Urban Devlopment



    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                   Page | 22 
  
 

total investments) followed by the urban infrastructure and energy and civil 

aviation sector. 

3.1.3 Sector Review: In the recent past India has seen some of the most successful 
implementation of PPP projects particularly in the Road Transport and Highway 
sector, Airport and Ports sector. 

The highway sector has witnessed significant private sector involvement in 
creation and management of national highways through toll, particularly after the 
launch of National Highway Development Project (NHDP) in 1998. Ever since, 
there has been marked increase in both passenger and freight movement reflecting 
onto the quality of networks created.   

The PPP experience in the airport sector is also quite similar. The up gradation of 
major international airports like Delhi and Mumbai was carried out through 
Private Sector involvement and the Greenfield airports of Bangalore and 
Hyderabad have also been developed through PPP. While there was some initial 
apprehensions both in the minds of the public as well as the private sector, they 
have been able to work around it, setting an example for others, and have led to 
creation of world class air infrastructure.  

Airport Sector: Private sector investment in this sector has been growing over the 

years and is important in two ways: Firstly, since the air traffic volume is growing 

at a rapid pace investment in capacity augmentation and modernization will 

ensure that service demand and supply grow in tandem with each other and 

secondly, it will lead to greater efficiency in the management of the airports. 

Some of the policy initiatives (14) that have made the environment particularly 

conducive to private participation are: 

 100 per cent FDI is permissible for existing airports; Foreign Investment 

Promotion Board approval is required for FDI beyond 74% 

 100 per cent FDI under automatic route is permissible for Greenfield 

airports 

 Up to 49 per cent FDI in domestic airlines under automatic route is 

permissible, but not by foreign airline companies 

 The Airport Authority of India Act has been amended to provide a legal 

framework for privatization of  airports 

 100 per cent tax exemption for a period of 10 years 

 Rapid air traffic growth which has helped to improve the commercial 

viability of such large investment long term projects 

 Ensuring that no Greenfield airport operates within an aerial distance of 

150 km of an existing airport. Where it is allowed, the distribution of traffic 

is clearly spelt out to ensure no revenue leakages 
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 Adopting a ‘COST PLUS’ tariff structure as against the normative approach. 

It essentially means that in determining the user fee/tariffs to be charged 

by the private partner the total project cost is explicitly taken into account 

unlike in the case of National Highways where the tariff structure is fixed 

and updated annually as per the Wholesale Price Index (WPI). In a way, the 

tariff structure covers up for any project cost escalation, keeping intact the 

private partners interest in the project. But, there have been much criticism 

to it as well particularly on the grounds of cost efficiency and moral hazard. 

 GMR Delhi International Airport Limited (15), (16) 

Delhi International Airport Limited (DIAL) is a joint venture consortium of GMR 

Group (54 per cent), Airport Authority of India (26%), Fraport and Malaysia 

Airports Holding Berhad (10 per cent each). 

Following the process of international competitive bidding, a concession 

agreement was awarded in January 2006 for a period of thirty years. DIAL was 

given the responsibility of operating-managing-developing the existing Indira 

Gandhi International Airport. 

The developers were committed towards creation of world class service and 

therefore, engaged the best of technical advisors and business developers from 

across the globe to work on the project. 

For instance, UK based Mott MacDonald Limited was appointed as the Lead 

Technical Advisor for preparation of Master plan and major development plan, tied 

up with TIMDAA to provide best possible advertising solutions within and outside 

the Delhi Airport, etc. 

Some of the striking features of the Delhi Airport are: 

  Airport   Capacity   Time 

Changi Airport – Singapore (T3) 22 Million 76 months 

Heathrow T5 – London, UK  25 Million 60 months 

Beijing Airport New terminal (T3) 45 Million 60 months 

IGI Airport – T3, New Delhi, India 34 Million 37 months 

 

 A comparison of the construction time taken for various other international 

airports show that Delhi airport with much higher capacity was constructed in 

a relatively shorter span of time as compared to the Singapore or London or 

Figure 3: Construction time, source: GMR website 
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Beijing airport. Within a span of four years the first phase of the project had 

been successfully completed. 

