
 
 

COST ESCALATION in Infrastructure Project in India – A Case Study  

Introduction 

India is aiming to become a $5 trillion economy by the year 2024 and one of the key sectors which act 
as a stimulus for this growth is the infrastructure sector. Therefore, India plans to spend $1.4 trillion 
during the period 2019-2023 to achieve the $5-trillion economy goal. 

The project implementation status report of central sector projects prepared by Infrastructure and 
Project Monitoring Division, Ministry of Statistics and Programme Implementation, Government of 
India during the 1st quarter of 2021-2022 (April-June) shows that central sector projects costing INR 
150 crore & above has incurred approx. 20% cost overrun in their approved project cost. This is a 
significant finding and if this trend continues in the coming years as well, it will result in fiscal losses 
and will certainly derail India's goal of becoming a $5 trillion economy by 2024. 

This case study tries to find out the root causes of the cost escalation in central infrastructure projects 
in India and provide possible suggestions to overcome such challenges. 

Present situation as it stands on records from GOI projects  

  

 

 



 
 

Source: (Project implementation status report of central sector projects by GOI, 2021) 

Conclusion from above statistical data 

• approx. 27% of projects (in number) has a cost overrun w.r.t original approved cost 
• approx. 31% of projects (in number) has a time overrun w.r.t original schedule duration 
• approx. 20% is the cost overrun w.r.t. original approved cost 

Why this is happening - key reasons for escalation 

This is primarily due to time and cost overrun on account of change in scope, change in work 
methodology, delay due to various statutory approval/clearances, delay in land acquisition and 
handing over of ROW etc- details of few such reasons which delay the project progress are as listed 
below:  

List of key reasons which cause project delays: 

Land acquisition issues Relief and Rehabilitation plan 

Grant of right of way Removal of encroachments 

Transfer of govt. land Environment, Forest, and wildlife clearance 

NOC under the forest right act Eco sensitive zone clearance 

Tree cutting permission Grant of working permission 

Industrial license permission Consent to establish and operate 

Approval for private railway siding construction Road crossing pipeline/transmission lines 

Shifting of utility Under estimation of original cost 

Power and water supply Monopoly of equipment supplier/vendor 

Contractual issues Change in structural designs 

Geological surprises Insufficient technical and sub-soil data 

Transfer of technology Change in scope 

Delay in award of works Law and order issues 

Increase in price Change in rates of foreign exchange 

Statutory tax and duties Shortage of skilled worker and thus delay 

Owners’ specification not specified clearly Budget restriction 

Wrong approach and methodology Inefficient project organisation 

Unclear project interface Nonstandard contractors and their non-
performance 

Note- market conditions are not escalations 

How it can be mitigated 

There must be a mechanism to foresee the obstacles, bottlenecks in sufficient time ahead of their 
occurrence. The personnel’s involved in these specific tasks should be sound enough to understand 
the consequences of the foreseeable obstacles and appropriate actions have to be initiated to avoid 
such unpleasant situations. The approving authority/ higher management should act to resolve these 



 
 

in a timely manner. Proper co-ordination between the departments is vital for smooth functioning of 
the project. Many times, it has been observed that sequential approval from department to 
department is required but due to several reasons the decisions are held at one department and 
thereby final decision/approval is stuck at various levels in the hierarchy. This ultimately increase the 
project completion time and thus a reason for time and cost increase. Hence it is very vital that every 
project has efficient project management team, all approvals are in place, uses established and latest 
construction methodology, robust risk mitigation plan, adequate and skilled resources etc to name a 
few. Also, bidder selection should not only be based on L1, but priority should also be given to 
technical ability, past records and reputation, quality of deliverables etc. A timely payment mechanism 
also help contractors to mobilize required resources, procurement of construction materials, manage 
the cash flow required for the project etc. All the above will helps to overcome the delay to a large 
extent. 

Government initiatives in last few months  

A. Gati Shakti 

Prime minister of India on 13th October 2021 has launched PM Gati Shakti - National Master Plan 
for Multi-modal Connectivity, essentially a digital platform to bring 16 Ministries including 
Railways and Roadways together for integrated planning and coordinated implementation of 
infrastructure connectivity projects. The multi-modal connectivity will provide integrated and 
seamless connectivity for movement of people, goods and services from one mode of transport 
to another. It will facilitate the last mile connectivity of infrastructure and also reduce travel time 
for people. 
PM Gati Shakti will incorporate the infrastructure schemes of various Ministries and State 
Governments like Bharatmala, Sagarmala, inland waterways, dry/land ports, UDAN etc. Economic 
Zones like textile clusters, pharmaceutical clusters, defence corridors, electronic parks, industrial 
corridors, fishing clusters, Agri zones will be covered to improve connectivity & make Indian 
businesses more competitive. It will also leverage technology extensively including spatial 
planning tools with ISRO (Indian Space Research Organisation) imagery developed by BiSAG-
N (Bhaskaracharya National Institute for Space Applications and Geoinformatics).  

