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Growing investment and privatization favor the logistics sector
Three recent developments make us optimistic about logistics players: (a) the National
Maritime Development Project has projected investments of Rs600 bn  and 18.3% CAGR in
container traffic in India’s maritime sector through 2014 , (b) container transportation has
opened up to private competition and (c) investments have picked up in rail infrastructure.

Container logistics stocks: We prefer the incumbent, Concor (TP: Rs2,350)
We believe Concor is the best way to play India’s rising trade growth and infrastructure
investments. Our conviction is backed by (a) strong growth momentum led by rising freight
rates and volumes, (b) solid long-term competitive advantages by way of solid relationships
and pan-India infrastructure, and (c) less intense potential competition likely than earlier
feared.

Initiating coverage on Gateway Distriparks with In-line (TP: Rs170)
Gateway Distriparks appears fairly valued at current levels. Its appetite for inorganic growth
appears high, but the pace may be slower than expected due to a surge in asset prices. News
flows on growth initiatives, at the right valuation, would make us more positive on the stock.

More ways to play the logistics theme
Rising investment in the rail and port spaces also fuels growth in allied industries like wagon
manufacturing, port-handling equipment, railway electrification systems and construction
companies.
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Price (Rs)
Company 2-Nov-06 Rating (Rs m) (US$ m) 2006 2007E 2008E

Concor 2,045 OP 132,892 2,961 25.4 17.9 15.0
Gateway Distriparks 172 IL 15,812 359 21.9 18.8 17.2

Source: Company data, Kotak Institutional Equities estimates.
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Overview: Picking up speed
We believe strong investments in ports and railways favor the logistics sector. Our
prime pick in the sector is Container Corp (OP, 20% upside). We would await
progress on growth initiatives and the right valuation to turn positive on Gateway
Distriparks (initiating with In-line).

Logistics sector: Riding the investment wave in ports and railways

Strong trade growth and a favorable investment environment are likely to benefit rail and
port-based logistics companies. We estimate that private investments will likely triple
container port capacities through 2012. Rising rail traffic has perceptibly improved the
financial position of Indian Railways, generating larger surplus. Key investment
initiatives include the National Maritime Development Program (NMDP, proposed outlay
Rs600 bn), National Rail Vikas Yojana (NRVY, Rs150 bn) and Dedicated Rail Freight
Corridor (DRFC, Rs600 bn). According to the NMDP document, container handling at
ports is likely to rise at 18% CAGR through 2014.

Rail-based container transport: Fast growing segment in the logistics chain

Rail-based container transportation is the smallest but among the fastest growing and
most profitable sub-segments of the logistics chain, in our view. We believe this sub-
segment has the potential to grow 5X in value by 2015. Leading player Container Corp
(Concor) enjoys 40% RoE and 30% EBIDTA margins. This explains the keen interest in
this space from new entrants since the sector opened up to private competition in Jan ’06.

Container transportation and handling: Tough gestation; advantage Concor

Despite high sector growth and proven profitability, the business is not a cakewalk for
new entrants. In our estimate, companies aspiring for Concor-like success in the rail-
based container transportation space would have to invest about US$1.5 bn and several
years to build an integrated logistics chain and customer franchise. Load factor is a
crucial determinant of profitability, underscoring the importance of high-traffic routes.
Near-term issues that could delay the entry of new players include (a) differences of
opinion between potential entrants and Indian Railways on the Model Concession
Agreement, and (b) shortage of wagons in the near term.

Logistics sector likely to play the game more smartly than domestic aviation

We believe players in the logistics sector are unlikely to go the way of loss-makers in the
domestic aviation sector. Skeptics may draw analogies between the state of the domestic
aviation in its infancy a few years ago and the container transportation sector today, given
the similarities in sectoral dynamics post privatization. However, we believe key
distinguishing factors would likely keep the container transportation space profitable.
Also, recent news flow indicating co-operation between players suggests to us that an
aviation-sector-type price war is unlikely.
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We prefer Concor to Gateway Distriparks

Concor enjoys better near-term growth visibility, lower risk to earnings and more
attractive valuations. As a play on rail freight too, we prefer Concor due to high entry
barriers and likely negative FCF for GDPL in the first few years of its rail freight
business.

Concor: Reiterate OP with target price of Rs2,350

We believe Concor is the best play on India’s rising trade growth and infrastructure
investments. Key positives in our view are (a) strong growth momentum led by rising
freight rates and volumes, (b) solid long-term competitive advantages by way of solid
pan-India infrastructure, and (c) less intense competition than feared earlier. Our
valuation of Concor, based on a 3-stage DCF, implies FY2008 P/E of 17X.

Gateway Distriparks: Initiate coverage with In-line and target price of Rs170

While GDPL appears to have a well-designed strategy to emerge as a pan-India logistics
player, we believe the stock is fairly valued at current levels. Our valuation of GDPL is
based on SOTP, with its flagship JN Port CFS accounting for 72% of the value and cash
on the balance sheet accounting for 23%. The remaining businesses, including rail
freight, are insignificant to the valuation. However, we believe smart acquisitions and
meticulous implementation of the rail freight business could thus earn investors 150%
returns in the next five years. The following triggers would therefore meaningfully
improve the SOTP valuation and make us more positive on the stock:

a) Announcements of organic / inorganic growth initiatives, provided the price paid
for acquisitions is right. Any such initiative could potentially convert cash
(Rs40/share) into concrete business investments that could be valued at 2X P/B
(Rs80/share)

b) Ramp up and execution of GDPL’s independent rail freight business, which is
currently piggy-backing on Concor’s rail operations. This could be potentially
valued at 3X P/B (similar to Concor), which would translate into Rs80/share in
4-5 years.

Indirect plays on the same themes: Equipment suppliers, construction companies

Railway operators like Concor are obvious beneficiaries of rising rail and port traffic, but
there are opportunities for a number of sub-segments as well. For instance, suppliers of
equipment (Texmaco), construction and dredging companies (Dredging Corporation),
CFS owners and ancillary services (Allcargo) and coastal logistics companies (Shreyas
Shipping).
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Relative valuation: Concor deserves a premium to GDPL

From a tactical perspective, we prefer Concor to GDPL due to better near-term
growth visibility, lower risk to earnings and more attractive valuation. While GDPL
appears to have a well-designed strategy to emerge as a pan-India logistics player,
the following would make us more positive on the stock (a) progress on the
company’s strategy for organic / inorganic growth, at the right valuation, and
(b) execution of its rail freight business.

Concor scores over GDPL

Concor has the following advantages over GDPL in the near term.

Better near-term growth prospects.  We estimate steady 20% earnings CAGR for
Concor, while GDPL’s earnings growth is likely to be a more sedate 13-16%.

Better quality of earnings.  Concor’s growth is led by strong freight earnings, volume
growth and margin expansion. On the other hand, GDPL’s near-term growth is largely
led by financial income from GDR proceeds.

Stronger pricing power. Concor’s pricing power (ability to pass on haulage cost hikes
imposed by railway authorities) is likely to improve this year, as freight rates on roads (a
substitute for Concor’s rail business) are also rising. On the other hand, GDPL’s pricing
power is likely to be under pressure due to competitive pressures at its JNPT CFS.

Bigger margin gains. Concor’s margins are likely to rise in the near term on the back of
rising freight rates and volumes. On the other hand, margin pressures are evident in
GDPL’s businesses.

Lower risks to near-term earnings.  In the near- to medium-term, Concor's earnings
streams are more certain. In the case of GDPL, downside risks include further
competitive pressures and lower dwell time (and hence, ground rent) for GDPL's JNPT
CFS.

GDPL dependent on Concor for rail freight business.  GDPL, owing to its tie-up with
Concor, cannot operate its own independent container train through September 2008.

Exhibit 1: While Concor trades at discount to GDPL, we believe it should trade at a
premium
Concor vs GDPL - relative valuations, March fiscal year-ends 2006-2009E

2006 2007E 2008E 2009E 2006 2007E 2008E 2009E
Valuation multiples at CMP (X)
P/E 25.4 17.9 15.0 13.7 21.9 18.8 17.2 15.9
EV/EBIDTA 17.8 12.5 10.3 9.3 15.1 14.8 12.7 11.3
P/B 6.4 4.9 3.9 3.1 2.7 2.5 2.3 2.0
Valuation multiples at target price (X)
P/E 29.2 20.5 17.2 15.8 21.7 18.7 17.1 15.8
EV/EBIDTA 20.6 14.5 12.0 10.9 14.9 14.6 12.5 11.2
P/B 7.3 5.6 4.4 3.6 2.7 2.5 2.2 2.0

Container Corporation Gateway Distriparks

Source: Kotak Institutional Equities estimates.
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Exhibit 2: Concor’s higher RoEs are likely to sustain going forward as its asset-turnover ratio is superior to GDPL’s
Dupont analysis for Concor and GDPL, March fiscal year ends 2006-2009E

Parameter Ratio 2006 2007E 2008E 2009E 2006 2007E 2008E 2009E
EBIT margin (x) EBIT/Revenue (a) 0.3 0.3 0.3 0.3 0.6 0.4 0.4 0.3
Asset turnover (X) Revenue / Capital employed (b) 1.9 2.1 2.0 2.0 0.7 0.6 0.6 0.6
Financial leverage (X) Capital employed / Equity (c) 1.0 1.0 1.0 1.0 1.4 1.1 1.1 1.1
Interest burden (X) Pre-tax profit/EBIT (d) 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Tax burden (X) PAT/Pre-tax profit (e) 0.8 0.8 0.8 0.9 0.9 0.9 0.9 0.9
RoE (%) PAT/Equity (a*b*c*d*e) 38.6 44.9 45.1 42.7 45.4 26.5 21.5 16.7

GDPLConcor

Source: Kotak Institutional Equities estimates.

Exhibit 3: Concor scores over GDPL with higher sustainable RoE, free cash flow yield
and lower capex-to-sales ratio
Comparison of key financial metrics for Concor and GDPL, March fiscal year ends 2006-2009E

2006 2007E 2008E 2009E 2006 2007E 2008E 2009E
Cash generation
OP CF yield (%) 3.9 5.8 7.4 8.3 1.9 6.8 7.5 8.3
FCF yield (%) 1.6 3.1 4.2 5.1 (1.7) 0.1 6.0 4.4
Net cash / (debt) to stk price (%) 4.6 6.7 9.9 13.7 21.5 20.0 24.2 26.7
Margins
EBIDTA margin (%) 28.7 29.9 30.5 28.5 68.3 62.1 56.4 44.7
PAT margin (%) 21.5 22.8 23.4 22.5 52.1 46.8 42.0 33.0
Balance sheet

Net DER (X) — — — — 0.1 0.1 — —
Capex (Rs mn) 2,651 3,543 4,260 4,260 395 1,001 225 580
Capex to sales (%) 10.9 10.8 11.3 9.9 28.5 55.8 10.3 19.3
Returns
RoE (%) 38.6 44.9 45.1 42.7 45.4 26.5 21.5 16.7
RoCE (%) 38.5 44.9 45.1 42.7 33.4 24.1 20.0 15.9

Effective tax rate (%) 21.9 20.7 18.4 15.2 11.5 12.5 12.5 12.5
Dividend payout ratio (%) 20.9 17.7 16.5 17.0 38.4 25.0 25.0 25.0

Concor GDPL

Source: Company Data, Kotak Institutional Equities estimates.

Concor’s edge in rail freight: More than a yard ahead

Concor’s infrastructure is difficult to replicate

We believe it would take an investment of US$1.5 bn and years of franchise building to
replicate the infrastructure and leadership of Concor. In contrast, GDPL plans to invest
around US$60 mn over three years, which could help it make a beginning as a key
regional player.

Rail freight may be FCF negative for GDPL for the first 4-5 years

We project negative FCF in the rail freight business for GDPL through FY2010 as capex
on acquiring rakes exceeds cash returns on the business.
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GDPL in US$1 bn market-cap space: In five years, if it plays its cards right

Although the stock looks fairly valued at current levels, we see the following upsides
from a 5-year perspective: (a) In a steady-state scenario, GDPL’s DCF value would
be around Rs270 by FY2010 (assuming WACC of 11%) and (b) good execution and
smart acquisitions could add another Rs120 to the stock value over the next five
years. Thus, the stock is a potential US$1 bn market cap candidate in five years,
subject to progress on two key aspects of its growth strategy (Exhibit 4).

a) Organic and inorganic growth initiatives. Moves on this front could add value
provided the price paid for acquisitions is right. GDPL’s appetite for growth
drivers remains high, but overpriced acquisitions are a key risk given the surge in
land prices and valuation expectations of other CFS owners.

From a valuation perspective, 25% of our GDPL target price (Rs40/share) stems
from cash in the balance sheet. If the company can add value from any potential
acquisition at 1X P/B, our target price for GDPL could see a 25% upward
revision.

b) Ramp up of GDPL’s independent rail freight business, which is currently
piggy-backing on Concor’s rail operations.

GDPL’s rail freight business is currently making only a marginal contribution to
its SOTP value. However, if well executed, the business can potentially add
value to the extent of 3X the amount invested (Concor trades at 4X P/B). With
gross capex of Rs2.5 bn through 2012, the business could be valued at Rs 7.5 bn
and thus add 50% to our target price for GDPL over the next five years.

