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Abstract

A Public-Private Partnership (PPP) is a long term contractual agreement between a governm ent agency  
and a private partner fo r  the delivery o f goods or services.PPP can take various form s and include both 
collaborative (non-legal binding) or contractual (legally binding) agreements. Infrastructure bottleneck 
has been a serious concern in India in its way o f robust pace o f economic progression. While many 
advanced econom ies and fisca l constrained developing countries have developed their physical 
infrastructure successfully either through private participation or through public-private partnership  
(PPP) model, in India, private participation in the process o f infrastructure development has received  
lackluster response. While private telecom services is a success story in India, the PPP constitutes a 
miniscule share in overall infrastructure building despite initiation o f various policy adjustments and  
sector-specific reform programmes. In an emerging economy like India the importance o f PPP model 
has gained greater mom entum  fo r  increasing and sustaining the current pace o f socio-econom ic  
development. The main focus o f this paper is to provide an analytical abstract o f sector-wise infrastructure 
developments in the country and the status o f private participation and the PPP in building such 
public infrastructure. This paper raises som e specific concerns in the power, transportation, telecom, 
petroleum, and urban infrastructure sectors and puts forth suggestive measures to enhance the private 
participation. It also identified som e generic issues such as inadequate transparency o f procedures, 
inappropriate risk allocation, proper project appraisal, cost and time overruns, overlapping o f regulatory 
independence, dearth o f good governance, etc., which need attention to attract private investors to 
participate in the public infrastructure building. The present study is exploratory in nature to provide 
a clear guidance fo r  empirical research. For this purpose secondary data were collected. The secondary  
data w ere co llected  through new spapers, m agazines, books, jou rn als, con ference proceed in gs. 
Government reports and websites.

K e y w o r d s :  E m erging  econom y, In frastru ctu re, P u blic-P rivate P artn ersh ip , S ocio-econ om ic  
development.

Introduction

Physical infrastructure is an integral part of developm ent of an econom y and provides basic 
services that people need in their everyday life. The contribution of infrastructure to econom ic 
growth and developm ent is w ell recognized both in academ ic and policy debates. W ell 
developed physical infrastructure provides key econom ic services efficiently, im proves the
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Introduction 

Physical infrastructure is an integral part of development of an economy and provides basic 
services that people need in their everyday life. The contribution of infrastructure to economic 
growth and development is well recognized both in academic and policy debates. Well 
developed physical infrastructure provides key economic services efficiently, improves the 



com petitiveness, extends vital support to productive sectors, generates high productivity 
and supports strong econom ic growth. Physical infrastructure covering transportation, power 
and telecommunication through its forward and backward linkages facilitates growth; social 
infrastructure including water supply, sanitation, sewage disposal, education and health, 
which are in the nature of primary services, has a direct im pact on the quality of life.

Over the years, the basic infrastructure in India has been developed to an extent, w hich is not 
sufficient enough while considering India's geographical and econom ic size, its population 
and the pace of overall econom ic development. Infrastructure bottleneck has been a serious 
concern in India and basic infrastructure like roads, railways, ports, airports, com m unication 
and power supply are not comparable to the standards prevalent in its com petitor countries.

To develop the Indian infrastructure to a world class and to rem ove the infrastructure 
deficiency in the country, the investment requirem ents are m am m oth, w hich could not be 
met by the public sector alone due to fiscal constraints and m ounting liabilities of the 
Government. This would call for participation of private sector in coordination with the public 
sector to develop the public infrastructure facilities. In this direction, the econom ic reform s 
initiated in the country provide forth the policy  environm ent tow ards p u blic-p rivate 
partnership (PPP) in the infrastructure development. Sector-specific policies have also been 
initiated from time to time to enhance the PPP in infrastructure building. W hile the PPP is 
spreading to develop basic infrastructure w orldwide, in India, the participation of private 
sector in the infrastructure building has not been much encouraging, despite several rounds 
of policy reforms.

O bjectives & M ethodology of the Study

Infrastructure bottleneck has been a serious concern in India in its way of robust pace of 
econom ic progression. W hile many advanced econom ies and fiscal constrained developing 
countries have developed their physical infrastructure successfully either through private 
participation or through public-private partnership (PPP) model, in India, private participation 
in the process of infrastructure developm ent has received lackluster response. W hile private 
telecom services is a success story in India, the PPP constitutes a m iniscule share in overall 
infrastructure building despite initiation of various policy adjustm ents and sector-specific 
reform programmes. In an em erging econom y like India the im portance of PPP m odel has 
gained greater momentum for increasing and sustaining the current pace of socio-econom ic 
development. The main focus of this paper is to provide an analytical abstract of sector-w ise 
infrastructure developments in the country with special em phasis to Transportation sector 
namely Roads and the status of private participation and the PPP in building such public 
infrastructure. It also identified som e generic issues such as inadequate transparency of 
procedures, inappropriate risk allocation, proper project appraisal, cost and time overruns, 
overlapping of regulatory independence, dearth of good governance, etc., which need attention 
to attract private investors to participate in the public infrastructure building. The present 
study is exploratory in nature to provide a clear guidance for em pirical research. For this 
purpose second ary  data w ere co llected . The second ary  data w ere co llected  throu gh  
newspapers, magazines, books, journals, conference proceedings. Governm ent reports and 
websites.
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competitiveness, extends vital support to productive sectors, generates high productivity 
and supports strong economic growth. Physical infrastructure covering transportation, power 
and telecommunication through its forward and backward linkages facilitates growth; social 
infrastructure including water supply, sanitation, sewage disposal, education and health, 
which are in the nature of primary services, has a direct impact on the quality of life. 