Traditionally, there was lack of coordination between different departments, for example, once a 
road was constructed, other agencies dug up the constructed road again for activities like laying 
of underground cables, gas pipelines etc. This not only caused great inconvenience but was also a 
wasteful expenditure. To address this, efforts were made to increase coordination so that all 
cables, pipelines etc. could be laid simultaneously. Steps have also been taken to address other 
issues like time-taking approval process, multiplicity of regulatory clearances etc. In the last few 
years, the Government has ensured unprecedented focus on infrastructure through a holistic 
outlook. This helps to address the past issues through institutionalizing holistic planning for 
stakeholders for major infrastructure projects. Instead of planning & designing separately in silos, 
the projects will be designed and executed with a common vision. 

PM Gati Shakti national master plan- In a nutshell, 
• PM Gati Shakti to break Departmental silos and institutionalize holistic planning for 

stakeholders across major infrastructure projects 
• All Departments to now have visibility of each other’s projects through a centralized portal 
• Multi-modal connectivity to provide integrated and seamless connectivity for movement of 

people, goods and services 



 
 

• PM Gati Shakti to generate multiple employment opportunities, cut down of logistics cost, 
improve supply chains and make local goods globally competitive 

B. Revised procurement policy 

Just before Diwali week in the year 2021, the Narendra Modi government announced significant 
reforms in its public procurement policy. Aiming to ensure quality work, keep time, and cost 
overruns in check, the finance ministry on 29 October 2021 issued general instructions on 
procurement and project management, which have expanded the ambit of selecting bidders for 
executing government projects and procuring goods and services in ministries and government 
offices. 
According to the revised guidelines, L1 or Least Cost Selection Method, will no longer be the only 
tendering format for selecting bidders for executing projects. L1 was so far the preferred method 
used by ministries, public agencies and public sector undertakings (PSUs) for selecting lowest 
bidders to carry out standard or routine works/non-consultancy services like audit and 
engineering design of non-complex works. 

The five major changes in the latest ‘general instructions’ are as follows: 

• First, the government entities have now been allowed to use quality-cum cost-based selection 
(QCBS) for procurement of works on the condition that it’s a quality-oriented procurement 
(QOP) and for non-consultancy services if the value of the procurement doesn’t exceed Rs 10 
crore. The weightage of non-financial parameters has to be less than 30 per cent. Add a point 
of Project scope change  

Earlier, QCBS could be resorted to by the government only for consultancy services and special 
projects. Now, this would become the standard method for all non-standard works where 
quality is of concern. 

Since only QOP projects can be tendered via QCBS, ministries, departments or central public 
sector enterprises will have to constitute a special technical committee which will comprise 
of experts in the work being contracted, procurement, financial management, etc and this 
committee will declare a certain procurement as QOP. 

“A procurement should be declared as a QOP only if there is enough justification in terms of 
value addition or enhancement of delivery or paramount importance of quality,” the 
instruction says. 

• Second, the revised guidelines have junked the common practice of rejecting a single bid by 
procuring entities during open tenders. “It has become a practice among some procuring 
entities to routinely assume that open tenders which result in single bids are not acceptable 
and to go for re-tender as a ‘safe’ course of action. This is not correct,” the instructions say. 

“Lack of competition shall not be determined solely on the basis of the number of bidders. 
Even when only one bid is submitted, the process should be considered valid provided the 
procurement was satisfactorily advertised and sufficient time was given for submission of 
bids, the qualification criteria were not unduly restrictive and prices are reasonable in 
comparison to market values,” the general instructions state. 

The government has given three reasons for this. There is a cost attached to re tendering 
which puts the burden on the finances. More importantly, it leads to “delay in execution of 
the work with consequent delay in the attainment of the purpose for which the procurement 
is being done". Lastly, there is good chance that the re-bid may result in a higher bid, again 
increasing the cost for the agencies. 



 
 

• Third major change is about payment to vendors. The guidelines admit that delay in payment 
to contractors leads to delay in execution of projects, cost overruns and disputes and thus it 
has mandated that ad-hoc payments of at least 75 per cent of eligible running account bill/due 
stage payment be made within 10 working days of the submission of the bill by contractors 
and even remaining payment has to be made within 28 working days of the submission of bill. 
And if there is delay beyond 30 working days, there is provision under which contractors can 
be paid interest on the due amount, the interest rate for such should be the rate of interest 
on general provident fund. 
The final bill amount should be paid withing three month after completion of works 

This time-bound payment schedule and declaring a sort of self-punishment for violating the 
contract, the government has shown how serious it is about improving the ‘ease of doing 
businesses. This should instil immense confidence in the industry. 