Exhibit 4: GDPL stock could return 150% in five years in a blue-sky scenario
Calculation of upside from smart acquisitions and good execution of rail freight business

Upside from smart acquisitions

Net cash in balance sheet (Rs / share) 40                 

% of SOTP value 23                 

Possible value accretion from good growth initiatives (x P/B) 1                   

Upside (Rs/share) 40                 

Upside from excellent execution of rail freight business

Gross investments through FY2012 (Rs mn) 2,500            

Possible value accretion from good execution (x P/B) 3                   

Upside (Rs/share) 82                 

Current DCF value 172

Total blue-sky valuation upside over next 4-5 years 122

Add: accretion to DCF value @ WACC of 11% 120
Potential blue-sky stock price in 5 years 414

Source: Kotak Institutional Equities estimates.
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Valuation approach: DCF, yields a higher multiple for Concor than for GDPL

Concor: We use a 3-stage DCF approach for valuation

1. Stage I (through FY2009): Competition distant and weak. Concor’s volumes
rise at 20 % (in-line with port capacities) and EBIT/TEU remain stable at current
levels of Rs3,800.

2. Stage II (FY2009-12): Competition picks up. Concor’s market share declines to
20% of traffic originating from ports (currently 30% with roads accounting for
the rest), and EBIT/TEU declines to Rs3,000 levels.

3. Stage III (FY2012-17): Concor grows in line with NMDP projections, as rising
trade and infrastructure investments enlarge the pie, increasing growth prospects
for all (Exhibit 5).
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Exhibit 5: Concor's DCF valuation results in a value of Rs2,350/share
Discounted cash flow model for Container Corporation, March fiscal year ends 2006-17E (Rs mn)

(Rs mn) 2006 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E 2017E
Total container port volumes (TEUs) 4,956,106     5,901,456     7,273,841     8,698,465     10,135,551   12,036,345   13,252,219   15,372,574   17,832,186   20,685,335   23,994,989   27,834,187   

% growth 12.1             19.1             23.3             19.6             16.5             18.8             10.1             16.0             16.0             16.0             16.0             16.0             
Concor's mkt share (%) 31.4              31.7              30.8              27.0              25.0              23.0              20.0              20.0              20.0              20.0              20.0              20.0              

Concor's volumes (Exim, TEUs) 1,556,714     1,868,057     2,241,668     2,348,585     2,533,888     2,768,359     2,650,444     3,074,515     3,566,437     4,137,067     4,798,998     5,566,837     
Concor's volumes (domestic, TEUs) 373,848        411,233        452,356        520,209        587,837        658,377        724,215        796,636        876,300        963,930        1,060,323     1,166,355     

% growth 6.4               10.0             10.0             15.0             13.0             12.0             10.0             10.0             10.0             10.0             10.0             10.0             
Total volumes of Concor (TEUs) 1,930,562     2,279,290     2,694,024     2,868,795     3,121,724     3,426,736     3,374,659     3,871,151     4,442,737     5,100,997     5,859,321     6,733,193     
EBIT per TEU (Rs) 3,482            3,838            3,833            3,786            3,407            3,066            3,066            3,066            3,066            3,066            3,066            3,066            
% growth 7.1               10.2             (0.1)              (10.0)            (10.0)            (10.0)            — — — — — —
EBIT (excl finl income) 6,723            8,748            10,325          10,860          10,636          10,508          10,348          11,871          13,623          15,642          17,967          20,647          
Effective tax rate 21.9              20.7              18.4              33.0              34.0              34.0              34.0              34.0              34.0              34.0              34.0              34.0              
EBIT*(1-tax rate) 5,253            6,936            8,423            7,276            7,020            6,935            6,830            7,835            8,991            10,324          11,858          13,627          

Depreciation / Amortisation 833               1,027            1,208            1,050            1,150            1,150            1,200            1,200            1,300            1,350            1,350            1,350            
Change in Working Capital (824)              (768)              (169)              (168)              (84)                (114)              (51)                (228)              (263)              (303)              (349)              (402)              
Capital Expenditure (3,105)           (3,543)           (4,260)           (4,205)           (2,102)           (2,845)           (1,278)           (2,000)           (2,000)           (2,000)           (2,000)           (2,000)           
Free Cash Flows 2,157            3,652            5,201            3,953            5,984            5,127            6,701            6,806            8,028            9,371            10,860          12,575          

Growth (%) 3,538.5        69.3             42.4             (24.0)            51.4             (14.3)            30.7             1.6               18.0             16.7             15.9             15.8             
Years discounted — — 1                   2                   3                   4                   5                   6                   7                   8                   9                   
Discount factor 1.0                1.0                0.9                0.8                0.7                0.6                0.6                0.5                0.5                0.4                0.4                
Discounted cash flow 3,652            5,201            3,546            4,813            3,698            4,336            3,949            4,178            4,374            4,546            4,721            

Major Assumptions

WACC (%) 11.5              Terminal FCF multiple 19.3              
Growth to perpetuity (%) 6.0                Terminal EV/EBIDTA multiple 10.4              

Target price calculation
Sum of  free cash flow 42,293          
Terminal value 95,707          4% 4.5% 5.0% 5.5%
Enterprise value 138,000        11.5% 1,970            2,048            2,137            2,240            
Net debt (15,582)         12.0% 1,857            1,922            1,996            2,082            

Net present value-equity 153,583        13.0% 1,669            1,716            1,770            1,831            
Shares o/s 65                 13.5% 1,590            1,631            1,677            1,729            
NPV /share(Rs) 2,363            

III: Trade growth, infra investments-led growth phase, easing of 
pricing pressures

Sensitivity of Stock price to growth and WACC assumptions
Growth

I: Strong near term growth, no 
competition II: Competitive pressures on market share, pricing

WACC

Source: Kotak Institutional Equities estimates.



Transportation / Logistics India

8 Kotak Institutional Equities Research

Gateway Distriparks: SOTP, and DCF for individual businesses

We value GDPL on an SOTP basis, using DCF to value individual businesses. We use
the following assumptions to value its JN Port CFS, which accounts for 72% of the
company’s SOTP value:

a) 10% CAGR in JN Port’s volumes through 2012, with GDPL maintaining its 6.5-
7% share of JN Port’s volumes handled.

b) GDPL’s rail freight business makes an insignificant contribution to its SOTP
value, due to negative FCF in its first few years (Exhibit 6).

Exhibit 6: JN Port CFS is the biggest contributor to GDPL's valuation
Sum of the parts valuation of Gateway Distriparks (Rs mn)

Rs mn Implied EV/EBIDTA (X)
JNP CFS 9,572 12.2
Garhi ICD 165 5.1
Chennai CFS 948 13.4

Vizag CFS 292 23.6
Faridabad ICD 329 102.3
Kochi CFS (51)
Rail freight business 1,523
      MOU with Concor 198 3.8
      Running own container trains 1,325
Total EV 12,778 13.3
Less: net debt (3,114)
Market capitalisation 15,892
No. of shares outstanding (mn) 92.2
Per share (Rs) 172.4

Note: Each operating asset has been valued using DCF methodology, at fiscal year end 2008.

Source: Kotak Institutional Equities estimates.
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Investment wave: Rail, port-based logistics players ride high

Strong trade growth and a favorable investment environment are likely to benefit
rail and port-based logistics companies. Within the logistics chain we believe
container transportation by rail is the most attractive growth area.

NMDP: Rs600 bn investment, 18% CAGR in container traffic, through FY2014E

The Shipping Ministry’s National Maritime Development Program (NMDP) could
catalyze investments in port development, shipping and inland waterways. Of the total
outlay of Rs1,000 bn (through FY2014), Rs600 bn is earmarked for port development,
with about 65% targeted at private participation. The basis for NMDP’s investment
outlay is the strong trade and exim traffic outlook, particularly with regard to container
traffic. Container volumes at ports are projected to grow 5X by 2013-14, registering the
highest CAGR of 18.3% in TEU terms (17.3% in mn tonnes terms) amongst major cargo
categories. Thus, container handling at ports could rise from 3.9 mn TEUs (FY2004) to
20.95 mn TEUs in FY2014 (Exhibit 7-8).

Exhibit 7: NMDP envisages Rs600 bn investment in India's maritime sector by FY2014
Details of investments and funding pattern for NMDP (Rs bn)

Project head Total outlay
Budgetary 

support
Internal 

resources
Private 

investment Others
Construction of ports & terminals 318               18                  23                  277                 —

Deepening of channels 52                 48                  1                    3                    —
Port connectivity 131               13                  6                    66                  46                 
Procurement/replacement of equipment 21                 3                    11                  8                    —
Other works 82                 33                  10                  39                  —

Total 603               114                 51                  392                 46                 

Sources of funds

Private investments the 
key driver for port 
development and 

connectivity

Source: National Maritime Development Program document.

Exhibit 8: Expect container traffic to record highest CAGR of 18.3% amongst all cargo
categories; volumes grow 5X by FY2013-14
Projected traffic for major commodities through FY2013-14
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FY2003-04 FY2013-14
CAGR 4.7%

CAGR 18.3%

CAGR 6.3% CAGR 8.9%
CAGR 4.8%

Note: In tonnage terms, container traffic CAGR growth works out to 17.3%

Source: National Maritime Development Program document.
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We estimate container port capacities to double through 2010

Private investments and private-public partnerships are catalyzing the rise in container
port capacities. While JN Port would remain the largest in capacity terms, we expect new
emerging container ports like Kandla, Pipavav and Mundra to grow the fastest.
(Exhibits 9-10).

Exhibit 9: Container handling capacity could go up to about 10 mn TEUs by FY2010
Container handling at Indian ports, March fiscal year-ends 2002-10E (TEUs)

2002 2003 2004 2005 2006 2007E 2008E 2009E 2010E
JNPT/NSICT
JNP 629,749 728,412 1,038,434 1,119,445 1,119,445 1,119,445 1,119,445 1,119,445 1,119,445
NSICT 943,928 1,201,119 1,230,555 1,230,555 1,230,555 1,230,555 1,230,555 1,230,555 1,230,555
Maersk-Concor — — — — 100,000 500,000 1,000,000 1,100,000 1,210,000
Fourth terminal — — — — — — — 500,000 1,000,000
Total handling 1,573,677 1,929,531 2,268,989 2,350,000 2,450,000 2,850,000 3,350,000 3,950,000 4,560,000
Mumbai
Mumbai 254,309 213,109 196,500 220,000 160,000 200,000 200,000 200,000 200,000
Offshore terminal — — — — — — — — 200,000
Total handling 254,309 213,109 196,500 220,000 160,000 200,000 200,000 200,000 400,000
Chennai
P&O Ports terminal 344,528 424,665 539,265 620,000 735,000 850,000 850,000 850,000 850,000
Second terminal — — — — — — 100,000 200,000 300,000
Total handling 344,528 424,665 539,265 620,000 735,000 850,000 950,000 1,050,000 1,150,000
Kolkata
Kolkata 97,985 105,885 121,836 160,000 203,000 203,000 203,000 203,000 203,000
Haldia 93,010 117,138 135,770 130,000 110,000 135,770 135,770 135,770 135,770
Total handling 190,995 223,023 257,606 290,000 313,000 338,770 338,770 338,770 338,770
Cochin
RGCT 151,829 159,420 169,965 185,000 203,500 223,850 246,235 270,859 297,944
Total handling 151,829 159,420 169,965 185,000 203,500 223,850 246,235 270,859 297,944
Tuticorin
PSA-Sical terminal 213,509 212,925 253,880 310,000 321,000 400,000 450,000 450,000 450,000
Second terminal — — — — — — 100,000 200,000 300,000
Total handling 213,509 212,925 253,880 310,000 321,000 400,000 550,000 650,000 750,000
Kandla
Total handling 157,000 157,000 170,035 180,000 148,000 180,000 250,000 400,000 450,000
Vizag
Total handling — — 20,408 45,517 47,000 90,000 120,000 120,000 120,000
Pipavav
Total handling — — 19,000 120,000 300,000 450,000 550,000 800,000 1,050,000
Mundhra
Total handling — — 50,737 100,000 200,000 400,000 800,000 1,000,000 1,100,000
Total exim container trade 2,885,847 3,319,673 3,946,385 4,420,517 4,877,500 5,982,620 7,355,005 8,779,629 10,216,715

Source: Port websites, Kotak Institutional Equities estimates.
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Exhibit 10:  Container port capacity has grown with investments by private sector and
public-private partnerships
Involvement of private operators in container terminals at various ports

JNPT
    1st terminal J N Port
    2nd terminal P&O Ports
    3rd terminal Maersk-Concor

    4th terminal Under process of award on BOT basis to private operators
Mumbai
    Offshore terminal Under process of award on BOT basis to private operators
Chennai

     1st terminal P&O Ports
     2nd terminal May be awarded on a BOT basis to PSA-SICAL
Tuticorin PSA-SICAL combine
Kandla ABG Heavy Industries and PSA

Vizag J M Baxi and Dubai Ports
Mundra P&O Ports
Pipapav Gujarat Pipapav Port Ltd. (APM terminals is the largest shareholder)
Cochin India Gateway Terminal, a Dubai Ports group company

Vallarpadam Dubai Ports - Concor JV

Note: Dubai ports has acquired P&O Ports globally but the acquisition has not attained security clearance in India.

Source: Newsflows, Port websites, Kotak Institutional equities estimates.

Railways: Infrastructure investments gaining momentum

Improvement in rail finances releases funds for investment

The financial position of Indian Railways has improved significantly over the past few
years with operating surplus increasing to 16% in FY2006 from 0.6% in FY2001
(Exhibit 11). This translates into an operating surplus of about Rs90 bn, which is
available for building infrastructure. YTD traffic statistics on railways suggest further
improvements in performance, while newspaper reports point to an operating surplus of
about Rs200 bn for FY2007.

