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OFFICE OF THE ACCOUNTANT GENERAL (AUDIT-IIl), KERALA,

THIRUVANANTHAPURAM

No. AG(Au-Il)/APCC/1-11/2026-27/
Date:24-08-2026

Circular No.28

Sub: Audit Instructions on Addressing the Risk of Disputes in Contract
Management in Infrastructure Projects.

Attention is invited to the Audit Instructions on Addressing the Risk of
Disputes in Contract Management in Infrastructure Projects, issued by
Headquarters vide PPG OM no. 5I-PPG/2025/ 97 dated 11 August 2026.
The audit instructions, which is based on the study of high-value and critical
projects involved in disputes, has highlighted systemic deficiencies at
various stages of the project lifecycle.

In this regard, the following aspects are highlighted in the OM which shall be
examined during audit:

(i) Department of Expenditure (DoE) has emphasized that minimum
necessary encumbrance-free land, particularly land essential for execution
of critical components, should be ensured prior to award of contract.
Verification of land availability should adequately capture critical and
contiguous stretches, free from encumbrances and access constraints.

(i) Delays in obtaining statutory/regulatory clearances and fulfilment of
Conditions Precedent should be examined, along with the adequacy of
coordination, monitoring and project preparedness.

(iii) Financial Models submitted by concessionaires should be systematically
and properly scrutinised, with appropriate comments recorded on critical
assumptions such as traffic projections, revenue estimates and financing
structure.

(iv) Approvals of drawings, extension of time and other critical contractual
decisions should be taken within the timelines prescribed as per applicable
SOPs with documented reasons for deviations and fixation of accountability
for delays arising from procedural lapses.

(v) Contractual rights, including issuance of deemed termination notices,
should be exercised only after due verification of compliance by all parties
and proper documentation of defaults and reasons, so as to ensure that
such actions are justified and legally defensible during dispute resolution.

(vi) Necessary clearances should be planned and closely monitored. Digital
platforms such as PM Gati Shakti (2021) and PARIVESH 2.0 Portal are to
be utilised more effectively for integrated planning and streamlining of
approval processes.
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(vii) Contracting authorities may explore establishing a structured in-house
mechanism to capture, analyse and disseminate learnings from dispute
cases, including creation of a central repository of arbitral findings, to
identify recurring contractual weaknesses and strengthen accountability and
future contract management.

The OM further directs that, using the inputs of the above study, audit
should identify and flag risks of disputes arising from contract management
deficiencies, particularly in infrastructure projects where the risk of disputes
is high.

The above audit instructions may be noted for compliance during the
planning and conduct of audit of infrastructure projects. A status report
comprising the details of units in which these instructions were exercised/no
of instances covered and specific findings on the points covered in the OM
may be submitted to AG by end of first week of September 2026.

All the Group Officers are directed to closely watch progress of the
implementation of above instructions/advisories.

(Vide orders of Accountant General )

Digitally signed by
Anish D

Date: 24-08-2026
15:52:54

Senior Deputy Accountant General (Admin &AMG I)

Copy to: 1. Sr. Deputy Accountant General/ AMG |, AMG II, AMG llI
2. Secretary to Accountant General
3. Sr. AO/AMG |, AMG I, AMG Il (For circulation to field parties)
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OFFICE MEMORANDUM

Subject: Audit Instructions on addressing risk of disputes in Contract Management in

Infrastructure Projects.

As we are aware, the CAG’s Office in consultation with NITI Aavog and DoE (MoF) had
initiated discussions in April 2025 focused on, inter alia, transforming traditional approaches
to audit of decisions of public procurement officials. especially with a view to infuse existing
audit practices with risk-based and efficiency-based approaches that are increasingly being
practiced world-wide so as to maintain a constant focus on timely decision-making and
efficiency in implementation of infrastructure projects.

With this objective in view. the CAG’s Office had constituted a working group to deliberate
on such issues. The group was tasked to study high value and critical projects stuck up in
disputes and to identify the causes of such disputes and give recommendations to improve
contract management aimed at reducing the risk of disputes.

As noted in this Study, financial exposure for government agencies arising out of arbitral
awards. including interest liabilities related thereto. highlights the need for structural reforms
in contract management practices in the Government. The disputes in the reviewed
arbitration cases were attributable to certain systemic deficiencies across different stages of
the project lifecycle.

At the pre-construction stage, the deficiencies observed were primarily related to inadequate
project preparedness. including delays in providing encumbrance-free Right-of-Way. non-
availability in time of statutory and regulatory clearances. and lack of timely coordination



with state government authorities. These shortcomings appear to have resulted in
commencement of projects without achieving the required level of readiness envisaged at the
project planning stages.