Over the years, the basic infrastructure in India has been developed to an extent, which is not 
sufficient enough while considering India's geographical and economic size, its population 
and the pace of overall economic development. Infrastructure bottleneck has been a serious 
concern in India and basic infrastructure like roads, railways, ports, airports, communication 
and power supply are not comparable to the standards prevalent in its competitor countries. 

To develop the Indian infrastructure to a world class and to remove the infrastructure 
deficiency in the country, the investment requirements are mammoth, which could not be 
met by the public sector alone due to fiscal constraints and mounting liabilities of the 
Government. This would call for participation of private sector in coordination with the public 
sector to develop the public infrastructure facilities. In this direction, the economic reforms 
initiated in the country provide forth the policy environment towards public-private 
partnership (PPP) in the infrastructure development. Sector-specific policies have also been 
initiated from time to time to enhance the PPP in infrastructure building. While the PPP is 
spreading to develop basic infrastructure worldwide, in India, the participation of private 
sector in the infrastructure building has not been much encouraging, despite several rounds 
of policy reforms. 

Objectives & Methodology of the Study 

Infrastructure bottleneck has been a serious concern in India in its way of robust pace of 
economic progression. While many advanced economies and fiscal constrained developing 
countries have developed their physical infrastructure successfully either through private 
participation or through public-private partnership (PPP) model, in India, private participation 
in the process of infrastructure development has received lackluster response. While private 
telecom services is a success story in India, the PPP constitutes a miniscule share in overall 
infrastructure building despite initiation of various policy adjustments and sector-specific 
reform programmes. In an emerging economy like India the importance of PPP model has 
gained greater momentum for increasing and sustaining the current pace of socio-economic 
development. The main focus of this paper is to provide an analytical abstract of sector-wise 
infrastructure developments in the country with special emphasis to Transportation sector 
namely Roads and the status of private participation and the PPP in building such public 
infrastructure. It also identified some generic issues such as inadequate transparency of 
procedures, inappropriate risk allocation, proper project appraisal, cost and time overruns, 
overlapping of regulatory independence, dearth of good governance, etc., which need attention 
to attract private investors to participate in the public infrastructure building. The present 
study is exploratory in nature to provide a clear guidance for empirical research. For this 
purpose secondary data were collected. The secondary data were collected through 
newspapers, magazines, books, journals, conference proceedings, Government reports and 
websites. 



Structure of PPP -  Literature Survey 

W hat is Public-Private Partnership?

The expression public-private partnership is a w idely used concept world over but is often 
not clearly defined. There is no single accepted international definition of what a PPP is (World 
Bank, 2006). The PPP is defined as "the transfer to the private sector of investm ent projects 
that traditionally have been executed or financed by the public sector" (IM F, 2004). Any 
arrangem ent m ade between a state authority and a private partner to perform  functions within 
the m an d ate of the state  au th o rity , and in v o lv in g  d ifferen t co m b in atio n s o f d esign , 
construction, operations and finance is termed as Ireland's PPP model. IN U K 's Private Finance 
Initiative (PFI), where the pubUc sector purchases services from the private sector under long
term contract is called as PPP program . How ever, there are other forms of PPP used in the 
UK, including where the private sector is introduced as a strategic partner into a state-owned 
business that provides a public service.

The PPP is som ething referred to as a joint venture in w hich a governm ent service or private 
business venture is funded and operated through a partnership of governm ent and one or 
more private sector companies. Typically, a private sector consortium forms a special company 
called a special purpose vehicle (SPV) to build and m aintain the asset. The consortium  is 
usually set up with a contractor, a m aintenance com pany and a lender. It is the SPV that signs 
the contract with the governm ent and with subcontractors to build the facility and then 
m aintain it.

Thus, the PPP com bines the developm ent of private sector capital and som etim es, public 
sector capital to im prove public services or the m anagem ent of public sector assets (M ichael, 
2001). The PPP may encom pass the whole spectrum  of approaches from private participation 
through the contracting out of services and revenue sharing partnership arrangem ent to pure 
non-recourse project finance, while som etim e it m ay include only a narrow  range of project 
type. The PPP has two im portant characteristics. First, there is an em phasis on service provision 
as well as investm ent by the private sector. Second, significant risk is transferred from the 
Governm ent to the private sector. The PPP m odel is very flexible and discernible in variety of 
forms. The various m odels / schem es and m odalities to im plem ent the PPP are set out in 
Table 1.

T ab le  1: Schem es and M odalities o f PPP

Schemes M odalities

Build-own-operate (BOO) The private sector designs, builds, ow ns, develops,
Build-develop-operate (BDO) operates and m anages an asset w ith no obligation
D esign-construct-m anage-finance to transfer ownership to the governm ent. These are
(DCM F) v arian ts of d esign -bu ild -fin an ce-op erate  (D BFO )

schem es.

Buy-build-operate (BBO) The private sector buys or leases an existing asset
Lease-develop-operate (LDO) from the Governm ent, renovates, m odernizes, and
W rap-around addition (W AA) / or expands it, and then operates the asset, again

with no obligation to transfer ow nership back to 
the Governm ent.
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Structure of PPP - Literature Survey 

What is Public-Private Partnership? 