 It is the first in Asia to host a mega solar power plant thereby taking advantage 

of its geographical location and effectively generating about 1.5 million units of 

electricity per 1 MW solar plant. It is estimated that Delhi International Airport 

Ltd will be able to save at least Rs. 2 per unit of electricity over what it pays. 

Moreover, the Delhi International Airport has received numerous global 

recognitions and awards.  

 One of the first international airports to receive LEED NC gold rating i.e. 

Leadership in Energy and Environmental Design (LEED).  

 Rated as the 4th best airport in world Airport Council International’s (ACI) 

Annual Airport Service Quality (ASQ) Awards for two consecutive years 

2009, 2010. 

 “Most innovative solution implemented in the Great Mind Challenge for 

business awards 2010" by IBM. 

 Awarded the “Best International Project Award 2010“ by the British 

Construction Industry Award (BCIA) 

 

Figure 4: DIAL Website 

The above table shows that, even in the context of financial management, DIAL 

seems to have performed significantly well. Its 2012-13 aero revenues are almost 

9 times as high as in 2006-07; the Non-aero Revenue has more than trebled since 

2006-07 and the Airport Authority of India has also witnessed an almost sevenfold 

increase in its revenue share. The net loss in the period 2010-12 is, however, a 

reflection of the world economic turmoil in the aftermath of the 2008 Crisis –when 

both the developed as well as the developing economies were struggling to push 

back their economies. But there is some relief post-2012, as economies began to 

move out of the recessionary environment. 
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The above trends indirectly point towards a strong association between patterns 

of economic growth and those of infrastructure development/investment. 

But the fact remains that a world class international airport was efficiently 

developed within a small time frame.The achievements reflect onto the efficiency 

gains that the private sector has been able to tap and further strengthens the case 

for increased public private partnership in developing infrastructure sectors in 

India. 

Highway Sector: An efficient road network is important from the point of national 

integration & socio-economic development. It has strong backward and forward 

linkages that have a multiplier effect on the GDP. Pursuant to the growing need for 

Roads, Highways, Dedicated Corridors and expressways, the Government of India 

launched the National Highway Development Project (NHDP) with the view to 

upgrade & strengthen the National Highways. 

Phases Cost (Rs’crores) Length  (Km) 

Phase I 30,300 7498 

Phase II 34,339 6647 

Phase III 80,626 12,109 

Phase IV 20,000  

Phase V (Six lanning) 6500 41,210 

PhaseVI(Expressways) 1000 16,680 

Phase VII  700 16,680 

Figure 5NHDP phase wise 

National Highway Development Project: The project was to be rolled out in 7 

different phases starting with the Golden Quadrilateral and the East-West and 

North- South Corridors. While conventionally highway projects were taken up as 

Item Rate contracts, the NHDP was different in that dimension as majority of the 

projects were taken up in either as BOT (Toll), BOT (Annuity), EPC (Engineer-

Procure-Construct). The project feasibility report along with projected traffic 

growth & project cost formed the basis for determining the nature of 
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contract/agreement. 

 

Some of the key Govt. initiatives to encourage PPP in Highway sector were: 

• 100% Income tax exemption for first 10 years 

• Duty free import of road building equipment & machinery 

• IIFCL to finance up to 20% of  the total project cost 

• VGF/ capital grant to marginal projects 

• Govt. is responsible for land acquisition & ensuring that the project 

site is free of encumbrances 

• Allowing concessionaires to collect & retain toll 

Given the large investment outlay of the NHDP program the major sources of 

finance were: 

• Central Govt’s Budgetary allocations (Cess Funds) 

• Budgetary Allocations from the Ministry of Road Transport & 

Highway (MoRTH) 

• Additional support by Ministry from the Consolidated Fund of India. 

• Public Issue of tax-free secured redeemable non-convertible bonds. 

During 2011-12, Rs. 10,000 crore was raised via bonds. 

• Fundings from the multi-lateral agencies like the Asian Development 

Bank, World Bank, etc. 