Exhibit 11: Profitability of Indian Railways has improved tremendously
Operating revenues and margins of Indian Railways, March fiscal year-ends 2000-2007E
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Dedicated Rail Freight Corridor can improve speed and efficiency

The government has proposed the Dedicated Rail Freight Corridor (DRFC) project in
order to upgrade cargo transportation capacity along the congested golden quadrangle
(Mumbai-Delhi-Kolkata-Chennai). India’s Prime Minister has recently laid the
foundation stone for this project. However, funds for the project are yet to be procured
and media reports suggest the government is considering Japanese funding. The total cost
of the project is estimated at Rs600 bn. In the first phase, the government proposes to link
Mumbai and Kolkata with the northern hinterland and upgrade feeder routes at an
investment of Rs220 bn (Exhibit 12).

Exhibit 12:  Freight corridor project could double cargo handling capacity on the 'golden quadrilateral' route
Rail freight corridor - investment estimates

Cost (Rs bn) Funding pattern Comments

Mumbai-Delhi 120

Delhi-Kolkata 100
Mumbai-Chennai
Kolkata-Chennai

Delhi-Chennai

Total 600

Funding not decided yet Model for public private partnership is being decided

380 Not tied up

Source: Newsreports, Kotak Institutional Equities estimates.

The DRFC project has several benefits which we discuss below.

a) Cargo trains would cease to jostle for space with passenger trains.
Rail remains the preferred mode of transportation for the Indian public,
accounting for 80% of total passenger traffic. Indian Railways has traditionally
been an expedient political tool used by politicians to earn public favor.
Regardless of profitability and infrastructure support, the railways regularly see
increases in passenger train frequencies and launches of new railroads.
Consequently, the Indian railway network is heavily congested and cargo trains
invariably get second priority to passenger trains. Cargo transportation in India
by railways is therefore not as efficient as it should be, and does not capture its
optimum traffic potential. For instance, Concor had recently proposed an auto
carrier project, targeting transportation of automobiles and auto components
through railways (currently entirely transported by road). However, news reports
suggest this project had to be shelved due to lack of rail infrastructure. The
DRFC could change this situation.
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Exhibit 13:  Rail infrastructure lags the rise in traffic, resulting in severe congestion
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b) Speed of cargo trains would improve considerably. Cargo trains in India are
slower than they should be due to (a) the presence of numerous railway stations
for passengers, cargo trains are forced to slacken their speed at these points and
(b) second priority given to cargo trains compared to passenger trains in the
event of traffic congestion. A DRFC would enable cargo trains to run at speeds
of 100km/hour without any difficulty.

c) New system could be easily configured for greater efficiency. The new rail
transportation system can be designed for (a) double stack container movement
and (b) high axle loads, which would improve the speed and efficiency of the
system.

d) Railways could regain long-haul market share from roads. India’s road
infrastructure has seen considerable improvement with large investments going
into the National Highway Development Project (NHDP). We believe roads
have gained around 15% market share from railways for long haul traffic post
the Golden Quadrilateral Phase of the NHDP, even though rail is 30-40%
cheaper than road in the long-distance segments. An improvement in rail
infrastructure could see railways regaining some of this market share.

National Rail Vikas Yojana enhances rail-based port connectivity

National Rail Vikas Yojana, an ongoing project since 2002, aims to debottleneck critical
segments in order to boost overall cargo throughput. NRVY uses the private-public
partnership (PPP) model for improving rail infrastructure. Amongst other projects, it
envisages the strengthening of rail connectivity to ports and development of multimodal
corridors to the hinterland, at a cost of Rs30 bn. Some recently completed projects (such
as the Mehsana-Viramgam gauge conversion, Palanpur-Gandhidham gauge conversion
and the Surendranagar-Pipavav rail project, all in Gujarat) have enhanced the
connectivity of ports in Gujarat to the northern hinterland (Exhibits 13-14).
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Exhibit 14:  National Rail Vikas Yojana (NRVY) to boost port connectivity
Details of investments planned as part of National Rail Vikas Yojana

Invesment components Cost (Rs bn)

Strengthening of golden quadilateral 80
Rail connectivity to ports and development of multimodal corridors to hinterland 30

Four mega bridges 35
Accelerated completion of last mile projects 8

Source: NRVY document, Kotak Institutional Equities estimates.

Double-stack container movement to lower cost and congestion

Double-stack container train movement is likely to lower transportation costs and
decongest ports as well. A beginning has been made between the ports of Mundra,
Pipapav and Jaipur and key benefits of this move are (a) lower cost of container-based
transportation, (b) greater attractiveness of Mundra and Pipavav as container ports and
consequently, (c) lower congestion at JN Port. In fact, Concor has started moving
containers from the JN port to the Pipavav port in Gujarat using smaller vessels along the
coast, then proceeding to evacuate from Pipapav to Jaipur using double-stack containers.

Rail-based container transport: Biggest beneficiary of investment-led logistics boom

Smallest sub-segment, but the most profitable and fastest growing

We estimate the total Indian rail and road transportation pie at Rs778 bn (Exhibit 15). Of
this, general cargo accounts for 90%, while container cargo accounts for the rest. Within
the container transportation segment, road accounts for 68%, and rail transportation of
containers accounts for 32%, a miniscule 3% of the total transportation pie.

Exhibit 15:  Container logistics account for 9.7% of the total transportation pie
Approximate market size of India's rail and road transportation sector, FY2006 (Rs bn)

Containers General Total

Rail logistics 24 365 389

Road logistics 51 338 389
Total 75 703 778

Source: Kotak Institutional Equities estimates.

Although the smallest, rail-based container transportation is the most attractive of
rail/road transportation segments for three reasons (a) it is the fastest growing segment,
(b) it is he most profitable and (c) it was exclusive to Concor till recently, but is now
open to competition. Note that general cargo movement on railways remains restricted to
Indian Railways (Exhibit 16).
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Exhibit 16:  Rail-based container logistics, including handling, account for 60% of the value chain
Break up of container logistics value chain in India

Rail-linked ICD

Container port CFS Customer premises

ICD

RoadRoad

Road

Road

Rail

% of value chain: 20-25%
Margins: 25-30%

Players eg: Concor

% of value chain: 5-8%
Margins: 50-55%

Players eg: GDPL, Allcargo

% of value chain: 65-70%
Margins: 5-15%

Players eg: unorganised truckers, 
Patel Roadways, GATI

Source: Kotak Institutional Equities estimates.

We believe the segment can grow 5X by FY2015

The National Maritime Development Program expects (a) container traffic to grow at a
CAGR of 18.3% during FY2006-14 and (b) total containers handled at all ports to
increase to about 21 mn TEUs from 4.6 mn TEUs in FY2006. On the other hand, NMDP
projects general cargo growth at 5.7%. Based on this, we estimate that rail-based
container transportation could shape up into a Rs130-bn opportunity by FY2013-14. In
this period, if the market share of rail-based container transportation (currently 30-35%)
gleans more from the road segment, the potential opportunity size could be even larger
(Exhibit 17).
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Exhibit 17:  Rail-based container transportation business could be worth about Rs129 bn by FY2014
Details of calculation of opportunity size for rail-based container transportation business

Container traffic at Indian ports in FY2006 (mn TEUs) 4.6
Expected CAGR during FY2006-14 (%) 18.3

          EXIM, i.e. originating from ports Container traffic at Indian ports in FY2014 (mn TEUs) 17.7
Traffic handled by rail (%) 35.0
Traffic handled by rail (mn TEUs) 6.2
Current realisation per TEU (Rs) 12,245

Potential opportunity size in FY2014 assuming 5% 
CAGR in realisation (Rs bn) 112.0

Domestic container rail traffic in FY2006 (mn TEUs) 0.4
Expected CAGR during FY2006-14 (%) 10.0
Domestic container rail traffic in FY2014 (mn TEUs) 0.8

           Domestic, i.e. inland movement Current realisation per TEU (Rs) 14,094

Potential opportunity size in FY2013-14 assuming 5% 
CAGR in realisation (Rs bn) 16.7

Container 
Transportation

Source: Kotak Institutional Equities estimates.

Container handling: Potential size of Rs62 bn by 2014. Handling of containers is
incidental to the transportation business but could operate as a standalone business as
well (e.g., Gateway Distriparks). We estimate that the current market size of container
handling at CFSs/ICDs (including ground rent) is Rs12.5 bn. Ground rent contributes
about Rs3.5 bn to this pie while container handling (including services such as
stuffing/destuffing, repairs and short haul movement) contributes the rest. We estimate
the pie size will likely grow to Rs62 bn by FY2013-14, based on 5% CAGR in container
handling revenues per TEU and 17.5% blended (exim 1 and domestic) growth in total
container movement (Exhibit 18).

Exhibit 18:  Container handling could be worth about Rs62 bn by FY2013-14
Estimation of total container handling business in FY2013-14 (Rs mn)

Current revenues (Rs bn) 4 9 13

CAGR in revenues per TEU (%) — 5

CAGR in no. of containers handled (%) 18 18

Projected revenues in FY2014 (Rs bn) 13 49 62

Ground rent Handling Total

Source: Kotak Institutional Equities estimates.

                                                                

1 Exim: Export-Import cargo destined for overseas locations
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Most profitable of all segments

Concor’s strong financial numbers make the sector attractive to new players. Concor
earns 30% operating margins, 45% RoE and RoCE, and has a net cash equivalent of
Rs6.1 bn. Amongst global rail-based freight operators, Concor enjoys the highest RoE
due to its unique combination of healthy margins and low asset intensity. Unlike its
global peers, Concor does not have to invest in common rail infrastructure and its
investments are confined to wagons, CFSs and rail-linked ICDs. Transportation of
containers on rail definitely seems to be more attractive than that on road, this is obvious
when we compare Concor with pure trucking companies like Transport Corp and Patel
Roadways—a comparison that suggests Concor’s margins and returns are far superior
(Exhibit 19).

Exhibit 19:  Concor's high EBITDA margin and asset turnover compared to global peers underpin its attractive RoEs
Comparison of Container Corporation versus other international rail road operators and domestic road transport companies

FY2005 FY2006 FY2005 FY2006 FY2005 FY2006 CY2004 CY2005 CY2004 CY2005
Revenues (Rs bn)  19.9   24.3  1.2 1.3 7.4 8.7  8.0 8.6 7.3 8.5

EBITDA Margin (%) 31.5 28.7 3.1 7.9 4.7 5.5 13.3 18.0 23.3 24.8
PAT (Rs bn) 4.29 5.24 — 0.1 1.1 1.6 0.3 1.15 0.9 1.3
Return on Equity (%) 27.9 27.6 17.2 — — — 5.0 14.4 11.6 13.8
Fixed asset turnover ratio (X) 1.3 1.4 9.5 — — — 0.3 0.3 0.3 0.3

Norfolk Southern Corp.Container Corporation Patel Roadways Transport Corporation CSX Corp.

Note: Revenues and PAT for CSX Corp. and Norffolk Southern Corp. are denominated in US$bn.

Source: Company data, Kotak Institutional Equities estimates.

Rush for container train licenses: Bees to honey

We are not surprised that fourteen private operators have applied for licenses to run
container trains (Exhibit 20) when the sector opened up to private competition in January
2006. Applicants for licenses include CFS operators (GDPL and Hind Terminals), port
operators (Mundra International Container terminal) and container-shipping lines
(Mediterranean Shipping Company).
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Exhibit 20:  Opening up of container train operations sector has attracted widespread interest
List of applicants for licenses to run container trains

Name of the company Business description Type of license applied 
Container Corporation of India Running container trains All India (Category I)
Mundra Intl. Container Terminal (P&O Ports) Port operator All India (Category I)
Gateway Distriparks Pvt. Ltd. CFS & logistics All India (Category I)

South India Corporation (Agencies) Ltd. Logistics, particularly bulk segment All India (Category I)
Mediterranean Shipping Company Global container shipping line All India (Category I)
Reliance Industries Oil & gas, telecom All India (Category I)
Adani Logistics Logistics and trading All India (Category I)
Hind Terminals Container freight station All India (Category I)

Central Warehousing Corporation of India Warehousing services All India (Category I)
Indian Infrastructure & Logistics All India (Category I)
Dinesh Emirates ETA All India (Category I)
Delhi-Assam Roadway Corporation Road based transport Restricted 
Bothra Shipping Shipping related services Restricted 

JM Baxi & Co. Maritime logistics provider Restricted (likely centered around Vizag Port)

Pipapav Rail Corporation Ltd
Owns & operates railway track between 
Pipapav and Surendranagar

Restricted (likely centered around Pipavav Port)

Source: Media reports, Company data, Kotak Institutional Equities.

New entrants would have a level playing field with Concor

Indian Railways had announced the opening up of container transportation to the private
sector on a level footing with Concor in January 2006. Key features of the system are:

a) Rs500 mn registration fees for the arterial Mumbai- Delhi route (which
automatically entitles the operator to other routes connecting the port and
hinterland)

b) Rs100 mn for each of the other routes (Exhibit 21)

c) Minimum networth / revenue criterion of Rs1 bn

d) No limit on number of trains

e) Market determined end-user pricing

f) First-come first-served basis of dispatch of container trains

g) Compulsory ownership or access to rail-linked ICD

h) Operator must procure own rolling stock (wagons)

i) Registration valid for 20 years
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Exhibit 21:  License for exim traffic between J N Port and northern hinterland is the most important
Registration fee structure on various routes

Exim rights Domestic rights Bonus Reg fees (Rs mn)

Cat I
All-India 
license

JN Port / Mumbai Port to National capital 
region and beyond

All domestic traffic between these 
routes

Any other port to any 
other destination

500

Cat II
JN Port / Mumbai Port to any route other 
than NCR

All domestic traffic other than Cat I 100

Cat III
Pipavav, Mundra, Chennai / Ennore, 
Vizag and Kochi - hinterland

All domestic traffic other than Cat I 100

Cat IV
Kandla, New Magalore, Tuticorin, Haldia 
/ Kolkata, Paradip and Mormugao to 
hinterland

All domestic traffic other than Cat I 100

Source: Rail Ministry Policy document.