The expression public-private partnership is a widely used concept world over but is often 
not clearly defined. There is no single accepted international definition of what a PPP is (World 
Bank, 2006). The PPP is defined as "the transfer to the private sector of investment projects 
that traditionally have been executed or financed by the public sector" (IMF, 2004). Any 
arrangement made between a state authority and a private partner to perform functions within 
the mandate of the state authority, and involving different combinations of design, 
construction, operations and finance is termed as Ireland's PPP model. IN UK's Private Finance 
Initiative (PFI), where the public sector purchases services from the private sector under long
term contract is called as PPP program. However, there are other forms of PPP used in the 
UK, including where the private sector is introduced as a strategic partner into a state-owned 
business that provides a public service. 

The PPP is something referred to as a joint venture in which a government service or private 
business venture is funded and operated through a partnership of government and one or 
more private sector companies. Typically, a private sector consortium forms a special company 
called a special purpose vehicle (SPY) to build and maintain the asset. The consortium is 
usually set up with a contractor, a maintenance company and a lender. It is the SPY that signs 
the contract with the government and with subcontractors to build the facility and then 
maintain it. 

Thus, the PPP combines the development of private sector capital and sometimes, public 
sector capital to improve public services or the management of public sector assets (Michael, 
2001). The PPP may encompass the whole spectrum of approaches from private participation 
through the contracting out of services and revenue sharing partnership arrangement to pure 
non-recourse project finance, while sometime it may include only a narrow range of project 
type. The PPP has two important characteristics. First, there is an emphasis on service provision 
as well as investment by the private sector. Second, significant risk is transferred from the 
Government to the private sector. The PPP model is very flexible and discernible in variety of 
forms. The various models / schemes and modalities to implement the PPP are set out in 
Table 1. 

Table 1: Schemes and Modalities of PPP 

Schemes 

Build-own-operate (BOO) 
Build-develop-operate (BOO) 
Design-construct-manage-finance 
(OCMF) 

Buy-build-operate (BBO) 
Lease-develop-operate (LOO) 
Wrap-around addition (W AA) 

Modalities 

The private sector designs, builds, owns, develops, 
operates and manages an asset with no obligation 
to transfer ownership to the government. These are 
variants of design-build-finance-operate (DBFO) 
schemes. 

The private sector buys or leases an existing asset 
from the Government, renovates, modernizes, and 
I or expands it, and then operates the asset, again 
with no obligation to transfer ownership back to 
the Government. 
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Schemes Modalities

Build-operate-transfer (BOT) 
Build-transfer-operate (BTO) 
Build-own-operate-transfer (BOOT) 
Build-rent-own-transfer (BROT) 
Build-lease-opera te-transfer (BLOT)

The p riv ate  sector d esign s and bu ild s an asset, 
operates it, and then transfers it to the Governm ent 
when the operating contract ends, or at som e other 
p re -sp e c if ie d  tim e. T h e  p r iv a te  p a r tn e r  m ay 
su b se q u e n tly  re n t or le a se  the a sse t from  the 
Governm ent.

Source: Public Private Partnership, Fiscal Affairs D epartm ent of the IMF.

Current status of PPPs in India

India has had 881 PPP projects worth m ore than IN R5.4 trillion  in aw arded/underw ay 
status (i.e., in operational, construction or in stages where at least construction/implementation 
is imminent) as per data available till August 2012.

• Roads dominate the PPP scenario in India, accounting for 52% of all PPP projects.

• There is a need for mainstream PPPs in several areas, such as power transm ission and 
distribution, water supply and sewerage, and railways. These are sectors where there are 
significant resource shortfalls, and a need for efficient delivery of services.

• There is also a need to focus on social sectors, especially health and education, which 
currently accounts for only 3.7% of PPP projects in India.

Private sector to push infrastructure growth in  the Tw elfth  Five Year Plan (FYP) 2012-2017

The G overnm ent of India (GOI) realizes the im portance of accelerating  in frastructu re 
development through increased private sector participation in order to boost the country's 
slowing economy.

• The Planning Com m ission has projected that investm ent in infrastructure will alm ost 
double to reach INR55.7 trillion during the Twelfth FYP (2012-2017), as compared to INR24.2 
trillion in the Eleventh FYP (2007-2012).

• O ut of this total investm ent, 48% is expected to com e from  the private sector, w hich 
accounted for 36% of investments in the Eleventh FYP.

PPP projects In Indta by SKtor 

(Total numbtr of projocts: 881)
Top fivt states in terms of number of PPP project* 
(Percentage of total projects in India)

•  Roads Karnataiu

■ Urban Development
■ Energy Andra Pradesh

■ Ports
■ Tourism Maharashtra

•52.0%i Education
I  He^hc^e Madiya Pradesh
■ Railways
■ Airports Gujarat

P fP M a<U ibase accessed 00 02 April 2013 F'Ne tfafes consWufe 51% of aH PPP projects in India
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Schemes Modalities 

Build-operate-transfer (BOT) 
Build-transfer-operate (BTO) 
Build-own-operate-transfer (BOOT) 
Build-rent-own-transfer (BROT) 
Build-lease-operate-transfer (BLOT) 

The private sector designs and builds an asset, 
operates it, and then transfers it to the Government 
when the operating contract ends, or at some other 
pre-specified time. The private partner may 
subsequently rent or lease the asset from the 
Government. 

Source: Public Private Partnership, Fiscal Affairs Department of the IMF. 

Current status of PPPs in India 

India has had 881 PPP projects worth more than INRS.4 trillion in awarded /underway 
status (i.e., in operational, construction or in stages where at least construction/ implementation 
is imminent) as per data available till August 2012. 