The projects did face problems in terms of land acquisition, procuring the requisite 

environmental and wildlife clearances, state support and protection, etc. Often 

delays in attaining the condition precedents snowballed into major delays in 

project completion, enormous cost escalation and private partners losing interest 

in the project. 

On the whole, the up gradation and modernization of existing roads and highways, 

construction of expressways and underpasses has actually helped in reducing the 

transit time, loss in transit and increased fuel efficiency allowing for more trips 

than were earlier possible. In the process it has established connectivity to many 

small villages and previously remote areas, fostering economic activities in those 

regions and contributing to the overall development. 
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3.2 Key Challenges: PPP is considered to be the way forward for India’s 

Infrastructural Sector. Private sector involvement is next to essential for creation 

of World Class infrastructure services and its role in general is bound to grow with 

time and experience. Given the dependence on private sector participation, it 

becomes essential to take note of the shortcomings of the existing framework, to 

identify the major impediments to PPP projects. At the same time, it cannot be 

overlooked that these essentially are public goods & services and therefore, it is 

the responsibility of the state to ensure value for money, equal accessibility and no 

exploitation.  

Some of the major concerns, in the minds of the public authorities and the private 

developers, are: 

 Feudal attitude of the government machinery: Although a large number of 

projects are being taken up under PPP mode the relationship between private 

sector & govt. authorities have not transformed from the traditional 

CONTRACTUAL – the contractor-client relation. Often, a sense of association is 

lacking. It is important to realize that the true essence of PPP lies in the term 

‘partnership’ signifying each party’s dependence on the other for achieving 

mutual interests. Their relation is one of partners and no longer bounded by 

the contractor-client association. They should not be considered as substitutes 

but rather as complements, i.e. one alone cannot function without the support 

of the other partner.  

 

 Delay in meeting the condition precedents:  Land is the most important & 

primary input for any infrastructure project & unless the project site is handed 

over, in time, to the developers the project cannot take off. Moreover, a host of 

clearances like the environmental, forest & wildlife are needed to begin the 

work on ground. Given that these are looked into by the public authority, 

delays would give the private party a reason to point fingers towards the public 

authority, thereby eroding accountability of the former. 

Also it may result in massive cost escalation, so much so that the private 

partner may actually consider withdrawal from the project. Delays in handing 

over of the project site and the set of required clearances are seen as a major 

impediment to the success of PPP projects in India. 

For instance, a high premium model concession agreement was awarded to 

GMR for construction of four lane highway from Kishangarh to Ahmadabad via 
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Udaipur. Due to some reason, the NHAI was unable to meet the condition 

precedents within the stipulated time frame of 6 months from the date of 

agreement and parts of project site could be handed over in about two time. 

Unfortunately, within those two years, the cost of construction shot up 

significantly while the traffic volume actually declined making the project 

commercially not viable (not sufficient to service the debt or capital raised). 

Additionally, no public sector support, in the form of appropriate 

compensation, was forthcoming thereby giving rise to a conflict of interest 

between the two parties. GMR was compelled to withdraw from project and a 

case was filed for the same before the Supreme Court of India. 

 

At the same time one cannot deny that the public authority is in a better 

position to procure the land and as such the responsibility cannot be 

transferred to the private partners.  

 

Such delays in land acquisition could arise first, because of inter-departmental 

procedural inefficiency and second, due to relatively low compensation for the 

underlying land leading to widespread dissatisfaction among the land holders. 

Usually, the compensation paid to the landholders is based not on the current 

market value of the land but on the average value of past land transactions in 

the region. Since a large number of land transactions are not reported, the 

compensation amount falls well below the real market price and this might 

agitate the landholders.  

 

 Lack of a low cost long term source of financing:  Infrastructure projects 

typically involve a huge investment outlay for a considerably long period of 

time, with the returns flowing in with a lag. There is, thus, substantial risk 

involved from the point of investors. In India, Private partners rely heavily on 

Commercial banks and financial institutions to finance their PPP projects as 

Pension & Insurance Funds - source of long term finance, have refrained from 

investing in PPP projects. Unless there is enough financial resources, projects 

cannot be taken up and may perhaps remain in the pipeline for considerably 

long period of time. During the 11th Plan total debt gap was estimated at Rs. 