Network ownership and haulage services not open to private players

The role of Concor and potential new entrants would remain confined to ‘operating’ the
container trains, i.e., loading and unloading containers onto the wagons, offering space on
the wagons to carry containers and handling containers at the terminals. Indian Railways
continues to be the sole owner of the rail network (barring a few small pockets of private
railways) and the sole haulage service provider. The model of privatization followed in
India is therefore different from those in USA and Japan, where freight railroad
companies own the rail networks as well.

Riding pillion on the same themes: Equipment suppliers, construction companies

Railway operators like Concor are obvious beneficiaries of rising rail and port traffic, but
we would also underscore potential opportunities for a number of sub-segments. We
identify some of these that could benefit from the current wave of investments and
companies in those spaces:

a) Supply of equipment: Texmaco ( manufactures container wagons and could see
orders from new entrants in the space)

b) Construction and dredging: Dredging Corporation

c) CFS owners and ancillary services: Allcargo

d) Coastal logistics: Shreyas Shipping
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Exhibit 22:  Investment momentum in rail and port fuels growth across several segments

Container Corp SICAL

ABG Heavy Industries

Larsen & Toubro Dredging Corp

Gammon India

ABG Heavy Industries

Container Corp Gateway Distriparks

Allcargo Global Logistics

Coastal logistics Shreyas Shipping

Container Corp Gateway Distriparks

SICAL

Siemens BEML

BHEL Alstom

Texmaco

Kernex Microsystems

Under Kotak coverage

Railways
Equipment / 

construction cos

Operators

Small
(<USD1 bn mkt cap)

Large
(>=USD1 bn mkt cap)

Owners

Ports

CFS owners & ancillary 
services

Equipment suppliers

Construction & dredging

Source: Kotak Institutional Equities estimates.
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Container transportation and handling: Concor miles ahead

High sector growth and profitability of the incumbent possibly belie the difficulties
new entrants will typically face. Scale and vertical integration in the logistics chain
are key success factors in the long run though in the near term, wagon availability
bottlenecks and differences of opinion with Indian Railways could trip new players.
Signs of co-operation amongst players and reluctance to play the price war are
positive portents for the industry.

It would take US$1.5 bn to create another Concor

Concor has built formidable infrastructure in terms of (a) a presence across the country
with 60 of its own ICDs/CFSs and (b) a base of 8,000 wagons. By FY2008, Concor has
targeted 70 ICDs / CFSs and 10,000 wagons. We estimate the replacement value of
Concor’s asset base at Rs69 bn. Concor’s annual capex plan exceeds the total capex
program of each of the new entrants over three years. These new entrants need to build
rail-linked ICDs and procure wagons for running their own container trains.

Exhibit 23:  Concor's infrastructure, capex plans dwarf those of new entrants
Comparison of Concor's existing infrastructure (year-end FY2006) with plans of new entrants

Container wagons (Nos) 7,762 10,000 450 540 N.A.

Containers (Nos) 11,745 N.A. N.A. N.A. N.A

ICD/CFS (Nos) 60 70 6-9 N.A. N.A

Investment each year (Rs bn) 5.0 5.0 1.5 0.5 1.0

Existing 
infrastructure

Concor

Planned infrastructure over next three years

Concor
Gateway 

Distriparks 
Boxtrans 
Logistics Sical Logistics

Source: Company data, News reports, Kotak Institutional Equities.

Key success factors: Relationships, scale, vertical integration in the logistics chain

Key success factors in the rail-based container transportation business are (a) asset base
of rail-linked ICDs and CFSs at key locations, and wagons for transporting the
containers, (b) customer base of large shipping lines and third-party logistics service
providers and (c) ability to provide multimodal services.

Scale. A new entrant would have to acquire suitable land along railway tracks for ICDs,
and close to ports for CFSs. Indian Railways’ approvals would be required to build
railway siding. The recent spurt in land prices, coupled with successful equity issuances
by CFS-owners (GDPL, Allcargo) has probably raised price expectations for such land,
further queering the pitch for new entrants.

Customer base. Large liner companies (e.g., Maersk, Mediterranean Shipping) comprise
the bulk of the customer base for rail-based container transportation. Luring such
customers away from existing service providers may not be easy. Shipping lines would
closely compare infrastructure offered by new and veteran operators and would typically
tend to limit the number of service providers.
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Vertical integration in the logistics chain. A multimodal service provider who can
provide seamless access to ports, rail and roads has an edge over a standalone operator, in
our view. For instance, Concor can provide rail linkages across its various ICDs, has CFS
facilities close to ports and also holds a minority stake in a key container port terminal at
JNPT.

Analysis of four new players: Success hinges on scalability

Mundra International Container Terminal: Container Port operator in Mundra,
Gujarat. It has existing relationships with shipping lines that call at the port and could
potentially attract captive cargo coming to port. Although it owns a container port, it does
not have rail-linked ICD / CFS yet. It may gain market share for container cargo moving
through Mundra Port once rail linkages are in place. Scalability, however, is an issue.

Boxtrans Logistics, part of the JM Baxi group (a logistics major), operates a
container terminal at Vizag. It has existing relationships with shipping lines that call at
the port (e.g., Pacific International, Shipping Corporation) and could potentially attract
captive cargo coming to port. The Baxi group provides port-related services at Mumbai
as well. However, growth depends on rising traffic at Vizag.

Gateway Distriparks operates ICDs/CFSs at JN Port, Garhi (near Delhi), Chennai and
Vizag. It has relationships with shipping lines that avail services of its CFS at Mumbai.
Its rail-linked ICD at Garhi and CFS at Mumbai provide vital linkage at both ends. The
company has flagged off its rail freight business by piggy-backing on Concor.

Sical Logistics operates a container terminal at Tuticorin in the southern state of
Tamil Nadu (along with PSA) and an ICD at Noida (near Delhi). It is also the lowest
bidder for Chennai’s second container terminal. It has relationships with shipping lines
that call at the port. Container cargo at this port (and potentially Chennai) could form
captive business. Southern ports generally lend themselves to short-haul cargo movement
by road, hence scalability would be an issue.

Path to profitability may be protracted for newcomers

Load factor is critical in determining profitability

Our IRR model suggests that new entrants would find it difficult to generate cash in the
first few years. Capacity utilization would be critical in determining an operator’s
profitability. In our view, a minimum sustainable load factor of 90% is necessary for
EBIDTA margins of 30%.

Near-term issues: Differences on Model Concession Agreement, wagon availability

Indian Railways-private player agreement (MCA): Miles to go

The Model Concession Agreement (MCA) sets out the framework for railway operators
and Indian Railways. Under this, the latter would continue to own the rail network and
haul containers on behalf of the operators. Contentious issues in the MCA include:
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a) Frequent changes in haulage charges by Indian Railways for container train
operators – the latter contend it should be once a year and announced along with
the rail budget, which would facilitate long-term planning. In the recent past,
Indian Railways has been increasing haulage rates 2-3 times a year.

b) Private operators are seeking guaranteed transit time by Indian Railways, and
penalties for delays to be paid by IR, which the latter does not agree to

c) Private operators are also asking for assistance from Indian Railways to private
operators for the construction of infrastructure like ICD and CFSs.

Other contentious issues remain

Since the policy was first announced in January 2006, several contentious points have
emerged that could delay the launch of private container trains. For instance,

a) IR has recently announced a policy change that bars the movement of some
categories of bulk cargo through containers. This change affects the business
plans of a few entrants and underlines the fluid nature of regulation

b) The Department of Industrial Policy and Promotion contends that railway
transport is among the eight sectors reserved for the public sector and giving
licenses to private players, whether domestic or foreign, requires an amendment
of the law and the policy. This is yet to be done.

Shortage of wagons could delay launch plans of private operators

The rush to procure wagons will likely test the delivery capabilities of major wagon
manufacturers in India – Indian Railways owned workshops, Texmaco and Jessop.
Concor and Indian Railways have placed large orders with Railway workshops and
Texmaco in anticipation of growing traffic. While wagon manufacturers do not
acknowledge capacity constraints, industry sources indicate a 12-15-month time lag for
the delivery of wagons. The key area of bottlenecks is wheel manufacturing (Exhibit 24).

Exhibit 24:  Insufficient manufacturing capacities of wheels, coaches and locomotives
Details of current demand, production capacity of locomotives, wheels and coaches (Nos)

Locomotives (Nos) 750               300                  270                             

Wheel (Nos) 240               200                  100                             

Coaches (Nos) 4,500            2,500               1,100                          

Current demand Production capacity
Manufacturing capacity planned 

in PPP mode

Source: News reports, Kotak Institutional Equities.
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Signs of co-operation amongst players auger well for the industry

Players agree to share infrastructure, optimize costs

Six prospective container train operators in the private sector—of the fourteen that
applied for licenses – have entered into MoUs with Concor in order to avoid duplication
of infrastructure and resources and optimize cost (see Exhibit 25). In our view, this also
indicates the willingness of players to avoid price wars of both kinds – end-user pricing
and the race to acquire assets such as land (for building railway sidings) and wagons.
Private operators have entered into two kinds of MOUs with Concor.

1. Enabling private operators to access Concor's terminals in different
locations and start operations as soon as they procure wagons. For example,
Boxtrans Logistics has placed an order for twelve rakes with Texmaco and
has signed an MoU with Concor to access its terminals. Boxtrans intends to
start running trains between Visakhapatnam port and the Northern region.

2. Enabling private operators to obtain rail linkages through Concor, and
thus optimize the use of rail-linked ICDs that the operator may already own.
For example, Gateway Distriparks has entered into a deal with Concor to
transport its containers from its rail-linked ICD at Garhi Harsaru to the
western ports of JNPT, Mundra and Pipavav.

Exhibit 25:  Infrastructure-sharing agreements between new entrants and Concor bode well
New entrants in rail-based container transportation that have entered into agreements with Concor

New entrant Business area License category

Central Warehousing Corporation Warehousing services All India (Category I)

Boxtrans (JM Baxi & Co. & United Liner Agencies) Maritime logistics provider Restricted (likely centered around Vizag Port)

Mundra International Container Terminal Pvt. Ltd. Port operator All India (Category I)

Pipapav Rail Corporation Ltd.
Owns & operates railway track between 
Pipapav and Surendranagar

Restricted (likely centered around Pipavav Port)

Hind Terminals Pvt. Ltd. Container freight station All India (Category I)

India Infrastructure Logistics Pvt. Ltd. All India (Category I)

Source: Concor annual report 2005-06, Kotak Institutional Equities.

Container transportation sector unlikely to go the domestic aviation way

We are convinced that container transportation is unlikely to see the severe price wars
and sustained losses seen in the aviation sector. This despite the obvious similarities
between the domestic aviation sector a few years ago and the container transportation
sector at this point.

Similarities: (a) Rush of new entrants (who are not obliged to invest in common
infrastructure) and (b) tardy pace of common infrastructure improvement by the
monopoly in-charge (AAI in the case of airports, Indian Railways in the case of
railways).
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Differences: (a) Newcomers in the rail transportation space are not as well funded as
new airlines and have relatively modest capex plans, (b) container transportation is not as
glamorous a sector as aviation and may not attract the big houses to compete with
existing players, (c) an average air traveler can be easily lured into switching loyalties
through discounts and other schemes, while the bulk nature of container transportation
business makes switching service providers more complex, and (d) signs of co-operation
between container transportation  players to share infrastructure, as  above, is a healthy
sign as it could stave off the type of price wars that plague profitability in the domestic
aviation business.

Mumbai-Delhi route: Logical starting point but dominated by the incumbent

New players may begin with the Mumbai-Delhi route , which accounts for 60% of
India’s container movement. Unlike the aviation sector, the container transportation
industry does not have any ‘route dispersal’ norms, which mandate the operator to offer
its services to non-remunerative sectors. We believe this route is fairly profitable for
Concor as (a) it carries a good amount of traffic both ways and hence incidence of empty
backhauls is the lowest, and (b) the route accounts for 65% of India's container
movement, with a mean lead of 1,500 kms.

The route linking western gateway ports with North India is key to both domestic and
international trade movement in India (see Exhibit 26). Northern and western India are
the largest producers and consumers of goods in the country. North Indian states have
vibrant primary and secondary sectors. The states of Gujarat and Maharashtra act as the
main gateway ports for cargo movement to North India and are also major consumers of
goods produced by North Indian states.

Entry barriers would be (a) availability of land for constructing rail-linked ICD in the
northern hinterland, (b) strong Concor presence in the form of ICDs at Tughlakabad,
Dadri and Ludhiana which together capture a significant proportion of traffic,
(c) Concor already runs a large number of frequencies on the route and hence it is
convenient for its customers and (d) the Mumbai-Delhi rail infrastructure is congested
(although alternative routes are being opened up via Gujarat).
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Exhibit 26:  Delhi-Mumbai segment most profitable for Concor
Estimated profitability of Delhi-Mumbai route for Concor during FY2007

FY2007E

Exim TEUs handled at Mumbai port (mn TEUs) 3.4              

Total Exim TEUs handled by Concor (mn TEUs) 1.9              

Exim TEUs handled by rail between Delhi-Mumbai (mn TEUs) 1.0              

Realisation price (Rs/TEU) 19,900         

Revenues (Rs mn) 20,253         

Haulage and terminal charges as % of revenues (%) 63.0            

Haulage and terminal charges (Rs mn) 12,759         

Employee expenses as % of revenues 1.5              

Employee expenses (Rs mn) 304             

Repairs and maintenance as % of revenues 2.2              

Repairs and maintenance (Rs mn) 446             

Other SG&A as % of revenues 1.4              

Others SG&A (Rs mn) 284             

Total expenses (Rs mn) 13,792         

EBITDA (Rs mn) 6,461

EBITDA (% of revenues) 31.9            

Approximate no of wagons deployed on Delhi-Mumbai route 5,367          

Total no. of wagons operated by Concor 7,762          

% of wagons deployed on Delhi-Mumbai route 69.2            

Source: Kotak Institutional Equities estimates.
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Gateway Distriparks: Initiating coverage with In-line

Exhibit 27:  Forecasts and valuation

Year to Revenues EBIDTA PAT EPS EV/EBIDTA P/E
March (Rs mn) (Rs mn) (Rs mn) (Rs) (X) (X)
2004 592 274 191 3.0 58.3 57.4
2005 956 524 346 4.6 30.0 37.2
2006 1,386 837 723 7.8 15.1 21.9
2007E 1,792 867 840 9.1 14.8 18.8
2008E 2,182 962 918 10.0 12.7 17.2

Source: Company data, Kotak Institutional Equities estimates.