• Roads dominate the PPP scenario in India, accounting for 52% of all PPP projects. 

• There is a need for mainstream PPPs in several areas, such as power transmission and 
distribution, water supply and sewerage, and railways. These are sectors where there are 
significant resource shortfalls, and a need for efficient delivery of services. 

• There is also a need to focus on social sectors, especially health and education, which 
currently accounts for only 3.7% of PPP projects in India. 

Private sector to push infrastructure growth in the Twelfth Five Year Plan (FYP) 2012-2017 

The Government of India (GOI) realizes the importance of accelerating infrastructure 
development through increased private sector participation in order to boost the country's 
slowing economy. 

• The Planning Commission has projected that investment in infrastructure will almost 
double to reach INRSS.7 trillion during the Twelfth FYP (2012-2017), as compared to INR24.2 
trillion in the Eleventh FYP (2007-2012). 

• Out of this total investment, 48% is expected to come from the private sector, which 
accounted for 36% of investments in the Eleventh FYP. 

PPP projects In lndll by stCtor 
(Total number of projects: 881) 

t Roads 
■ Urban Developnent 
I Energy 
I Po.'ts 
■ T011ism 

52.011■ Ectcalion 
I Heallkare 
■ Railways 
I Aifpcrn 

Top five stltes In terms of number of PPP pn,jtcts 
(Ptrttntaqe of wt1I projtcts In lndll) 

Karnataka 108(1 

AncraPradesh - 100(11 J 

M.wrastira 

M.mya Pradesh 

1 88(1 

88(1 

74(81) 

five states cooslitlle 511 ol all PPP projects wi lndi.l 



Key sectors for PPP

Roads, railw ays, ports and airports are the key infrastructure sectors for PPP in India. As on 
August 2012, these four sectors constituted 60% (534 projects) of the total PPP projects in 
India. Am ong the four sectors, roads top the list with a share of approxim ately 85%, followed 
by ports (12%), railw ays (2%) and airports (1%).

O ver the last few years, private sector participation, especially in transport infrastructure 
sectors, has slowed down due to various regulatory and financial hurdles. Private investm ent 
in railw ays, roads, airports and ports lagged behind and did not m eet their investm ent targets 
during the Eleventh FYP. Railways w ere the least successful in attracting private investm ent, 
achieving only 23% of its planned target investment.

The strategy for the Tw elfth FYP encourages private sector participation directly as well as 
through various forms of PPPs, w herever desirable and feasible. In the Twelfth FYP, the GOI 
will focus on increasing private participation, especially in the railw ays sector. Private sector 
participation in railways is expected to increase from 5% in the Eleventh FYP to 33% in the 
Twelfth FYP. Private investm ent is expected to not only expand capacity, but also im prove 
the quality of service, besides m inim izing cost and time overruns in the im plem entation of 
transport infrastructure projects

Private sector investm ent in infrastructure during T w elfth  FYP (Percentage o f total)

Pcrctntage achl«veiT)«nt of private sector investment 
target during the Eleventh FYP*

Acpofis

33%
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Bridges

Pols
Railways Roads and Bndges Airports

Ra*»ays 23% Soufce: M T w e i  ITP (2012-2017), Rannif)g())fmissb^
G(i

The governm ent has envisaged a total private investm ent of approxim ately IN R6.5 trillion 
during 2012-2017 in these four sectors.

Roads

India's 4.7 m illion km of road netw ork transports m ore than 60% of total goods and 85% of 
total passenger traffic. The m ajority of the roads are district, urban and rural roads, which 
account for 95% of the total road network. N ational highw ays (0.08 m illion km) and state 
highways (0.15 m illion km) account for only 5% of the total road network. The GOI has stated 
that the developm ent of highw ays is a strategic priority for the country, and the private sector 
is expected to play a key role in its developm ent.
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Roads, railways, ports and airports are the key infrastructure sectors for PPP in India. As on 
August 2012, these four sectors constituted 60% (534 projects) of the total PPP projects in 
India. Among the four sectors, roads top the list with a share of approximately 85%, followed 
by ports (12%), railways (2%) and airports (1 %). 

Over the last few years, private sector participation, especially in transport infrastructure 
sectors, has slowed down due to various regulatory and financial hurdles. Private investment 
in railways, roads, airports and ports lagged behind and did not meet their investment targets 
during the Eleventh FYP. Railways were the least successful in attracting private investment, 
achieving only 23% of its planned target investment. 

The strategy for the Twelfth FYP encourages private sector participation directly as well as 
through various forms of PPPs, wherever desirable and feasible. In the Twelfth FYP, the GOI 
will focus on increasing private participation, especially in the railways sector. Private sector 
participation in railways is expected to increase from 5% in the Eleventh FYP to 33% in the 
Twelfth FYP. Private investment is expected to not only expand capacity, but also improve 
the quality of service, besides minimizing cost and time overruns in the implementation of 
transport infrastructure projects 

Private sector investment in infrastructure during Twelfth FYP (Percentage of total) 

Perc.nt119e achltvement of private sector investment 
ta'lft durlnq tht Elevtnth F"YP' 

Alim 

Raids rd 
Brnges 

33'k a 
Railways Roads and Bn~s Ajrpn ffillJ 

Souroo [)att Twelfth FYP (2012-2017), Aanmng C,ommission 

Go 

The government has envisaged a total private investment of approximately INR6.5 trillion 
during 2012-2017 in these four sectors. 