201,300 crore.  

Existence of large debt gaps suggest that even if the government was to award 

the concession agreements for new infrastructure projects right away, work 

cannot commence immediately, thus, implying that the actual costs and 

revenues may  differ substantially from the estimates used at the bidding stage.  

Moreover, most of the private companies are not financially sound to raise debt 

(by issue of bonds) on their own balance sheets. The difficulty in using bonds is 
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further aggravated by the absence of matured secondary markets.   

Therefore, providing long term finance is a pre-requisite for successful 

implementation of PPP projects. 

 No provision to revise Total Project Cost: Although Macroeconomic uncertainty 

is taken into account in the total project cost but under extreme conditions the 

project cost may escalate while appropriate revenues may not be forthcoming. 

In absence of any support the private sector may lose interest in continuing the 

project, thereby putting the project in jeopardy, loss of exchequers’ money as 

well causing inconvenience to users. 

 

 Mismatch in the economic cycle of the projects: In the initial phases of the 

project the private concessionaire is typically faced with immense financial 

burden whether in terms of premium payment or debt service obligation. 

There is a mismatch between revenue inflows and financial obligations 

creating pressure on the private concessionaires. The early phase is also the 

most difficult one as operations have just commenced and revenues may not be 

forthcoming. In such situations providing payment flexibility on relatively easy 

terms may help to ease up the conditions for the concessionaires. While at later 

stages, the debt component of financial obligation reduces considerably and the 

revenues are at their high. Thus, there is a mismatch in the economic cycle of 

the project. 

 

 State Support & Participation: For projects which are not geographically bound 
such as highways & roads, hydro- projects etc. state support and participation 
becomes indispensable for the smooth roll out of the projects. If the state 
authorities are not taken on board then the project is most likely to run into 
implementation problems.  
This is important because public utilities like water supply, sanitation, land, 
police are all state subjects and unless the state authorities are convinced of the 
need for PPP they may not be willing to provide environmental clearances as 
well as water utilities clearances.  
Apart from the regulatory aspect, there might be opposition from the locals 
which could be difficult to handle without state machinery. For Instance, the 
Kerala state government had restricted the highway authorities to collect tolls 
from the state transport buses, the Maharashtra government condemning toll 
collection from locals. 
 

 Land Acquisition Act 2014: The land acquisition bill with strong requirements 
like prior consent of the people for the project as well as taking it on PPP mode 
along with the prescribed price discovery mechanism is likely to make land 
acquisition difficult and time consuming. Thus, it could create further problems 
for PPP projects. 
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4. Recommendations, Scope and Strategy for Implementation 

 Open hearted acceptance to PPP: Public Private Partnership should not seen as 

intruding into the so-called public domain neither as the dilution of public 

sector powers. There is need for an attitudinal change as well as organisational 

restructuring. The objective of PPP is to bring together the best of the two 

sectors to deliver world class services to the public. Unless the two sides work 

closely with each other, as complements, the essence of PARTNERSHIP cannot 

be realised.  

 Careful Project Identification and applying the Critical Path Method – a 

managerial technique: It is important that the projects are carefully identified 

and conceptualized, based on a feasibility study and reports. Only when the 

authorities are convinced about the commercial prospects, from the point of 

view of private investors, of the project should they go ahead with the other 

procedural requirements for implementation of project as Public Private 

Partnership. The Detailed Project Report should make an explicit mention of 

the project timeline including the longest duration required to meet the 

concession precedents like land procurement, wildlife, forest, environmental 

clearances, etc.  In other words, the public authorities should use the famous 

management technique of Critical Path Method to gauge the time requirements 

of the various project related aspects. 