Gateway Distriparks appears fairly valued at current levels, with the proposed rail
logistics business contributing only marginally to its valuation. The company aims
to become a national-level logistics player through organic and inorganic
initiatives. However, the surge in asset prices and other near-term issues could
slow down this growth trajectory. Progress on growth initiatives, at the right
valuation, would make us more positive on the stock.

Valuing GDPL: SOTP attributes 72% of value to JNPT CFS

Our SOTP-based valuation of GDPL attributes 70% of its value to its flagship JN Port
CFS and 23% to cash on its balance sheet. The rail freight business contributes
Rs16/share to the SOTP valuation (Exhibits 28-29).

Exhibit 28:  JN Port CFS is the biggest contributor to GDPL's valuation, followed by cash
Sum-of-the-parts valuation of Gateway Distriparks (Rs mn)

Rs mn Implied EV/EBIDTA (X)
JNP CFS 9,572 12.2

Garhi ICD 165 5.1

Chennai CFS 948 13.4

Vizag CFS 292 23.6

Faridabad ICD 329 102.3

Kochi CFS (51)

Rail Freight business 1,523

      MOU with Concor 198 3.8

      Running own container trains 1,325

Total EV 12,778 13.3
Less: net debt (3,114)

Market capitalisation 15,892

No. of shares outstanding (Rs mn) 92.2

Per share (Rs) 141.5

Note: Each operating asset has been valued using DCF methodology, at fiscal year end 2008.

Source: Kotak Institutional Equities estimates.
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Exhibit 29:  We value JNP CFS at an enterprise value of Rs9.6 bn
DCF Valuation of JNP CFS business for Gateway Distriparks, March fiscal year ends 2004-10E

2004 2005 2006 2007 2008 2009 2010
TEUs handled (No.) 130,345 161,404 173,412 196,560 206,905 220,800 223,200
Revenues (Rs mn) 592 894 1,251 1,314 1,400 1,512 1,575
EBIDTA / TEU (Rs) 2,099 3,223 4,608 3,813 3,780 3,655 3,700
EBIDTA (Rs mn) 221 274 520 799 749 782 807
Depreciation / amortisation (Rs mn) (40) (43) (40) (38) (37) (35) (34)
EBIT / TEU (Rs) 1,394 1,430 2,771 3,871 3,445 3,382 3,463
EBIT (Rs mn) 182 231 481 761 713 747 773
Effective tax rate (%) 14 17 11 15 15 20 20
EBIT*(1-tax rate) 156 192 429 647 606 597 618
Change in working capital — — — — — — —
Capital expenditure (Rs mn) — (150) (70) (70) (70) (70) (70)
Free cash flow — 84 399 615 573 563 582
Years discounted — — 1 2
Discount factor 1.0 1.0 0.9 0.8
Discounted cash flow 615 573 507 473

WACC calculation Terminal value calculation Capital Structure
Risk-free rate (Rf) 7.0 Cash flow in terminal year 582 Gross debt —
Beta (B) 1.0 Growth (%) 5.0 Equity 100.0
Equity risk premium 5.0 Capitalisation rate (%) 6.0
Expected market return (Rm) 12.0 Terminal value (Rs mn) 9,706 EV calculation
Cost of equity (Ke) 12.3 Discount period (years) 2 FCF Sum 1,695
Cost of debt (Kd) (Post-tax) 8.0 Discount factor 0.8 Terminal value 7,878
WACC 11.0 Discounted value 7,878 Enterprise value 9,572

Assumptions
Depreciation rate (%) 3.7 3.7 3.7 3.7 3.7 3.7 3.7
Net block (Rs mn) 1,071 1,028 989 951 914 878 844
Gross block (Rs mn) 1,222 1,372 1,442 1,512 1,582 1,652 1,722
Working capital requirements (days of sales) — — — — — — —
Incremental sales (Rs mn) 302 358 62 86 112 62
Incremental working capital requirements (Rs mn) — — — — — —

Source: Company data, Kotak Instiutional Equities estimates.

If the company gets its act right, the stock could return 150% in five years

Although the stock looks fairly valued at current levels, we see the following upsides
from a 5-year perspective: (a) In a steady-state scenario, GDPL’s DCF value would be
around Rs270 by FY2010 (assuming WACC of 11%) and (b) good execution and smart
acquisitions could add another Rs120 to the stock value over the next five years. Thus,
the stock is a potential US$1 bn market cap candidate in five years, subject to progress on
two key aspects of its growth strategy.

a) Organic and inorganic growth initiatives. Moves on this front could add value
provided the price paid for acquisitions is right. GDPL’s appetite for growth
drivers remains high, but overpriced acquisitions are a key risk given the surge in
land prices and valuation expectations of other CFS owners.

From a valuation perspective, 25% of our GDPL target price (Rs40/share) stems
from cash in the balance sheet. If the company can add value from any potential
acquisition at 1X P/B, our target price for GDPL could see a 25% upward
revision.
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b) Ramp up of GDPL’s independent rail freight business, which is currently
piggy-backing on Concor’s rail operations.

GDPL’s rail freight business is currently making only a marginal contribution to its
SOTP value. However, if well executed, the business can potentially add value to the
extent of 3X the amount invested (Concor trades at 4X P/B). With gross capex of Rs2.5
bn through 2012, the business could be valued at Rs 7.5 bn and thus add 50% to our
target price for GDPL over the next five years (Exhibit 30).

Exhibit 30:  GDPL stock could return 150% in five years in a blue-sky scenario
Calculation of upside from smart acquisitions and good execution of rail freight business

Upside from smart acquisitions
Net cash in balance sheet (Rs / share) 40               
% of SOTP value 23               

Possible value accretion from good growth initiatives (x P/B) 1                 
Upside (Rs/share) 40               
Upside from excellent execution of rail freight business
Gross investments through FY2012 (Rs mn) 2,500          
Possible value accretion from good execution (x P/B) 3                 
Upside (Rs/share) 82               

Current DCF value 172             
Total blue-sky valuation upside over next 4-5 years 122             
Add: accretion to DCF value @ WACC of 11% 120
Potential blue-sky stock price in 5 years 414             

Source: Kotak Institutional Equities estimates.

Flagship CFS at JNPT: Growth drivers in place; competition could cramp pricing

JNPT CFS is the main profit contributor

Mumbai CFS is the main operating asset for Gateway Distriparks and contributed about
78% to the container throughput of GDL and 92% to the company’s total EBITDA in
1QFY07 (see Exhibit 31-32). This CFS’ prime location, coupled with its early mover
advantage, has made it highly profitable. We see two growth drivers (a) expansion of
JNPT and (b) efficiency improvements at the CFS. However, the key risk is mounting
margin pressures due to competition. The upcoming SEZ is a double-edged sword, in our
view, as it keeps competitors from acquiring suitable land even while it constrains
GDPL’s growth options.
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Exhibit 31:  Mumbai CFS contributed ~ 72% of GDPL's container throughput in 2QFY07
Contribution of various CFSs of GDPL to total business mix in terms of no of TEUs
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Source: Company data, Kotak Institutional Equities.

Exhibit 32:  Contribution of Mumbai CFS to GDL's EBITDA is higher at about 90%
Contribution of various CFSs of GDPL to total EBITDA of the company
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Source: Company data, Kotak Institutional Equities.

Prime location + early mover advantage = Highly profitable CFS. GDL’s operates one
of the largest CFSs at JN Port located about 9 km from the port. In 1QFY07, this CFS
had about 20.2% market share of JN Port container traffic using CFS services. GDL’s
CFS at Mumbai competes with other CFSs in the area operated by Concor, Punjab,
Maersk, Balmer & Lawrie and CWC. This CFS owes its success to its strategic location,
large shipping companies and 3PL service providers as clients, also good quality of
infrastructure within the CFS (paved container storage area, closed warehouse area) and
ability to provide total solutions (e.g., bonded warehousing facility). The CFS business is
characterized by high margins and high asset intensity. The key asset is land and facilities
within the CFS. The company earns high margins here as ground rent charges—akin to
rental income with no variable costs involved—dominate the revenue mix from this CFS
(Exhibits 33-35).
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Exhibit 33: GDPL operates one of the largest CFSs at J N Port
Details of existing CFSs at JN Port

CWC Kalamboli 90 48

CWC Dronagiri 195 90
MEARSK 70 90
CONWARE 108 72
Gateway Distripark 150 180

Concor DRT 62 72
Balmer Lawrie 90 75
CWC Distripark 125 60
Sea Bird MarineService 25 50

Trans India 70 40
United Liner Agencies 20 25
Maharashtra State Warehousing Corporation 29 36

610

Container Freight Station
Total area ('000s 

sq mtrs)
Estimated 

Capacity ('000s 

Total throughput capacity

Source: J N Port website, Kotak Institutional Equities.

Exhibit 34:  Details of operating statistics of GDPL's CFS at JNPT

2003 2004 2005 2006 2007E 2008E 2009E 2010E
Volumes (no of TEUs) 92,885 130,345 161,404 173,412 196,560 206,905 220,800 223,200
Revenues (Rs per TEU) 4,920 4,538 5,536 7,216 6,683 6,767 6,849 7,055
EBIDTA (Rs per TEU) 2,384 2,099 3,223 4,608 3,813 3,780 3,655 3,700
EBIDTA margin (%) 48.5 46.2 58.2 63.9 57.1 55.9 53.4 52.5
Revenues (Rs mn) 457 592 894 1,251 1,314 1,400 1,512 1,575
EBIDTA (Rs mn) 221 274 520 799 749 782 807 826

Source: Company data, Kotak Institutional Equities estimates.

JNPT expansion to feed CFS growth. The new (third) terminal at JN Port, Gateway
Terminals India Pvt. Ltd, is likely to augment the port’s container handling capacity to
5.6 mn TEUs, up from its current capacity of 4.4 mn TEUs, through FY2009 (see Exhibit
36). 1HFY07 traffic numbers already validate this - container volumes at JN Port have
risen 21% to 1.55 mn TEUs in 1HFY07.
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Exhibit 35:  Location map of GDL

Source: Company.
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Typically, 30% of traffic emanating from JNPT is destined for a locations within 350
kms of the port and would hence require to be handled at CFSs. This implies the pie for
all CFSs increases by 0.2 mn TEUs through FY2009 with this expansion.

Exhibit 36:  The third terminal will add ~0.4mn TEUs across CFSs in the JN Port area
Distribution of container handling business related to JN Port

Terminal 1 Terminal 2 Terminal 3 Total JNPT
1.4 mn TEUs 1.4 mn TEUs 1.3 mn TEUs 4.1 mn TEUs

By rail (30%) 0.42 0.42 0.39 1.23
By road (70%) 0.98 0.98 0.91 2.87
Long lead (>350 km) (40%) 0.56 0.56 0.52 1.64
Short lead (<350 km) handled at CFS (30%) 0.42 0.42 0.39 1.23

Containers handled by GDPL (mn TEUs) 0.2
Market share (%) 14.1

Source: Kotak Institutional Equities estimates.

Greater efficiency can get GDPL’s CFS more from port capacity growth. GDPL
appears to be operating close to peak utilization at 90%, but we believe greater efficiency
in evacuating containers could see volumes grow beyond the slated capacity. GDPL’s
current slated capacity is 2,16,000 TEUs at an average container dwell time of 10 days.
The following efficiency improvements are possible in our view: (a) lower dwell time of
nine days and (b) stacking containers to 4-high (currently 3-high). Consequently, our
base-case view is that GDPL would be able to steady its market share at 5% levels.

Exhibit 37:  GDPL should be able to steady its market share of JN Port traffic at 5%
levels
Total containers handled at J N Port and market share of GDPL in container handling at JN
Port, March fiscal year ends 2002-10E
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Source: Company data, Kotak Institutional Equities.
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Upcoming SEZ is a double-edged sword. Large tracts of land around JNPT have been
earmarked for SEZ development around JNPT area (Exhibit 35), are creating a dearth of
suitable land for new CFSs.

Several new entrants have applied for clearances to set up their own CFSs but we believe
most of them are being denied permission as their targeted areas are within the zone
earmarked for the SEZ. Although new CFSs could come up further away from the port,
the higher cost of transporting containers by truck to the CFS defeats the economics of
this movement (Exhibit 38).

The allocation of the SEZ area has also put paid to GDPL’s growth options. GDPL has
zeroed in on suitable land for expanding its CFS capacity and is waiting for approvals to
execute the purchase.