Roads 

India 's 4.7 million km of road network transports more than 60% of total goods and 85% of 
total passenger traffic. The majority of the roads are district, urban and rural roads, which 
account for 95% of the total road network. National highways (0.08 million km) and state 
highways (0.15 million km) account for only 5% of the total road network. The GOI has stated 
that the development of highways is a strategic priority for the country, and the private sector 
is expected to play a key role in its development. 
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PPP slow ed down in recent years: W hen the N ational Highw ays developm ent Program  
(NHDP) had laid down ambitious targets for private participation, PPP in the roads sector 
had increased by leaps and bounds. Long concession periods and expectation of high returns 
had fuelled competition. Projects were awarded at prem ium  as the sector saw aggressive 
bidding by developers. O f 51 projects awarded by N H Al, 31 were at a premium.

However, the sector has been facing m ultiple challenges over the past two years, such as high 
interest rates, increase in cost of raw material and reduced availability of funds. W ith limited 
equity and credit lines, developers are staying away from bidding for new projects. NH Al 
has been able to award only 879 km on PPP mode in FY 13 (as com pared to 7,900 km in FY 
12).
Current status of PPP 

N ational highw ays

M ost of the NHDP projects have been developed or are under developm ent on PPP basis 
through the BOT Annuity and the BOT Toll mode. With a considerable num ber of new projects 
on offer under PPP in the roads sector, there exist several investment opportunities for investors 
and com panies w ith diverse business lines, such as engineering com panies, civil w ork 
contractors, O & M contractors and toll operators.

PPP in N H DP across various phases

Number o f PPP  
projects awarded

Length (km) Total cost (INR billion)

NHDP Phase 1 17 930 59.5

NHDP Phase II 40 2,076 227.0

NHDP Phase III 117 10,292 834.9

NHDP Phase IV 28 3,990 297.0

NHDP Phase V 31 4,080 429.8

NHDP Phase VII 2 41 23.3

Total 235 21,409 1,871.5

Source: NHAI, as on December 2012

No projects have been awarded under N H D P Phase V I yet

• As of December 2012, out of the 235 projects awarded for national highways on PPP basis, 
186 (79%) were awarded through the BOT (Toll) mode and the rest were awarded through 
the BOT (Annuity) mode.

• Use of PPP in NH DP Phase III picked up substantially, and as many as 117 projects w ere 
awarded under it in that phase.

• Since 2008-09, m ore than 90% of national highway projects have been awarded on PPP 
basis. Furthermore, the Planning Com m ission has recom m ended that 85% of the N H DP 
projects in the later phases need to be developed through PPP.
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Current status of PPP 

National highways 

Most of the NHDP projects have been developed or are under development on PPP basis 
through the BOT Annuity and the BOT Toll mode. With a considerable number of new projects 
on offer under PPP in the roads sector, there exist several investment opportunities for investors 
and companies with diverse business lines, such as engineering companies, civil work 
contractors, 0 & M contractors and toll operators. 

PPP in NHDP across various phases 

Number of PPP Length (km) Total cost (INR billion) 
projects awarded 

NHDP Phase I 17 930 59.5 

NHDP Phase II 40 2,076 227.0 

NHDP Phase III 117 10,292 834.9 

NHDP Phase IV 28 3,990 297.0 

NHDP Phase V 31 4,080 429.8 

NHDP Phase VII 2 41 23.3 

Total 235 21,409 1,871.5 

Source: NHAI, as on December 2012 

No projects have been awarded under NHDP Phase VI yet 

• As of December 2012, out of the 235 projects awarded for national highways on PPP basis, 
186 (79%) were awarded through the BOT (Toll) mode and the rest were awarded through 
the BOT (Annuity) mode. 

• Use of PPP in NHDP Phase III picked up substantially, and as many as 117 projects were 
awarded under it in that phase. 

• Since 2008-09, more than 90% of national highway projects have been awarded on PPP 
basis. Furthermore, the Planning Commission has recommended that 85% of the NHDP 
projects in the later phases need to be developed through PPP. 
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State highw ays

W ith significant progress being m ade in case of national highw ays, PPP in state highways 
developm ent also holds potential. Lack of appropriate PPP policy at state level, absence of 
regulatory authority, such as NH AI and institutional w eaknesses to m anage PPP have been 
hindering the growth of PPP in state highways. How ever, things are changing and state 
highways are also w itnessing increased private participation.

• Private sector investm ent w orth IN R l trillion is being made in 278 road projects in 13 
Indian states. O f these, 148 projects have been com pleted at a total cost of IN R l 65 billion, 
while 130 projects w orth IN R895 billion are under im plem entation.

• States are taking various initiatives, such as m obilization of Private investm ent and m ulti
lateral funding to develop their respective roads networks.

• Several states, such as Bihar, Gujarat, H aryana, K arnataka, Kerala, M adhya Pradesh, 
M a h a ra sh tra , P u n ja b  and R a ja sth a n  h av e w itn esse d  su b s ta n tia l g ro w th  in the 
com m issioning and initiation of road developm ent projects.

• Gujarat State Road D evelopm ent Corporation has six upcom ing roads PPP projects worth 
m ore than INR 10 billion.

• Punjab has com m issioned a PPP project to convert the Ropar-Phagw ara expressw ay to six 
lanes, with an estim ated investm ent of INR7 billion

Private sector investm ent in roads to increase by 3.3 times in the Tw elfth FYP

In the Twelfth FYP, the planned investment for development of roads and bridges has increased 
by more than 50% from the Eleventh FYP. Cum ulatively, the private sector is expected to 
contribute 33% of the sector's planned investm ent, up from 20% in the previous plan.