 

 Award project after fulfilment of condition precedents: One possible solution to 

the problem of delays in land procurement by the public authority and the 

consequent delay in project completion or cost escalation, etc is to ensure that 

the project is awarded only when the intended land and the crucial regulatory 

clearances of land, forest & wildlife have been procured. At the same time, it is 

important to take the concerned or effected authorities (state authorities) on 

board/ into confidence so that there are no problems in the implementation of 

project at a later stage. This is very much in line with the practices adopted by 

commercial banks/lending institutions, loans or funds are not extended to the 

concessionaire until 100% of the project site is in possession. Moreover, this 

will help in increasing the efficiency of the public machinery (as they are 

motivated to complete, at the earliest, the requirements from their end). 
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 Indexing of TPC to a measure of overall inflation: Since the Total Project Cost 

forms the basis for Viability Gap Funding Proposal, there should be a provision 

to revise it, under unusual economic circumstances. This is important to keep 

the concessionaire interested in continuing with the project even in situations 

of extraordinary project cost escalation rather than terminating the agreement. 

For this purpose, the TPC could be linked to Wholesale Price Index or a price 

index of a bundle of essential inputs and raw materials to ensure that the TPC 

in the agreement is in sync with the market. 

Moreover, there should be a separate clause, in the MCA, to take care of cost 

escalation (under situations of non–compliance of condition precedents like 

100% hand over of the project site, free from all encumbrances and regulatory 

clearance). This would give the concessionaire a sense of security.  

 Restructuring of premium payments: In view of the economic mismatch in the 

project cycle, the Chaturvedi Committee, NHAI had recommended that the 

payment of premium by the concessionaire could be restructured or deferred 

case by case. In addition, we could use the well-known concept of Present value 

to determine the amount that is deferred for payment in the future. While the 

Committee had proposed the use of a fixed discount factor, a varying discount 

factor should be used instead to ensure that it’s not outdated at any given point 

of time. For instance the SBI base rate could be used for discounting purpose 

while ensuring constant updating with the market developments.  

 Tri-Partied Concession Agreement: Until now we have been relying on a bi-

party agreement to shape the Public Private Partnership but such an 

agreement overlooks the role of state support in the implementation of PPP 

project. The contract should essentially be a three-partied agreement between 

central govt. authorities, the state level authorities and the private 

concessionaire. Only when the state support is assured in terms of protection 

for toll collection, ensuring no parallel competitive service as it could lead to 

massive revenue leakages can the projects be completed as well as operate 

smoothly. Bringing all the stakeholders together would also speed up the task 

of land acquisition, clearance procurement, etc. 

 Stability: The Concession Agreement should provide for a minimum assured 

return to the private concessionaire. This is not in direct correspondence to the 

problem of cost escalation (due to non-compliance of condition precedents) but 

in reference to the problems that might arise in the post completion phase. For 

instance, if toll collection on a National Highway is disrupted due to political 

pressure, public protest, etc. then the concessionaire is effectively being 

penalized despite compliance to the project terms and conditions. It is in this 

respect that providing minimum assured return becomes necessary. 
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Additionally, Economic, Political and Regulatory stability are crucial for 

attracting domestic as well as foreign financial resources, both in the form of 

equity and debt funds. 

 Taxation Regime: An important parameter on which investors base their 

decisions is the taxation regime. Firstly, there should be no ambiguity about the 

country’s taxation policy, there’s need for clarity on the retrospective tax 

regime in India. Secondly, the tax policies should be progressive, transparent & 

investor friendly. These are particularly important from the point of view of 

Foreign Direct Investment. 

 Encouraging use of Infrastructure Bonds: At least the financially strong 

companies should be encouraged to raise funds through infrastructure bonds. 

As more people subscribe to these bonds, an active secondary bond market will 

automatically emerge and will gradually lead to the development of 

sophisticated bond markets. 

 Redressal Mechanism: Although the MCA provides for settlement of inter-party 

disputes, there is a strong case for creation of an independent body that has the 

authority to adjudicate on all project related matters. This would ensure 

speedy settlement of disputes, reduce waiting time and increase overall 

efficiency.  
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5. Conclusion 

There is no doubt that supply of basic infrastructure facilities is in serious shortage 

vis-a-vis the demand and even the existing services are not as productive as those 

in other developing countries. Although the government had recognized 

infrastructure as a priority under the 11th Plan, the actual investment was only 

sufficient to meet 95 per cent of the plan target. The intention to make up for the 

infrastructure investment gap in the 12th plan period is very much evident in the 

ambitious target of 1 trillion USD. 