Exhibit 38:  Substantial new CFS capacity could come up if land is made available
Details of upcoming CFSs at JN Port

Companies planning new CFSs
Ameya CFS 113 48 
JWC Logistic Park (ICD) 34 55 
Priti Logistics (ICD) 40 15 
SOL Logistics CFS 468 115 
Forbes Gokak CFS 50 40 
CWC CFS Logistic Park 301 72 
Maersk CFS 56 60 
Thakur CFS 111 140 
PNP Maritime CFS 11 82 

627Total throughput capacity

Total area 
('000s sq. mtrs)

Estimated capacity 
('000s TEU per annum)

Source: J N Port website, Kotak Institutional Equities.

Key risk – competitive pressures on margins.  Of late, GDPL’s JNPT CFS has seen
margin pressures from the twin effects of (a) competitive pressures on pricing and
(b) lower ground rent income. As container dwell times decline with improving
efficiencies, ground rent income tends to fall. Ground rent is the high-margin component
of revenues, as containers dwelling within the CFS do not entail any variable costs.
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Exhibit 39: GDPL’s margins have declined from peak levels witnessed in 2QFY06
EBITDA margin trend at JN Port CFS of GDL (%), March fiscal year-ends
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Source: Kotak Institutional Equities estimates.

Developing a pan-India presence with other CFSs: Not significant, but growing

Exhibit 40:  GDPL is expanding its footprint pan India and setting up a CFS at Kochi and an ICD at Faridabad
Details of operational assets of Gateway Distriparks Ltd.

Location of 
CFS/ICD

Total area 
(acres)

Currently under 
operation (acres) % stake Vehicle

Mumbai 36 34 15,000                100 GDPL

Delhi 50 11 1,000                  100 GDPL

Vizag 20 8 2,300                  60 Gateway East India (Private) Ltd.

Chennai 18 11 900                     100 Gateway Distriparks (South) Pvt. Ltd.

Kochi 17 N.A. 1,250                  60 Gateway Distriparks (Kerala) Pvt. Ltd.

Faridabad 65 N.A. 12,000                100 Gateway Rail Freight Private Ltd.

TEUs handled per 
month

Source: Company data, Kotak Institutional equities.

1. CFS at Chennai – catering to India’s second-largest container port

GDPL’s Chennai CFS has a total operating capacity of 60,000 TEUs per annum. Chennai
is the second-most important container port in India after JN Port, accounting for about
16% of container traffic.
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Exhibit 41: Container handling at Chennai port grown at 20% CAGR in FY2003-06
Containers handled at Chennai port, March fiscal year end 2003-07 (‘000 TEUs)
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Source: Indian ports association, Kotak Institutional Equities.

Chennai container port capacity likely to expand. Chennai Port is planning a second
container terminal as containerized cargo at the port exceeded its maximum handling
capacity of 0.6 mn TEUs per annum in Fy2006. The second terminal is expected to
handle an additional 0.1 mn TEUs in the first year and 0.6 mn TEUs within five years.
PSA-SICAL, a joint venture between PSA Singapore and the Chennai-based Sical
Logistics, has bid for the highest revenue share and will likely bag the project with
investments of Rs4.92 bn.

The CFS is operating below peak capacity and is well-placed to ride the growth.
GDPL’s CFS handled about 3.5% of the container traffic at the Chennai port in FY2006,
and has been operating far below peak capacity. We believe the CFS is well placed to
benefit from the prospective growth in Chennai Port’s container handling capacity.

GDPL CFS is located in between Chennai and Ennore Ports.  The facility was
acquired in FY2005 and is operated by its 100% owned subsidiary Gateway Distriparks
(South) Private Ltd.

2. CFS at Vizag: Potential gateway port for Near East, US West Coast

GDPL’s Vizag CFS has a capacity of 18,000 TEUs per annum. Vizag, on India’s East
coast, has the potential to grow as a gateway port for India's exim trade between the
northern and eastern regions and Near East countries like Singapore, Thailand, China,
Japan and West Coast of the US (Exhibit 42).
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Exhibit 42: Container handling at Vizag port grew at a 28% CAGR in FY2003-06
Containers handled at Vizag port, March fiscal year-ends 2003-06 (‘000 TEUs)
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Source: Indian ports association, Kotak Institutional Equities.

Vizag rail connectivity will likely improve. Boxtrans Logistics (India) Pvt. Ltd.,
promoted by the J M Baxi group, one of the new private container train operators, is
planning to start running container trains between the northern hinterland and Vizag
container port terminal. GDPL operates this CFS under its 60% subsidiary, Gateway East
India (Private) Ltd.

3. CFS at Kochi: Transshipment terminal could boost volumes

GDPL is planning a greenfield CFS to handle 15,000 TEUs per annum at Kochi port,
near Vallarpadam in the southern state of Kerala. Congestion of major ports could see
traffic getting diverted to smaller ports like Kochi. Container traffic at the port has grown
strongly at 24.5% in 1HFY07. The impending International Transhipment Container
Terminal at Vallarpadam could augment the development of Kochi as a major
transshipment hub and further boost volumes.

GDPL is setting up the CFS in a 60% JV with the Chakiat group, engaged in shipping
and related activities. The total cost of the project (to be developed in phases) is expected
to be Rs250 mn (Exhibit 43).
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Exhibit 43:  Kochi port container traffic has grown at a sedate pace
Containers handled at Vizag port, March fiscal year-ends 2003-07 (‘000 TEUs)
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Source: Indian ports association, Kotak Institutional Equities.

4. Garhi ICD: Complements JNP CFS in capturing northern hinterland
traffic

GDL’s ICD at Garhi is strategically located in the south of Delhi near Gurgaon. It is
ideally positioned to capture traffic destined for/originating from adjoining industrial
areas such as Bhiwadi, Gurgaon and Dharuhera. Garhi ICD has a current throughput
capacity of about 36,000 TEUs, which could be further expanded to handle around
60,000 TEUs. GDPL has an early mover advantage in obtaining rail linkages to the ICD,
and is the first private operator to start running container trains in arrangement with
Concor.

GDPL had acquired this 50-acre facility in April 2004 from Continental Warehousing
Corporation Ltd.

5. Faridabad ICD: More rail-based operations in the northern-hinterland

The new ICD at Faridabad will capture traffic originating from Faridabad and
Ballabhgarh industrial areas, while the existing ICD at Garhi targets traffic originating
from Gurgaon, Manesar and Dharuhera. GDPL has recently acquired a 57.5 acre-plot at a
cost of Rs400 mn and intends to build a rail-linked ICD, similar to the one at Garhi.
GDPL has applied for relevant permissions for land usage and for building a rail siding.

Rail haulage: The next growth engine

GDPL has applied for licenses to operate container trains following the recent opening up
of the sector. While the MCA is in the process of finalisation, GDPL has entered into an
agreement with Concor to run container trains from its ICD at Garhi.
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Head start over other private rail-based container operators

GDPL has a head start over other new entrants in terms of both infrastructure as well as
relationship with shipping lines because of its (a) already functional rail-linked ICD at
Garhi and CFS near JNPT, (b) acquisition of suitable land at Faridabad for building
another ICD and (c) existing relationships with shipping lines because of its dominant
position in CFS business at JNPT.

Running trains from ICD Garhi through Concor: Early mover again

Concor and GDPL have entered into an agreement for running container trains between
GDPL’s ICD at Garhi, which has a railway siding and various ports in the country. This
arrangement has become operational and Concor has been running trains from Garhi ICD
since August 15, 2006.

Base-case view: Long way to go before business generates cash

Rail freight business model IRRs are highly linked to load factors. We model a 70% load
factor to start with, ramping up to 90% by 2010. We believe the business would generate
negative free cash for GDPL though FY2010. In any case, GDPL, due to its tie-up with
Concor, would not be able to operate its own independent container train through
September 2009 (Exhibits 44-45).

Exhibit 44:  Operating assumptions for GDPL's rail freight business, March fiscal year ends 2003-14E

2006 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E
Ex-Garhi

TEUs (Nos) 10,737 15,032 21,922 27,402 35,232 43,218 50,511 58,830

On Concor trains 10,737 15,032 16,441 13,701 8,808
Dependence on Concor (%) 100 100 75 50 25

On own trains 5,480 13,701 26,424 43,218 50,511 58,830
Ex-Faridabad
TEUs (Nos) 15,000 26,250 42,188 52,734 65,918 82,397
On Concor trains 11,250 13,125 10,547
Dependence on Concor (%) 75 50 25
On own trains 3,750 13,125 31,641 52,734 65,918 82,397

Total (Nos) 10,737 15,032 36,922 53,652 77,419 95,952 116,429 141,227
A. Rail freight business on own trains

TEUs (Nos) 9,230 26,826 58,064 95,952 116,429 141,227
Peak capacity (mn TEU-kms) 27.7 67.1 124.4 179.9 205.5 235.4

Actual traffic (mn TEU-kms) 13.8 40.2 87.1 143.9 174.6 211.8
Growth (%) 190.6 116.4 65.3 21.3 21.3

Load factor (%) 50 60 70 80 85 90
Realisation (Rs/TEU-km) 13.3 13.9 14.6 15.4 16.1 16.9

Growth (%) 5.0 5.0 5.0 5.0 5.0

Haulage cost (Rs/TEU-km) 8.6 9.1 9.5 10.0 10.5 11.0
Growth (%) 5.0 5.0 5.0 5.0 5.0
Revenues (based on actual traffic) (Rs mn) 184 561 1,274 2,211 2,817 3,588

Haulage cost (Rs mn) (charged on empty wagons also) 239 607 1,183 1,796 2,154 2,591
EBIDTA/TEU (Rs) (7,660) (3,205) 251 3,284 4,604 5,914

B. Rail freight business on Concor's trains
TEUs (Nos) 10,737 15,032 27,691 26,826 19,355

EBIDTA/TEU (Rs) 3000 3500 3600 3600 3600

Source: Kotak Institutional Equities estimates.
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Exhibit 45:  Rail-based container transportation business appears value destructive in the initial phases
GDPL - DCF valuation of rail based container transportation business, March fiscal year-ends 2006-14E (Rs mn)

2006 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E
Business of operating independent container trains
Revenues (Rs mn) — — — 184               561                        1,274         2,211                 2,817         3,588         
EBITDA (Rs mn) — — — (71)                (86)                         15              315                    536            835            
EBITDA margin (%) — — — (38)                (15)                         1                14                      19              23              
Depreciation — — — (16)                (39)                         (64)             (89)                     (98)             (109)           
EBIT — — — (87)                (125)                       (50)             226                    438            726            
Tax rate (%) — — — — — 11.7           11.7                   11.7           11.7           
EBIT*(1-tax rate) — — — (87)                (125)                       (44)             200                    387            641            
Change in Working capital — — — (5)                  (10)                         (20)             (26)                     (17)             (21)             
Capex — — — 405               575                        629            608                    233            273            

Free cash flows — — — (480)              (672)                       (628)           (345)                   235            456            
Years discounted — — — 1                   2                            3                4                        5                6                
Discount factor (X) — — 1.0 0.9 0.8 0.7 0.7 0.6 0.5
Discounted cash flow — — — (433) (545) (459) (227) 139 244

WACC calculation Terminal value calculation Capital structure
Risk-free rate (Rf) 7.0 Cash flow in terminal year 244 Gross debt (%) —
Beta (B) 1.0 Growth (%) 6.0 Equity (%) 100.0
Equity risk premium 5.0 Capitalisation rate (%) 5.0
Expected market Return (Rm) 12.0 Terminal value 4,874 EV calculation
Cost of Equity (Ke) 12.3 Discount period (years) 6.0 FCF sum (1,281)
Cost of Debt (Kd) (Post-tax) 8.0 Discount factor 0.5 Terminal value 2,606
WACC 11.0 Discounted value 2,606 Enterprise value 1,325

Business under MOU with Concor
Gross revenues (Rs mn) 204            305            588               593                        446            
EBIDTA (Rs mn) 32              53              100               97                          70              

Depreciation
EBIT 32              53              100               97                          70              
Tax rate 33              33              33                 33                          33              
EBIT*(1-tax rate) 21              35              66                 64                          46              
Change in Working capital (6)               (3)               (8)                  (0)                           4                
Capex — — — — —
Free cash flows 16              32              59                 64                          51              
Years discounted — — 1                   2                            3                
Discount factor (X) 1.0 1.0 0.9 0.8 0.7
Discounted cash flow 15.9 32.3 52.9 52.2 36.9
Sum of discounted cash flows (Rs mn) 198.3

WACC calculation Capital structure
Risk-free rate (Rf) 7.0 Gross debt (%) —
Beta (B) 1.0 Equity (%) 100.0
Equity risk premium 5.0
Expected market Return (Rm) 12.0 EV calculation
Cost of Equity (Ke) 12.3 FCF sum 198
Cost of Debt (Kd) (Post-tax) 8.0 Terminal value —
WACC 11.0 Enterprise value 198

Source: Kotak Institutional Equities estimates.

Further acquisitions may be on the cards

The company is looking for further acquisitions to set up new ICDs at Nagpur, Jallandhar
and Surendranagar to strengthen its presence across the country. The company is
financially well placed and expects to spend about Rs1.5-2 bn on these investments.
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Risk: Would GDPL overpay for acquisitions?

The spurt in land prices and recent public issues of CFS operators (e.g., Allcargo Global
Logistics) has probably raised the valuation expectations of CFS owners. Our feedback
from industry sources suggests rising prices have thrown a spanner in the works for
companies on the M&A prowl. While we view GDPL’s management as well grounded
and realistic — the company does not seem to have paid an exorbitant price for its
acquisitions so far, we do see the risk of paying too much for an acquisition given
GDPL’s GDR proceeds are lying unutilized for more than a year now.