A pproxim ately 8,270 km of the N ational Highw ays are expected to be upgraded in FY14. 
Construction / rehabilitation of 100 bridges and 4 bypasses as standalone projects are also 
expected to be com pleted in that year, at an estim ated cost of INR233 billion.

Estimated private sector investment in roads and bridges In ttie Twelfth FYP 
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PPP-Ceneric Issues

W hen we look at the progress of infrastructure developm ent so far, private participation and 
PPP arrangem ents in the developm ent of public in frastructu re have still faced several
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State highways 

With significant progress being made in case of national highways, PPP in state highways 
development also holds potential. Lack of appropriate PPP policy at state level, absence of 
regulatory authority, such as NHAI and institutional weaknesses to manage PPP have been 
hindering the growth of PPP in state highways. However, things are changing and state 
highways are also witnessing increased private participation. 

• Private sector investment worth INRl trillion is being made in 278 road projects in 13 
Indian states. Of these, 148 projects have been completed at a total cost of INR165 billion, 
while 130 projects worth INR895 billion are under implementation. 

• States are taking various initiatives, such as mobilization of Private investment and multi
lateral funding to develop their respective roads networks. 

• Several states, such as Bihar, Gujarat, Haryana, Karnataka, Kerala, Madhya Pradesh, 
Maharashtra, Punjab and Rajasthan have witnessed substantial growth in the 
commissioning and initiation of road development projects. 

• Gujarat State Road Development Corporation has six upcoming roads PPP projects worth 
more than INR 10 billion. 

• Punjab has commissioned a PPP project to convert the Ropar-Phagwara expressway to six 
lanes, with an estimated investment of INR7 billion 

Private sector investment in roads to increase by 3.3 times in the Twelfth FYP 

In the Twelfth FYP, the planned investment for development of roads and bridges has increased 
by more than 50% from the Eleventh FYP. Cumulatively, the private sector is expected to 
contribute 33% of the sector's planned investment, up from 20% in the previous plan. 

Approximately 8,270 km of the National Highways are expected to be upgraded in FY14. 
Construction / rehabilitation of 100 bridges and 4 bypasses as standalone projects are also 
expected to be completed in that year, at an estimated cost of INR233 billion. 

Estimated private sector investment in roads and bridges in the Twelfth FYP 
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PPP-Generic Issues 
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When we look at the progress of infrastructure development so far, private participation and 
PPP arrangements in the development of public infrastructure have still faced several 



im plementation challenges. These challenges typically involve tariff setting and adjustm ent, 
regulatory independence or dispute over contractual provision and risk sharing. It m ay be 
observed from the discussion so far, the PPP in the infrastructure developm ent is picking up 
during the recent years, particularly in the road sector and to som e extent in the airports and 
ports sectors. Telecom  sector is considered to be a successful sector in attracting private 
participation on a large scale. This may be due to sector -  specific policies and other factors 
such as Governm ent commitment, increased private interest in these sectors, m ove towards 
better com petitive process, greater availability of inform ation, size of the projects, acceptable 
price and encouraging developer return, fiscal concessions, etc. H owever, considering the 
size and m agnitude of the proposed and ongoing projects in the infrastructure sector as a 
whole, the lackluster response by the private participation and slow progress in som e of the 
project need to be reversed through investor friendly policies, transparent procedures and 
other conducive measures. The PPP model will not be feasible in all types of infrastructure 
but they are possible in many areas, which are to be exploited fully. The key to m aking PPP 
model acceptable is to create an environm ent where PPPs are seen to be a w ay of attracting 
private projects. Towards this direction, the follow ing generic issues, therefore, need the 
attention to make the PPP model as a success story in the infrastructure developm ent as in 
the case of some of the developed and developing econom ies.

Transparency: There is a widespread consensus among econom ists that transparency is crucial 
in the case of PPP projects. At present, the process of executing the projects in India involves 
various stages and each stage is to pass through com plicated policies and program m es. 
Though, the process of bidding and awarding the contract is stated to be much transparent, 
still there is scope for improvements. The PPPs can som etim es run into controversy if the 
private partner is seen to have received unduly favourable treatm ent. This can be overcom e 
by ensuring that the terms of concession agreem ents are transparent and protective of public 
interest. Though this approach has been adopted by the Centre through m odel concession 
agreement, the State governments should also adopt transparent approach sim ilarly to ensure 
that the PPP will be a success story.

R isk  A llocation: As the projects in the infrastructure sector requires huge investm ents and 
involve much time frame for their execution, various risks, viz., construction risk, financial 
risk, m arket risk, perform ance risk, demand risk and residual value risk are to be allocated 
appropriately among the Onstituents. The risks should not be passed on to others as and 
when arise, which would affect the cost and progress of the project and create unnecessary 
litigations. Too many risks assumed by Governm ent will likely put unjustified pressures on 
taxpayers. On the other hand, too few  w ill p revent p oten tia l private  in v estors from  
participating in the venture.