During the construction stage, issues of concern appear to be largely associated with
weaknesses in contract administration: particularly in enforcement of contractual provisions,
delays in critical decision-making including approval of drawings, grant of interim/ final
Extension-of-Time. and resolution of contractual matters, all of which may have contributed
significantly to contractual disputes. In several instances, absence of contemporaneous
documentation appears to have further weakened the negotiating position of the government
agencies at the stage of dispute resolution. Instances were observed where financial models
submitted by concessionaires in terms of the provisions of the relevant Concession
Agreement, were not formally approved by public authority within requisite time limits.
Further, cases were noticed where deemed/ actual termination notices appear to have been
issued without adequate due diligence. including insufficient verification of contractual
compliance and lack of proper documentation of defaults, which adversely impacted the
defensibility of such actions during dispute resolution and litigation of such disputes.

Overall, the Study indicates that disputes in these projects appears to be largely a
consequence of systemic gaps in project planning, contract design, and execution. rather than
isolated contractual deviations—deficiencies in contract administration that can get further
exacerbated by the inherent complexity and scale of infrastructure projects. resulting in more
frequent disputes between the departments and contractors/concessionaires.

In this connection, it may be noted that the Department of Expenditure (DoE) has issued
comprehensive instructions on Procurement and Project Management (October 2021).
emphasizing the need for improved project preparedness, timely decision-making, and
accountability in contract execution.

Based on the instructions of DoE and instances noticed in review of the arbitration cases
covered in the Study. the following areas are being highlighted to appropriately enhance ease
of doing business and improve contract management practices in government agencies and
therefore be examined specifically during audit:

(i) DoE has emphasized that minimum necessary encumbrance-free land, particularly
such land whose non-availability will prevent essential components of work
execution. should be ensured prior to award of contract. Also. the Model Concession
Agreements generally stipulate that the Appointed Date is to be declared only upon
availability of encumbrance-free Right of Way (RoW). However. instances of



(i1)

(ii1)

(iv)

declaration of Appointed Date despite incomplete ground-level availability of land in
sample cases indicate that existing decision-making mechanisms are not effectively
reflecting actual site conditions.

This highlights the need to, inter alia, strengthen the quality and reliability of
verification of land availability; ensuring that joint memorandum of land inventory
captures availability of critical and contiguous stretches required for execution which
are free from encumbrances and access constraints, and that such due diligence is
not treated as a procedural formality for declaration of Appointed Date in order
that contractual provisions achieve their intended outcomes in practice.

The review of selected projects indicated delays in obtaining clearances and
fulfilment of Conditions Precedent, reflecting gaps in coordination and project
preparedness.

The DoE has already instructed that Public Authorities/Project Executing Authorities
should plan for obtaining all necessary clearances quickly and closely monitor the
progress. In this context. digital platforms such as the PM Gati Shakti (2021) and
PARIVESH 2.0 Portal need to be more aggressively utilized to facilitate integrated
planning and streamline approval processes. )

It would therefore be important to ensure that the improvements achieved are
consistently followed across all projects. with proper monitoring and clarity in
responsibilities, so that delays in pre-construction activities are avoided to the fullest
possible extent.

The Financial Models., submitted by the concessionaire, should be subject to
systematic and proper scrutiny. with appropriate comments recorded on critical
assumptions such as traffic projections. revenue estimates. and financing structure, in
order that the public authority’s position is adequately supported in subsequent
contractual and dispute scenarios.

All contractual decisions, including approvals of drawings. Extension of Time, and
other critical matters. should be taken strictly within defined timelines as per
applicable SOPs, with documented reasons for deviations and fixation of
accountability for delays arising from procedural lapses.

Exercise of contractual rights, including issuance of deemed termination notices,
should be undertaken only after due verification of compliance by all parties
(including by the public authority itself) and proper documentation of defaults



and recording of reasons, to ensure that such actions are justified and legally
defensible during dispute resolution.

(vi)  Contracting authorities must explore the possibility of establishing an
appropriate structured in-house institutional mechanism designed to capture,
analyse and disseminate learnings from dispute cases, including creation of a
central repository of arbitral findings, with a view to identify recurring contractual
weaknesses, ensure clause-based and evidence-backed handling of claims, record
delays attributable to the Authority, and facilitate responsibility mapping for
strengthening accountability and improving future contract management across all
Project Implementation Units.

Using the inputs of the above study. audit should identify and flag the risk of disputes arising out
of contract management deficiencies highlighted in the study. This is more relevant in case of
infrastructure projects where the risk of disputes are high. About Rs.1 lakh crore is stuck up in
arbitration/disputes in NHAI (2024).