• Fourth, the government has noted a big flaw in how its entities operate in case of legal 
disputes with contractors. Whenever there is a ruling against it, the default modus operandi is 
to go for appeal and challenge the decision. Of course, in most cases, the end result doesn’t 
change, and the government ends up wasting precious time and resources. If the latest 
guidelines are implemented, this will also change. 

”In such cases, the amount becomes payable with interest, at a rate which is often far higher 
than the government's cost of funds. This results in huge financial losses to the government. 
Hence, in aggregate, it is in public interest to take the risk of paying a substantial part of the 
award amount subject to the result of the litigation, even if in some rare cases of insolvency 
etc. recovery of the amount in case of success may become difficult,” states the notification. 

The latest instructions state that "decision to appeal should not be taken in a routine manner, 
but only when the case genuinely merits going for the appeal and there are high chances of 
winning in the court/higher court". 

In future, procuring entities that have lost a case will need to set up special board/committee 
to review the case before an appeal is filed against an order and only after considering both 
legal merits and the practical chances of success “and after considering the cost of, and arising 
through, litigation/appeal/further litigation, as the case may be, it is satisfied that such 
litigation/appeal/further litigation cost is likely to be financially beneficial compared to 
accepting the arbitration/court award,“ the appeal can be filed. 

It’s an open secret that the government is the largest litigator in the country. It has taken a 
big step in reducing the load at least in disputes related to procurement. 

• Fifth, even for consultancy services, the revised guidelines have provided an additional 
method of procurement apart from L1, single source selection and QCBS. The procuring 
agencies will be able to also resort to fixed budget-based selection for consultancy proposals 
which allows them to specify a specific budget as the cost of consulting services in the tender 
document itself. List the drawback about FBS – Adjustment of budget based on the change in 
situation.  

• Other few changes, as below 
o Introduction of Electronic Measurement Book (e-MB)- and the same should be 

integrated with IT based project monitoring system 
o Revised guidelines for awarding works in stalled contracts  

 



 
 

C. Declaration by PM of India during inauguration of Saryu River Pariyojna in Uttar Pradesh on 11 
Dec 2021- it is announced that the Modi government will be starting an elaborate exercise from 
next year to monitor the progress of nearly 1700 big central infrastructure projects which may not 
be completed in time and have cost overruns. The expected time to start evaluation is February 
2022 and the exercise will conclude with a full report by March 31, 2022. 

This comes after Prime Minister Narendra Modi has been raising concern in various internal 
meetings over project delays and cost overruns. The PM had pointed out how the cost of the 
project had risen to Rs 10,000 crore from Rs 100 crore in the last 40 years.  

In a reply to Parliament this month, the Statistics and Programme Implementation Ministry said 
the cost due to time overrun of 557 projects was Rs 2,76,971 crore. The Infrastructure and Project 
Monitoring Division (IPMD) in the Ministry is tracking 1,670 projects from 24 ministries and 11 
sectors, each costing over Rs 150 crore.  

The IPMD has now sought a study by an agency to augment its capacity to evaluate project 
monitoring “from the point of view of flagging in advance the Central Sector Projects, which may 
fall in time and cost overrun.” This will involve “addition of new key infrastructure sector for 
performance monitoring including new performance indicators” and “flagging to ministries for 
appropriate remedial measures for meeting the pre-set targets and improving the growth rate” 
after a sectoral assessment and performance analysis by the subject experts of the infrastructure 
sector by finding gaps and removing the bottlenecks. 

The IPMD currently prepares a monthly review report on the infrastructure performance of 
sectors such as power, coal, steel, railways, shipping and ports, fertilizers, petroleum and natural 
gas, civil aviation and roads and telecommunication. These reports will be studied as part of the 
exercise to add additional monitoring parameters “for bringing out the actual performance of 
infrastructure sectors,.” 

IPMD submits this report to Prime Minister’s Office, Cabinet Secretariat, Ministry of Finance, Niti 
Aayog and the concerned administrative ministries and a monthly “flash report” is also brought 
out in which the projects with time and cost overruns are flagged. An online portal is also 
maintained for monitoring. The planned exercise will also assess the effectiveness of this online 
monitoring portal run by the department and gear it up for “real time data monitoring.” 

Few suggestions for further improvement  

• Only 30 percent maximum weightage given to non-financial parameters while selection of bidder 
in QCBS- many would be disappointed with this cap as the majority weightage is still given to the 
cost, but it’s still a big step in the right direction and the upper limit can be relaxed later on. Same 
goes for the   Rs 10 crore limit regarding non-financial transactions. The amount is too less given 
the usual size of contracts these days but it’s a minor quibble.  
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