 With the private sector expected to contribute over 50 per cent of this investment, 

there is a pressing need to find ways to answer the concerns of both the private 

sector as well as the public sector.  

Providing low cost long term finance is a prerequisite to successful 

implementation of PPP. Without sufficient financial grounding the projects cannot 

take a full-fledged flight. This would also help to deal with the problem of asset-

liability mismatch faced by the commercial bank and make previously PPP tied up 

funds available for investment in other productive sectors. 

Moreover, the concession agreement should be providing for an immediate action 

plan under various possible contingencies so that situation on hand can be dealt 

without incurring any additional costs or damages.  

There is a need to make the operating environment more investor friendly with 

appropriate mechanisms of checks and balances in place. Most importantly, the 

public machinery should whole heartedly accept the Public Private Partnership, 

giving the private sector due space and flexibility to operate, innovate and bring 

forth the best of managerial techniques. The two should not compete against each 

other but rather work together as a team, as partners, complementing each other 

in their endeavour to create world class infrastructure. 

Moreover, the Union Budget has sent out strong signals as far as PPPs are 

concerned and they are being referred to as the “Mantra for Infrastructure”. The 

govt. has decided to set up an institution to mainstream PPPs – 3P India with a 

corpus of Rs 500 crores apart from the various other initiatives. 

 

 

 



    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                   Page | 34 
  
 

 

6. References 

1. Planning Commission. [Online]  

2. PPP . Department of Economic Affairs, Ministry of Finance. [Online]  

3. Faster, Sustainable and More Inclusive Growth: an Approach to 12th plan. 

[Online]  

4. [Online] http://ppp.worldbank.org/public-private-partnership/agreements. 

5. Compendium Of PPP Projects in Infrastructure. s.l. : PPP & Infrastructure Division, 

2014. 

6.http://www.adbi.org/discussionaper/2007/09/27/2364.infrastructure. 

challenges.south.asia/the.indian.experience.with.ppps.government.initiatives. 

7.http://www.adbi.org/discussionaper/2007/09/27/2364.infrastructure. 

challenges.south.asia/the.indian.experience.with.ppps.government.initiatives. 

8. [Online] IIFCL. http://www.iifcl.co.in/Content/about_us.aspx. 

9. IL&FS . [Online]  

10. Scheme for Support to PPP in infrastructure. s.l. : Ministry of finance, 

Department of Economic Affairs. 

11. Accelerating ppp in India. s.l. : EY. 

12. Interim report of the High Level Committee–Financing of Infrastructure. s.l. : 

Ministry of Finance. 

13. [Online] www.infrastructure.gov. 

14. Secretariat for PPP and Infrastructure. [Online]  

15. [Online] www.newdelhiairport.in. 

16. [Online] www.gmrgroup.in. 

17. Haldea, Sh. Gajendra. Inia infrastructure Debt Funds. 2008. 

 

  



    
 

  
 
Copyright © 2014 Rakshak Foundation. All Rights Reserved.                   Page | 35 
  
 

 

5. Appendix A 
 

Meetings and Interviews 

 

Date:28th May 2014 

Meeting with Mentor 

Discussion: 

 

 The significance of the term “Public Private Partnership” and 

“Infrastructure” 

 The need for private sector involvement in creation of public assets and 

utilities 

 The process of standardization of PPP agreement – Model Concession 

Agreement , its purpose and other initiatives taken by the government 

to encourage PPP 

Action Items before next discussion: 

 Read the 11th , 12th Five Year Plan 

 Study  Model Concession Agreement for any PPP project in Highway Sector 

 Annual Reports of the Ministry of Civil aviation 

 

Date: 11th June 2014 

Meeting with Mentor 

Discussion: 

 Discussed about the electricity sector in general, the different divisions – 

generation, transmission and distribution, near complete privatization in 

the electricity generation 

 The poor health of discoms grappling with problems of pilferage, theft, 

delays in tariff fixation, etc.  