Exhibit 46:  Recent acquisitions and greenfield projects will take longer to pay back
Details of acquisitions made by GDPL and their indicative valuations

Total project cost 
(Rs mn)

EBIDTA        
(one-year fwd)

EV/EBIDTA 
(X)

Garhi 415 16 27

Chennai 330 37 9

Vizag 125 4 30

Kochi 250 9 29

Faridabad 680 3 212

Source: Kotak Institutional Equities estimates.

Company background: Emerging logistics major

Gateway Distriparks is a port-related logistics company engaged in providing services for
handling and clearing sea-borne exim trade in containers. GDPL operates CFSs at
Mumbai, Chennai and Vizag and an ICD at Delhi.

GDL raised US$ 85 mn through 16.7 mn GDR, with each GDR representing one
underlying share in December 2005 in addition to a public issue for raising Rs1.5 bn in
an IPO in India.
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Container Corporation: Reiterate OP with a target of Rs2,350

Exhibit 47:  Forecasts and valuation

Year to Revenues EBIDTA PAT EPS EV/EBIDTA P/E
March (Rs bn) (Rs bn) (Rs bn) (Rs) (X) (X)
2004 17.6 5.2 3.6 54.8 24.5 37.3

2005 20.0 6.4 4.3 66.0 20.0 31.0
2006 24.3 7.1 5.2 80.6 17.8 25.4
2007E 32.7 9.9 7.4 114.5 12.5 17.9
2008E 37.8 11.7 8.9 136.3 10.3 15.0

Source: Company data, Kotak Institutional Equities Estimates.

We believe Concor is the best play on India’s rising trade growth and infrastructure
investments. Key positives are (a) strong growth momentum led by rising freight
rates and volumes, (b) solid long-term competitive advantages in the form of a
large wagon and pan-India terminal base, (c) competition not as intense as earlier
feared, and (d) infrastructure investments, which we believe would enlarge the pie
sufficiently to accommodate new players without affecting the incumbent’s growth.

Valuation: 3-stage DCF gives us a target price of Rs2,350

1. Stage I (through FY2009): Competition distant and weak. Concor’s volumes rise
at 20 % (in-line with port capacities) and EBIT/TEU remain stable at current levels
of Rs3,800.

2. Stage II (FY2009-12): Competition picks up. Concor’s market share declines to
20% of traffic originating from ports (currently 30% with roads accounting for the
rest), and EBIT/TEU declines to Rs3,000 levels.

3. Stage III (FY2012-17): Concor grows in line with NMDP projections, as rising
trade and infrastructure investments enlarge the pie, increasing growth prospects for
all. (see Exhibit 5)

Strong growth in freight rates and volumes; stable margins despite cost increases

We expect strong growth momentum for Concor, on the back of rising volumes and
freight rates. We believe Concor would be able to maintain its margins despite rising rail-
haulage costs. Key growth drivers for the company are (a) trade growth, especially
foreign trade and (b) rising freight rates on roads (a competing mode of transport).
Concor remains 30-40% cheaper than roads for long-distance transportation of containers
(see Exhibits 48-50).
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Exhibit 48: We expect continued growing dominance of the exim segment in Concor's revenues
Key operating assumptions for Concor, March fiscal year ends 2003-09E

2003 2004 2005 2006 2007E 2008E 2009E

Exim
TEUs handled (nos) 1,031,925      1,251,618      1,376,516      1,556,714      1,868,057      2,241,668      2,600,335      

% growth 14.0               21.0               10.0               13.1               20.0               20.0               16.0               

Revenues (Rs mn) 10,364 13,051 15,482 19,063 26,277 30,888 35,309
Realisation / TEU (Rs) 10,044 10,428 11,247 12,245 14,066 13,779 13,579

EBIT (excl other income) (Rs mn) 3,300 4,120 5,106 5,562 8,351 9,861 10,422
EBIT margin (%) 31.8               31.6               33.0               29.2               31.8               31.9               29.5               

Domestic
TEUs handled (nos) 351,238         350,501         351,460         373,848         411,233         452,356         520,209         

% growth 7.5                 (0.2)                0.3                 6.4                 10.0               10.0               15.0               

Revenues (Rs mn) 4,470 4,593 4,469 5,269 6,396 6,947 7,731
Realisation / TEU (Rs) 12,726 13,104 12,716 14,094 15,554 15,358 14,862

EBIT (excl other income) (Rs mn) 695 695 826 996 887 994 1,041
EBIT margin (%) 15.6               15.1               18.5               18.9               13.9               14.3               13.5               

Total
TEUs handled (nos) 1,383,163      1,602,119      1,727,976      1,930,562      2,279,290      2,694,024      3,120,545      

% growth 12.3               16.0               7.9                 11.7               18.1               18.2               15.8               

Revenues (Rs mn) 14,834 17,644 19,951 24,332 32,673 37,835 43,041
Realisation / TEU (Rs) 10,725 11,013 11,546 12,603 14,335 14,044 13,793

EBIT (excl other income) (Rs mn) 3,995 4,815 5,932 6,557 9,238 10,855 11,463
EBIT margin (%) 26.9               27.3               29.7               26.9               28.3               28.7               26.6               

Mix

TEUs (%)
Exim 74.6               78.1               79.7               80.6               82.0               83.2               83.3               
Domestic 25.4               21.9               20.3               19.4               18.0               16.8               16.7               

Revenues (%)
Exim 69.9               74.0               77.6               78.3               80.4               81.6               82.0               

Domestic 30.1               26.0               22.4               21.7               19.6               18.4               18.0               

Source: Company data, Kotak Institutional Equities estimates.
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Exhibit 49: Exim revenues have grown, while Concor’s margins have been steady
Growth in revenues from exim segment (YoY) and quarterly PBT margin (%)
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Exhibit 50:  Higher road freight rates have helped Concor pass on higher haulage costs
Freight index
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Arms in the arsenal

Infrastructure and relationships provide insulation

Concor’s long-evolved infrastructure and relationships insulate the company from
competition. It owns a pan-India network of 60 terminals, 7,700 wagons (175 rakes) and
a minority stake in JNPT’s key third terminal (Exhibit 51).

Exhibit 51:  Concor owns 60 terminals. Highlighted are the major ones
Map of Concor showing terminals

          

Source: Company data.
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More arms in the arsenal. Concor is further strengthening this lead in infrastructure with
continued investments in assets. It targets a network of 70 terminals and wagon base of
10,000 by FY2008. It added 540 wagons (12 rakes) in the 1HFY07 and has another 2000
wagons on order to be delivered before end of FY2008.

Concor and the competition: Far to go before competition daunts the incumbent

Long and arduous road to building scale and relationships

Private operators face big challenges before they can stand eyeball to eyeball with
Concor. Even though Indian Railways has announced the policy of opening up container
transportation, private operators face significant challenges before they pose serious
competition to Concor. Near-term milestones for new entrants include finalisation of
Model Concession Agreement (MCA) and procurement of rolling stock. News flows
suggest differences between Indian Railways and new private operators over key terms of
the MCA. Also, large orders from Indian Railways and Concor may crowd out new
private operators seeking to procure rolling stock. Over the longer term, challenges
include building scale and relationships, key success factors for the business.

Concor pre-empts competition—signs MoUs with its potential competitors.  Concor
has signed co-operation agreements with six potential competitors in order to avoid
duplication of infrastructure and resources and optimize costs. Concor would allow its
competitors to use its infrastructure facilities and / or operate container trains from the
players’ existing ICDs. While Concor runs the risk of allowing these players to build
critical mass in the interim by offering its infrastructure facilities, we believe it is a smart
move by Concor, as (a) it enables better utilization of its spare capacities at ICDs / CFSs,
(b) it gets to transport more volumes and (c) it staves off aggressive competition for
scarce infrastructure.

Infrastructure investments will fuel long-term growth. We believe ongoing
investments in rail and port infrastructure would significantly expand the transportation
pie. In our view, this would make room for 2-3 players in addition to Concor.

Company profile

Revenue streams come from haulage and terminal operations

The company derives its income from (a) haulage of containers and (b) storage, handling
and value-added services provided at its terminals. Concor’s customers are container
shipping companies, freight forwarders, third party logistics (3PL) service providers and
corporates.
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Farther and faster

Several factors account for Concor’s undisputed lead. We list its key distinctions:

a) Sole container freight subsidiary of Indian Railways (IR), which is the
monopoly government-owned railroad in India. The subsidiary status imparts to
Concor a quasi-ownership of Indian Railway’s 63,000-km pan-India rail
network. In addition, it has an MoU with its parent, providing for guaranteed
transits on arterial corridors.

b) Until recently, India’s only multimodal logistics service provider offering
integrated rail / road / air transport and terminal facilities. Concor operates
6,100 wagons (including those leased from the railways), 10,500 containers and
owns 52 terminals (see Concor’s terminal map overleaf). The terminal network
enables it to capture traffic at the production and consumption centers.

c) Concor is gradually evolving from a rail-based transporter to a complete
logistics service provider. It uses rail over longer distances where rail is
economical, and undertakes short-haul transportation from container hubs to the
customer doorsteps through road with the help of other 3PL service providers.
Rail however continues to be its dominant medium.
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Appendix: Business Basics

Trade flows: Primary growth driver

The fundamental business driver for container transportation is foreign trade of
containerisable commodities between India and its trade partners. This has grown at a
CAGR of about 20% in rupee terms during FY2001-06.

Exhibit 52:  India's trade has shown strong growth
India's foreign trade and trade in containerisable commodities, March fiscal year-ends 1998-06
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Container traffic at Indian ports has grown faster than the cargo traffic at Indian ports due
to growing containerization. While cargo traffic at Indian ports has grown at a CAGR of
8.5%, container traffic at Indian ports has grown at a CAGR of 13.3%.
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Exhibit 53:  Container traffic has outstripped cargo traffic growth
Container and cargo traffic at Indian ports, March fiscal year-ends 1998-06
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Increasing containerization: Secondary growth driver

Containerization of cargo facilitates seamless movement and eases handling through
various modes of transport like rail, sea, road and air.  Malcolm McLean, the father of
containerization, advocated standardizing the dimensions of containers and mechanizing
the handling of container ships, thereby improving productivity at ports. Containerization
eliminates multiple cargo handling and facilitates quick and easy transfers.

Containers are used to ferry garments, engineered components, consumer durables,
electronic items, machinery, food products and plastic components etc .. Containers are
not suited to transport oil/gas, iron ore, coal, and grains, which are filled into the hulls of
specialize bulk ships. However, containers could be used to transport dry bulk and liquids
in smaller quantities, which are not ideal for transportation in the hulls of ships.

ICDs and CFSs are ancillary services

Terminal operations at ICDs and CFSs are ancillary services for export and import
operations. ICDs and CFSs are facilities where container freight originates or terminates.
They normally encompass one or more facility for (a) open closed spaces for cargo
storage, (b) loading, unloading and handling of containers, (c) rail and/or road
transportation and (d) customs clearances. ICDs/CFSs offer customs clearance facilities
and double up as ‘bonded’ warehouses, offering customers storage facilities until they
make the required duty payments.

Inland Container depots are terminals situated away from ports, while container freight
stations (CFSs) are container depots in the vicinity of ports.
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Exhibit 54:  A CFS is an ancillary to export / import operation
Role of CFS in exim trade

Storage

Customs procedures

Cargo handling

Bonded warehousing

Transportation from port

Storage

Stuffing / destuffing

Transportation to port

Consolidation of LCL cargo

Value added services - packaging, pelletisation, labelling

Container freight stationPort

Exporter

ImporterImport cargo

Export cargo

Source: Kotak Institutional equities research.

JN Port/Mumbai leads the way with 65% share of exim container traffic

The West-coast-based ports of Jawahar Lal Nehru and Mumbai together account for
about 65% of India’s container trade. The leadership position of the western ports stems
from the continued dominance of US and Europe in India’s exim trade even though the
share of East Asia is gradually rising in India’s exim trade.

Kandla, Mundra and Pipapav benefit from improved connectivity and JN
Port congestion

Kandla, Mundra and Pipapav are emerging ports along the western coast and are
expected to benefit from better connectivity with the northern hinterland by rail because
of a slew of rail connectivity projects such as Pipapav-Surendranagar, Gandhidham-
Palanpur and Mundra-Adipur etc. that have been completed in the recent past. Concor
has recently started double-stack container movement between ports at Mundra and
Pipapav and its ICD at Jaipur in the northern hinterland. This is expected to incentivoze
shipping lines to increase their presence at these ports as containers could be transported
to the northern hinterland at a lower cost while avoiding congestion at JN Port.

Growing trade with Asia will increase importance of ports on the eastern
coast, particularly Vizag

Share of India’s trade with East Asia is rising and will lead to higher growth in traffic for
the ports on the eastern coast. Ports on the eastern coast can also serve as gateways for
trade with the west coast of the US. Key ports on the east coast are Chennai  (16% of
India’s container trade), Tuticorin (7% of India’s container trade) and Kolkata (about
4.5% of India’s container trade). Vizag is another port likely to capture this growth, as it
is closer to the northern hinterland versus other ports on the eastern coast.
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Exhibit 55:  East Asia’s trade with India is becoming more significant
Share of East Asia and EU, North America and other European countries in Indian exports,
March fiscal year ends 2001-06
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Source: Commerce ministry website, Kotak Institutional Equities.

Exhibit 56:  East Asia’s share in Indian imports is also growing steadily
Share of East Asia and EU, North America and other European countries in Indian Imports,
March fiscal year ends 2001-06
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Northern hinterland—JN Port/Mumbai route dominates traffic

The route between the northern hinterland and JN Port/Mumbai is the most important in
terms of traffic and accounts for 50% of Concor’s exim traffic according to our estimates.
The main containerized cargo plying on this route comprises metal alloys and
components, rubber and rubber products, silk and man-made fibre, paper and paper
products, wool, wood and wooden products, plastics and chemicals. The main
containerized exports are machinery and equipment, transport spare parts, textiles, food
products, building materials, engineered components, plastics and handicrafts.