Project Appraisal: Execution of infrastructure projects should have a clear choice about its 
im plem entation w hether by the G overnm ent or private or both  u nder PPP. A lso, the 
technicality of the project should be clear regarding its soundness, viability and return. W hen 
we look at the PPP program m e, while there are a num ber of successful projects, there have 
also been a num ber of poorly conceptualized PPPs brought to the m arket that stood little 
chance of reaching financial closure. Clear appraisal of the project before its execution would 
avoid many litigations. At the same time, it is im portant to avoid a possible bias in favor of 
the private sector.
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implementation challenges. These challenges typically involve tariff setting and adjustment, 
regulatory independence or dispute over contractual provision and risk sharing. It may be 
observed from the discussion so far, the PPP in the infrastructure development is picking up 
during the recent years, particularly in the road sector and to some extent in the airports and 
ports sectors. Telecom sector is considered to be a successful sector in attracting private 
participation on a large scale. This may be due to sector - specific policies and other factors 
such as Government commitment, increased private interest in these sectors, move towards 
better competitive process, greater availability of information, size of the projects, acceptable 
price and encouraging developer return, fiscal concessions, etc. However, considering the 
size and magnitude of the proposed and ongoing projects in the infrastructure sector as a 
whole, the lackluster response by the private participation and slow progress in some of the 
project need to be reversed through investor friendly policies, transparent procedures and 
other conducive measures. The PPP model will not be feasible in all types of infrastructure 
but they are possible in many areas, which are to be exploited fully. The key to making PPP 
model acceptable is to create an environment where PPPs are seen to be a way of attracting 
private projects. Towards this direction, the following generic issues, therefore, need the 
attention to make the PPP model as a success story in the infrastructure development as in 
the case of some of the developed and developing economies. 

Transparency: There is a widespread consensus among economists that transparency is crucial 
in the case of PPP projects. At present, the process of executing the projects in India involves 
various stages and each stage is to pass through complicated policies and programmes. 
Though, the process of bidding and awarding the contract is stated to be much transparent, 
still there is scope for improvements. The PPPs can sometimes run into controversy if the 
private partner is seen to have received unduly favourable treatment. This can be overcome 
by ensuring that the terms of concession agreements are transparent and protective of public 
interest. Though this approach has been adopted by the Centre through model concession 
agreement, the State governments should also adopt transparent approach similarly to ensure 
that the PPP will be a success story. 

Risk Allocation: As the projects in the infrastructure sector requires huge investments and 
involve much time frame for their execution, various risks, viz., construction risk, financial 
risk, market risk, performance risk, demand risk and residual value risk are to be allocated 
appropriately among the 0nstituents. The risks should not be passed on to others as and 
when arise, which would affect the cost and progress of the project and create unnecessary 
litigations. Too many risks assumed by Government will likely put unjustified pressures on 
taxpayers. On the other hand, too few will prevent potential private investors from 
participating in the venture. 

Project Appraisal: Execution of infrastructure projects should have a clear choice about its 
implementation whether by the Government or private or both under PPP. Also, the 
technicality of the project should be clear regarding its soundness, viability and return. When 
we look at the PPP programme, while there are a number of successful projects, there have 
also been a number of poorly conceptualized PPPs brought to the market that stood little 
chance of reaching financial closure. Clear appraisal of the project before its execution would 
avoid many litigations. At the same time, it is important to avoid a possible bias in favor of 
the private sector. 



C ost and T im e O verruns: Many of the projects under the PPP are delayed due to litigations, 
which had to cost and time overruns in their im plem entation. For instance, as per the M inistry 
of Statistics and Program m e Im plem entation, out of 491 central sector projects of more than 
Rs. 100 crore at the end of M arch 2008, about 231 projects have w itnessed delays in their 
execution due to varied reasons. The cost overrun of these projects has, though, com e down 
from 51.8 per cent of the original cost in M arch 2004 to 13.9 per cent in March 2008; still it 
constitutes a significant share, which is to be reduced through im plem entation of the projects 
on schedule.

G overnm ent G uarantee: G enerally, investors look for G overnm ent guarantee for their 
investments and their return before entering into a venture. Constant changes in the procedures 
for offering G overnm ent guarantees d iscourage the investm ent opportunities. Though, 
Governm ent guarantee for private investm ent is not a preferred option in the fiscal angle, 
transparent policies and guidelines tow ards G overnm ent guarantee w ill provide clear 
perception and encouragem ent towards the PPP even in the risky areas of investm ent. But at 
the sam e time, the guarantee should not put the Governm ent into pecuniary loses due to lack 
of clarity as in the case of Dabhol power.

C entre-State D isagreem ent: Execution of som e of the projects like airport developm ent, road, 
etc., are delayed due to disagreem ent between the centre and the State G overnm ents in various 
aspects, particularly locational choice, cost sharing structure, political disagreement, etc., which 
are to be avoided with appropriate policies, political will, cooperation, coordination, dedication 
and determ ination.

R egulatory  In d ep en d en ce: In the infrastructure sector, regulatory bodies like Telecom  
regulatory Authority of India, Central Electricity Regulatory Com m ission, State Electricity 
Regulatory C om m issions, Tariff Authority of major Ports, N ational Highw ay Authority of 
India and Airport Authority of India have established as autonom ous agencies to regulate 
the activities com ing under their jurisdiction. Though regulatory independence is vital for 
speedy im plementation of policies, there are instances of disagreements between the regulatory 
authorities. To reduce the risk of arbitrary and ad-hoc policy interventions due to disagreem ent 
betw een the authorities, principles on key issues need to be specified upfront in sufficient 
detail.

Corporate G overnance: Good corporate governance will succeed in attracting a better deal 
of public interest because of its apparent im portance for the econom ic health of corporate and 
society in general. The corporate governance fram ew ork should ensure that tim ely and 
accurate disclosure is m ade on all m aterial matters. The corporate governance practices of 
the parties involving in the PPP have to match with the benchm arking corporate governance 
practices with the best in the rest of the world.