 Lack of long term source of finance being an impediment to growth of PPPs  

 The operating environment has been made more flexible by allowing the 

constructing partner to be separate from the operating and maintenance 

partner, but this too has problems. 

Action Items before next discussion: 
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 Understand the linkage between infrastructure and economic growth 

 Identify the sectors that have seen maximum private sector involvement 

and those where there has been a shortfall. 

 Briefly study some of the projects implemented under PPP 

 Read reports of Airport Authority of India, NHAI 

 Meet or interact with: 

 Sh. Ankineedu Naidu, SOMA 

 Sh. Ravi Mittal, adviser, Planning Commission, Infrastructure 

 Sh. M P Sharma, member, NHAI 

Date: 20th June 2014 

Meeting with Mentor in Person 

Discussion: 

 Discussed about the Delhi international Airport Ltd., the problems faced at 

implementation stage, the separation of Delhi’s domestic airport on the 

basis on budget flights and full service flights. 

 The mismatch between premium payment and debt service obligations and 

the revenue generation. At times, servicing the debt may become difficult 

but the MCA does not cater to this. 

 Linking the concept of net present value or future value to allow premium 

in initial years to be paid at later stage of concession period. 

 Difference in the way tariffs are determined in highway and aviation sector. 

Action Items before next discussion: 

 Meet or interact with: 

o Sh. Ravi Mittal, adviser, Planning Commission, Infrastructure 

o Sh. M P Sharma, member, NHAI 

o Sh. G Haldea, Planning Commisssion 

o Sh. Pramod Rastogi, GMR 
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 To collect as much information as possible by the end of the month 

Date: 4th July 2014 

Meeting with Mentor in Person 

Discussion: 

 Discussed about the Chaturvedi Committee Report, NHAI. The committee’s 

take on the waterfall approach to NHAI PPP projects – projects were first 

considered under BOT Toll; then BOT annuity and then EPC. This approach 

resulted in massive time as well as efficiency loss. Therefore, it was 

recommended to do away with the waterfall approach. 

 Dealing with the delays in land acquisition as well as procurement of 

clearances from the concerned departments/ministries. Ideally the projects 

should not be awarded unless 100% of the project site has been made free 

from any encumbrances. 

 Analysed the impact of the new Land Acquisition Bill on the public 

authorities in general and the PPP projects in particular. Whether the 

provisions under the new act make it further difficult for public authorities 

to procure land for PPP projects. 

 Role of infrastructure bonds in meeting the financing needs of the projects. 

Action Items before next discussion: 

 Meet or interact with Sh. Asim Tewari, CEO, BRNL to get his views on 

PPP projects and the commonly faced problems 

 Read the Deepak Parekh Committee Report on Financing Infrastructure  

 Enlist the topics/points on which lacking clarity 

Date: 7th July 2014 

Meeting with Mentor in Person 

Discussion: 

 Discussed about the final recommendations to the project 

 Importance of state support in implementation of PPP project as well as for 

protection of the developers’ interest; ensuring no parallel service within 

stipulated coverage area. 
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 The key parameters for investment decision and ways to attract more 

investment both from domestic as well as foreign sources.  

Action Items before next discussion: 

 Collating all the findings and observations; 

 Complete the project report and final presentation 
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“The highest measure of democracy is neither the 

‘extent of freedom’ nor the ‘extent of equality’ but 

rather the highest measure of participation.” 

- A.D. Benoist 

 

Rakshak Foundation creates awareness domestically 

and internationally about the rights and responsibilities of citizens 

towards the society and state. Rakshak engages in and supports social 

and scientific research on public policy and social issues. 

 

 

     GET INSPIRED               IDENTIFY YOUR PASSION           GET INVOLVED 

 

Email: secretary@rakshakfoundation.org 

Website: www.rakshakfoundation.org 
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