Quality First: MORTH's New Bidding
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for Aggressive Bidders care
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Synopsis

e  The Ministry of Road Transport & Highways (MoRTH) has removed the existing 3% cap on Additional
Performance Security (APS) and implemented a revised framework for APS to deter abnormally low bids in
National Highways projects and ensure quality as well as timely and effective completion. Effective April 30,
2025, APS applies to all central government road projects.

e  Earlier, relaxed bidding norms intensified competition in Central Government Road projects, resulting in
significantly discounted bidding compared to the estimated cost, specifically in terrain projects. Aggressive
new entrants in the sector led to discounted bids, causing delays in several projects or their execution with
compromised quality.

e As of March 2024, the Ministry of Statistics and Programme Implementation (MoSPI) reported that 440 out of
1,873 infrastructure projects (each worth Rs 150 crore or more) faced a cost overrun of Rs 5.01 lakh crore, a
18.65% increase from initial cost estimates. Furthermore, 41.59% of projects (i.e., 779 projects) are behind
schedule, with average delays exceeding three years, while 393 have no set commissioning date. Issues such
as poor project reports, delays in approvals, land acquisition, and environmental clearances contribute to these
setbacks.

Exhibit 1: Key changes introduced by MoRTH for APS requirement

Particulars Previous APS norms New_APS norms
(August 2022 to April 2025) (April 30, 2025)
APS 3% of the bid price No cap; APS can exceed 3% based on bid deviation
capping
Applicability | Bids lower than 20% of the estimated | Bids lower than 10% of the estimated project cost
of APS project cost
APS For bids lower than 20%, APS at a rate of | (i) For bids lower than 10% but not below 20% of
calculation 0.2% for every 1%, subject to a cap of 3%. the estimated project cost, APS at a rate of 0.1%
formula for every 1%.
(i) For bids below 20% or more of the project cost,
APS increases to 0.2% per 1%.

Source: MoRTH Circulars, CareEdge Ratings

Below is an illustration of the performance bank guarantee requirement according to the revised APS norms circular
dated April 30, 2025, compared to the earlier circular dated August 26, 2022:


https://morth.nic.in/sites/default/files/Approved-circular-circulated%2030-04-2025.pdf
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Exhibit 2: Performance BG requirement as a % of bid price
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CareEdge Ratings’ View

Sandeep Aggarwal, Associate Director, CareEdge Ratings, said, “With the recent changes, working capital
requirements for contractors are expected to increase due to higher cash margins on additional APS and the need
for extra collateral mortgaged with banks and financial institutions. This may adversely affect the bidding capacity
of contractors, leading to lower order book growth in FY26 and weakening debt coverage metrics due to higher
finance cost.”

“The impact may primarily be concentrated on contractors who bid aggressively with limited sanctioned bank
guarantee (BG) limits in central government road construction projects. Nevertheless, the revised APS framework
will discourage abnormally low bids in central government road projects, potentially reducing competition while
ensuring higher quality and more effective completion,” concluded Puneet Kansal, Director, CareEdge Ratings.
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