In addition, appropriate institutional fram ew ork is a prerequisite for the success of the PPP 
in the infrastructure developm ent due to its size, investm ent requirem ents, structure and 
dim ension. Foreign investm ent will freely flow into a country when there is sound, stable 
and predictable investm ent policy. Frequent changes in the policies w ill be an irritant to the 
investors, w hich is to be restricted in an em erging econom y like India. Overall, in addition to 
sector-specific issues, the generic issues also need the attention of all concerned to make not 
only the PPP m odel a successful but to attract m ore private participation to upgrade the 
Indian infrastructure into a w orld-class.
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Cost and Time Overruns: Many of the projects under the PPP are delayed due to litigations, 
which had to cost and time overruns in their implementation. For instance, as per the Ministry 
of Statistics and Programme Implementation, out of 491 central sector projects of more than 
Rs. 100 crore at the end of March 2008, about 231 projects have witnessed delays in their 
execution due to varied reasons. The cost overrun of these projects has, though, come down 
from 51.8 per cent of the original cost in March 2004 to 13.9 per cent in March 2008; still it 
constitutes a significant share, which is to be reduced through implementation of the projects 
on schedule. 

Government Guarantee: Generally, investors look for Government guarantee for their 
investments and their return before entering into a venture. Constant changes in the procedures 
for offering Government guarantees discourage the investment opportunities. Though, 
Government guarantee for private investment is not a preferred option in the fiscal angle, 
transparent policies and guidelines towards Government guarantee will provide clear 
perception and encouragement towards the PPP even in the risky areas of investment. But at 
the same time, the guarantee should not put the Government into pecuniary loses due to lack 
of clarity as in the case of Dabhol power. 

Centre-State Disagreement: Execution of some of the projects like airport development, road, 
etc., are delayed due to disagreement between the centre and the State Governments in various 
aspects, particularly locational choice, cost sharing structure, political disagreement, etc., which 
are to be avoided with appropriate policies, political will, cooperation, coordination, dedication 
and determination. 

Regulatory Independence: In the infrastructure sector, regulatory bodies like Telecom 
regulatory Authority of India, Central Electricity Regulatory Commission, State Electricity 
Regulatory Commissions, Tariff Authority of major Ports, National Highway Authority of 
India and Airport Authority of India have established as autonomous agencies to regulate 
the activities coming under their jurisdiction. Though regulatory independence is vital for 
speedy implementation of policies, there are instances of disagreements between the regulatory 
authorities. To reduce the risk of arbitrary and ad-hoc policy interventions due to disagreement 
between the authorities, principles on key issues need to be specified upfront in sufficient 
detail. 

Corporate Governance: Good corporate governance will succeed in attracting a better deal 
of public interest because of its apparent importance for the economic health of corporate and 
society in general. The corporate governance framework should ensure that timely and 
accurate disclosure is made on all material matters. The corporate governance practices of 
the parties involving in the PPP have to match with the benchmarking corporate governance 
practices with the best in the rest of the world. 

In addition, appropriate institutional framework is a prerequisite for the success of the PPP 
in the infrastructure development due to its size, investment requirements, structure and 
dimension. Foreign investment will freely flow into a country when there is sound, stable 
and predictable investment policy. Frequent changes in the policies will be an irritant to the 
investors, which is to be restricted in an emerging economy like India. Overall, in addition to 
sector-specific issues, the generic issues also need the attention of all concerned to make not 
only the PPP model a successful but to attract more private participation to upgrade the 
Indian infrastructure into a world-class. 



C onclusion

The Twelfth FYP intends to achieve a huge infrastructure investm ent target through PPPs. 
Currently, PPP in infrastructure is at the crossroads with initial euphoria around the PPP 
m odels slowing down. Delay in clearances, poorly defined contracts and red tapism  are 
pushing away the private sector from taking up new projects.

The Governm ent needs to work on each stage of PPP developm ent -  planning, designing, 
contracting, financing and monitoring. New models for PPP are required to be created to 
cater to the current challenging business clim ate. U nless project agencies are su itab ly  
em powered for effective and time-bound decision m aking, PPP agenda of the country is 
going to take time to evolve and develop. There needs to be a clear dem arcation of the risks to 
be borne by public and private parties.

Despite various bottlenecks, PPP in infrastructure holds great potential in a country like India. 
A long-term  sustainable infrastructure plan needs to be developed that w ill create an 
environm ent for increased private sector investm ents for faster execution of the projects. 
Collective efforts by both the private and the public sector and enabling policy provisions 
may help in achieving the infrastructure PPP agenda of the governm ent.
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Conclusion 

The Twelfth FYP intends to achieve a huge infrastructure investment target through PPPs. 
Currently, PPP in infrastructure is at the crossroads with initial euphoria around the PPP 
models slowing down. Delay in clearances, poorly defined contracts and red tapism are 
pushing away the private sector from taking up new projects. 

The Government needs to work on each stage of PPP development - planning, designing, 
contracting, financing and monitoring. New models for PPP are required to be created to 
cater to the current challenging business climate. Unless project agencies are suitably 
empowered for effective and time-bound decision making, PPP agenda of the country is 
going to take time to evolve and develop. There needs to be a clear demarcation of the risks to 
be borne by public and private parties. 

Despite various bottlenecks, PPP in infrastructure holds great potential in a country like India. 
A long-term sustainable infrastructure plan needs to be developed that will create an 
environment for increased private sector investments for faster execution of the projects. 
Collective efforts by both the private and the public sector and enabling policy provisions 
may help in achieving the infrastructure PPP agenda of the government. 
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