Vool Berrdd
Vishal Bansal

Additional Deputy Comptroller and
Auditor General

To

All DAIS/ADAIs

All DG/PDs at Headquarters

Heads of Department of Field Offices
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Sub: Audit Instructions on Addressing the Risk of Disputes in Contract Management in
Infrastructure Projects.

FUAT ST 00 R AT HEAET gRI Uidiell drfad 99 I, 51-PPG/2025/97
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3R -Hed Ud Hgdqu uRare1af, ford faare Sd gU 8, & 31eaa IR S1uTid §
YT S8 GRS 3 fafts aRor & faeme JoneiiTd ST & ISR fhar T g | 39
ey H, praterd 9= H e usgell @1 Y@ifhd fbar T § fd! aariiian &
SR S B O B -

Attention is invited to the Audit Instructions on Addressing the Risk of Disputes in Contract
Management in Infrastructure Projects, issued by Headquarters vide PPG OM no. 5I-
PPG/2025/ 97 dated 11 August 2026. The audit instructions, which is based on the study of
high-value and critical projects involved in disputes, has highlighted systemic deficiencies at
various stages of the project lifecycle. In this regard, the following aspects are highlighted in
the OM which shall be examined during audit:

() Ta YT U aa Wk fean g o dfaer uem fe oM @ gd -gad siaxaed
UREFd HfF, faAY ¥ ¥ Aol ged! & e & fau srawgs 4,
gﬁr@aaﬁm:ﬁm%u | YA T Ul & FAYH § YR Ud Ugd daeht
STl ¥ Had Heayul auT ARlkd Y-dsl @ v U ¥ =i foear |
18U |
Department of Expenditure (DoE) has emphasized that minimum necessary
encumbrance-free land, particularly land essential for execution of critical
components, should be ensured prior to award of contract. Verification of land
availability should adequately capture critical and contiguous stretches, free from
encumbrances and access constraints.

(i)  dUTH/Aam® WHiaal e &3+ adl gadd! &1 gfd § g1 ardl fadd &1 sird
P ST IR | 3B 1Y BT, A9, TR 9T uREISHT 1 GO o1 gaiar
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Delays in obtaining statutory/regulatory clearances and fulfilment of Conditions
Precedent should be examined, along with the adequacy of coordination,
monitoring and project preparedness.




(iii)

(iv)

(v)

(vi)

(vii)
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Financial Models submitted by concessionaires should be systematically and
properly scrutinised, with appropriate comments recorded on critical assumptions
such as traffic projections, revenue estimates and financing structure.
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Approvals of drawings, extension of time and other critical contractual decisions
should be taken within the timelines prescribed as per applicable SOPs with
documented reasons for deviations and fixation of accountability for delays arising
from procedural lapses.
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Contractual rights, including issuance of deemed termination notices, should be
exercised only after due verification of compliance by all parties and proper
documentation of defaults and reasons, so as to ensure that such actions are justified
and legally defensible during dispute resolution.
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Necessary clearances should be planned and closely monitored. Digital platforms
such as PM Gati Shakti (2021) and PARIVESH 2.0 Portal are to be utilised more
effectively for integrated planning and streamlining of approval processes.
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Contracting authorities may explore establishing a structured in-house mechanism
to capture, analyse and disseminate learnings from dispute cases, including creation
of a central repository of arbitral findings, to identify recurring contractual
weaknesses and strengthen accountability and future contract management.

The OM further directs that, using the inputs of the above study, audit should
identify and flag risks of disputes arising from contract management deficiencies,
particularly in infrastructure projects where the risk of disputes is high.

The above audit instructions may be noted for compliance during the planning and
conduct of audit of infrastructure projects. A status report comprising the details of
units in which these instructions were exercised/no of instances covered and
specific findings on the points covered in the OM may be submitted to AG by end
of first week of September 2026. All the Group Officers are directed to closely
watch progress of the implementation of above instructions/advisories.

(JZI'G’I@"@W & \’rﬂﬁ'ﬂmﬂ / Vide orders of Accountant General )

IRy SU RIS (U=T. 9 TTHS 1)

Senior Deputy Accountant General (Admin &AMG 1)
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Sr. Deputy Accountant General/ AMG |, AMG 1I, AMG lII

2. HEIRATHR & I

Secretary to Accountant General

3. 9.9U.31/ TUHSH |, TUASH 11, TTAS 11 (&5 g & uRaran )

Sr. AOJAMG |, AMG II, AMG I1I (For circulation to field parties)