(%)

(%)
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CFS basics: Agents for cargo owners

CFS customers (shipping companies, 3PL service providers) serve as agents for cargo
owners, i.e., importers and exporters. While the exporter/importer typically appoints a
shipping company or 3PL service provider as a ‘turnkey’ contractor, the latter typically
engages other ancillary services, including CFSs.



India Transportation / Logistics

Kotak Institutional Equities Research 53

Appendix: Financials

Exhibit 57:  Profit model of Gateway Distriparks Ltd (Consolidated), March year-ends, 2003-2009E (Rs mn)

2003 2004 2005 2006 2007E 2008E 2009E
Ground rent 148 156 317 531 479 531 582
Container storage, handling & repair 247 358 547 756 999 1,229 1,517
Other operating income 63 78 92 99 110 118 127
Haulage revenues — — — — 204 305 772
Total revenues 457 592 956 1,386 1,792 2,182 2,998
Employees (18) (21) (37) (77) (113) (176) (239)
Transportation (82) (128) (134) (140) (157) (174) (204)
Labour, sub-contracting (31) (45) (79) (115) (147) (186) (236)
Haulage & terminal charges — — — — (172) (253) (727)
Others (105) (124) (181) (217) (336) (432) (548)
Total operating costs (236) (318) (432) (549) (925) (1,220) (1,953)
EBITDA 221 274 524 837 867 962 1,045
Other income 4 6 10 110 246 268 295
Financial charges (28) (17) (46) (25) (19) (16) (16)
Depreciation (33) (40) (72) (106) (136) (168) (193)
Pre-tax profit 165 223 416 815 958 1,047 1,131
Taxation (28) (31) (70) (93) (119) (130) (141)
Current (13) (17) (35) (77) (119) (130) (141)
Deferred (15) (14) (36) (17) — — —
Adjusted PAT 137 191 346 722 839 916 990
Dividends paid (64) (128) (150) (277) (210) (229) (248)
Dividend tax (8) (16) (21) (39) (29) (32) (35)
Retained earnings 78 47 175 406 600 655 708
Growth (%)
Revenue — 29.4 61.6 45.0 29.3 21.8 37.4
Operating profit — 23.5 91.6 59.6 3.6 11.0 8.6
PAT — 39.7 80.7 108.7 16.2 9.3 8.0
EPS — 39.7 54.2 70.0 16.2 9.3 8.1
Margins (%)
Transportation (%) 3.9 3.5 3.9 5.5 6.3 8.0 8.0
Labour+sub-contracting (%) 17.8 21.6 14.0 10.1 8.8 8.0 6.8
Employees (%) 6.7 7.6 8.3 8.3 8.2 8.5 7.9
Other expenses (%) 23.0 21.0 19.0 15.7 18.7 19.8 18.3
Operating margin (%) 48.5 46.2 54.8 60.4 48.4 44.1 34.8
Pre-tax margin (%) 36.1 37.7 43.5 58.8 53.5 48.0 37.7
PAT margin (%) 30.0 32.3 36.2 52.1 46.8 42.0 33.0
EBITDA Margin (%) 49.3 47.3 55.9 68.3 62.1 56.4 44.7
Effective tax rate (%) 16.9 14.1 16.9 11.5 12.5 12.5 12.5
Dividend payout ratio (%) 42.7 66.9 43.4 38.4 25.0 25.0 25.0
Div tax rate (%) 12.8 12.8 14.0 14.0 14.0 14.0 14.0
per share ratios
EPS (Rs) 2.1 3.0 4.6 7.8 9.1 10.0 10.8
DPS (Rs) — 2.0 2.0 3.0 2.3 2.5 2.7
Weighted avg. shares o/s (mn) 64.0 64.0 75.0 92.2 92.2 92.2 92.2
Period end outstanding shares (mn) 64.0 64.0 75.0 92.2 92.2 92.2 92.2

Source: Company data, Kotak Institutional Equities.
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Exhibit 58:  Balance sheet model of Gateway Distriparks (Consolidated), March year-ends, 2003-2009E (Rs mn)

2003 2004 2005 2006 2007E 2008E 2009E
Equity share capital 640 640 750 922 922 922 922
Reserves & surplus 126 172 910 4,830 5,429 6,084 6,792
Shareholders funds 766 812 1,660 5,752 6,351 7,006 7,714
Minority Interest — — 8 8 8 8 8
Loan funds 195 191 858 319 319 319 319
 Secured 195 191 828 319 319 319 319
 Unsecured — — 30 — — — —
Total liabilities 961 1,003 2,526 6,079 6,678 7,334 8,041

Gross block 1,132 1,222 1,939 2,387 3,522 3,747 4,327
Accumulated depreciation (111) (151) (259) (365) (501) (669) (862)
Net block 1,021 1,071 1,679 2,022 3,021 3,078 3,465
CWIP 11 24 188 134 — — —
Net fixed assets 1,033 1,095 1,868 2,156 3,021 3,078 3,465
Investments — — — 145 145 145 145
Current assets 147 179 1,066 4,172 3,522 4,669 5,151
 Sundry debtors 31 53 85 70 109 136 185
 Cash balances 68 62 927 3,526 3,307 3,941 4,313
 Other current assets 33 52 26 46 58 69 95
 Loans and advances 15 12 28 530 517 522 557
Current liabilities (163) (201) (302) (271) (355) (436) (597)
 CL (63) (83) (128) (108) (151) (194) (261)
 Provisions (100) (117) (174) (163) (204) (242) (335)
Net current assets excluding cash (84) (84) (163) 374 328 292 241
Deferred tax assets — — — — — — —
Deferred tax liability (56) (70) (106) (122) (122) (122) (122)
Total assets 961 1,003 2,526 6,079 6,678 7,334 8,041
Ratios (x)
Debt-equity 0.3 0.2 0.5 0.1 0.1 0.0 0.0
Gross FATR 0.2 0.1 0.2 0.2 0.2 0.2 0.2
Net FATR 0.2 0.1 0.2 0.2 0.2 0.2 0.2
Returns (%)
RoAE 35.8 24.3 28.0 19.5 13.9 13.7 13.5
RoACE 23.7 18.0 17.4 16.3 12.9 12.9 12.7
per share
Book value per share (Rs) 12.0 12.7 22.1 62.4 68.9 76.0 83.7

Source: Company data, Kotak Institutional Equities.
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Exhibit 59:  Cash flow model of Gateway Distriparks (Consolidated), March year-ends, 2004-2009E (Rs mn)

2004 2005 2006 2007E 2008E 2009E
Cashflow from  operating activities
Net profit before tax and extraordinary items 223 416 815 958 1,047 1,131
Add: Depreciation / amortisation / non-cash prov 40 72 106 136 168 193
Tax paid (31) (70) (93) (119) (130) (141)
Operating profit before working capital changes 231 418 828 975 1,084 1,183
Change in working capital / other adjustments — 79 (537) 46 36 50
Net cashflow from operating activites 231 497 291 1,021 1,120 1,233
Cash from investing activites
Fixed assets (102) (845) (395) (1,001) (225) (580)
Investments — — (145) — — —
Cash (used) / realised in investing activities (102) (845) (539) (1,001) (225) (580)
Free cash flow 129 (348) (248) 20 895 654
Cash flow from financing activities
Issue of share capital — 681 3,686 — — —
Borrowings 10 703 (523) — — —
Dividend paid (144) (171) (316) (239) (261) (282)
Cash (used) /realised in financing activities (135) 1,213 2,848 (239) (261) (282)
Cash generated /utilised (5) 865 2,599 (219) 634 372
Net cash at begn of year 68 62 927 3,526 3,307 3,941
Net cash at end of year 62 927 3,526 3,307 3,941 4,313

Source: Company data, Kotak Institutional Equities.
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Exhibit 60:  Profit model of Concor, March year-ends, 2003-2009E (Rs mn)

2003 2004 2005 2006 2007E 2008E 2009E
Net sales 14,834          17,644          19,951          24,332          32,673          37,835          43,041          
Terminal & other service charges (9,655)           (11,385)         (12,692)         (16,275)         (21,672)         (25,025)         (29,291)         
Employee expenses (185)              (235)              (273)              (296)              (354)              (389)              (470)              
Repairs & maintenance (325)              (378)              (156)              (124)              (163)              (132)              (215)              
Other SG&A (399)              (534)              (548)              (660)              (709)              (755)              (814)              
Total expenditure (10,564)         (12,532)         (13,668)         (17,355)         (22,898)         (26,302)         (30,791)         
EBIDTA 4,271            5,113            6,283            6,976            9,775            11,533          12,250          
Other income 504               430               482               560               635               537               539               
EBIDT 4,775            5,543            6,765            7,536            10,410          12,070          12,789          
Interest (27)                (3)                  (3)                  (2)                  — — —
Depreciation (439)              (553)              (666)              (833)              (1,027)           (1,208)           (1,390)           
Pretax profits 4,308            4,987            6,096            6,701            9,383            10,862          11,400          
Tax (1,602)           (1,425)           (1,807)           (1,465)           (1,944)           (2,002)           (1,730)           
PAT (Adjusted) 2,705            3,563            4,289            5,237            7,439            8,861            9,670            
One-time items — 117               (2)                  — — — —
PAT  (Reported) 2,705            3,679            4,287            5,237            7,439            8,861            9,670            
Dividend (Incl tax) (806)              (919)              (1,071)           (1,097)           (1,316)           (1,462)           (1,645)           
Retained earnings 1,899            2,761            3,216            4,140            6,123            7,399            8,025            

% of sales
Terminal & other service charges 65.1              64.5              63.6              66.9              66.3              66.1              68.1              
Employee expenses 1.2                1.3                1.4                1.2                1.1                1.0                1.1                
Repairs & maintenance 2.2                2.1                0.8                0.5                0.5                0.4                0.5                
Other SG&A 2.7                3.0                2.7                2.7                2.2                2.0                1.9                
Operating profit 28.8              29.0              31.5              28.7              29.9              30.5              28.5              
EBIDT 32.2              31.4              33.9              31.0              31.9              31.9              29.7              
Pretax profits 29.0              28.3              30.6              27.5              28.7              28.7              26.5              

Growth (%)
Net sales 15.3              18.9              13.1              22.0              34.3              15.8              13.8              
EPS 8.3                31.7              20.4              22.1              42.1              19.1              9.1                

Tax rate (%) 37.2              28.6              29.6              21.9              20.7              18.4              15.2              
Per share (Rs)
EPS 41.6              54.8              66.0              80.6              114.5            136.3            148.8            
DPS 11.0              12.5              14.5              15.0              18.0              20.0              22.5              
FCF 18.8              38.0              6.1                32.9              63.9              86.8              103.3            

Source: Company data, Kotak Institutional Equities.
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Exhibit 61:  Balance sheet model of Concor, March year-ends, 2003-2009E (Rs mn)

2003 2004 2005 2006 2007E 2008E 2009E
Share capital 650               650               650               650               650               650               650               
Reserves & surplus 10,365          13,123          16,338          20,262          26,385          33,784          41,808          
Total shareholders funds 11,015          13,772          16,988          20,912          27,035          34,434          42,458          
Secured loans 144               — — — — — —
Unsecured loans — 120               106               — — — —

Total debt 144               120               106               — — — —
Total liabilities 11,159          13,892          17,094          20,912          27,035          34,434          42,458          

Gross block 9,825            11,988          15,386          17,936          22,317          26,577          30,837          
Less: accum. depreciation (1,804)           (2,356)           (3,014)           (3,817)           (4,844)           (6,052)           (7,441)           
Net block 8,021            9,632            12,372          14,119          17,473          20,525          23,395          
Capital work in progress 929               1,154            1,554            1,655            818               818               818               
Investments 7                   35                 840               1,294            1,294            1,294            1,294            
Net current assets excl cash (1,104)           (1,743)           (1,862)           (1,482)           (674)              (603)              (619)              
Cash (net of bank O/D) 4,237            5,990            5,499            6,763            9,563            13,838          19,009          
Net deferred tax liability (931)              (1,175)           (1,309)           (1,438)           (1,438)           (1,438)           (1,438)           
Total assets 11,159          13,892          17,094          20,912          27,035          34,434          42,458          

Ratios
BVPS (Rs) 169.5 211.9 261.4 321.8 416.0 529.8 653.3
Fixed asset T/O ratio (x) 1.5                1.5                1.3                1.4                1.5                1.4                1.4                
RoAE (%) 26.9              28.7              27.9              27.6              31.0              28.8              25.2              
RoACE (%) 26.2              28.5              27.7              27.6              31.0              28.8              25.2              
D/E (x) — — — — — — —

Source: Company data, Kotak Institutional Equities.

Exhibit 62:  Cash flow model of Concor, March year-ends, 2004-2009E (Rs mn)

2004 2005 2006 2007E 2008E 2009E
Operating
Net profit before tax and extraordinary items 4,308            4,987            6,096            6,701            9,383            10,862          
Add: Depreciation 439               553               666               833               1,027            1,208            
Tax paid (incl dividend tax) (1,602)           (1,425)           (1,807)           (1,465)           (1,944)           (2,002)           
Operating profit before working capital changes 3,145            4,116            4,955            6,069            8,466            10,069          
Change in working capital / other adj 521               770               46                 (824)              (768)              (169)              
Net cashflow from operating activites 3,666            4,886            5,001            5,245            7,699            9,899            
Investing

Fixed assets (2,447)           (2,387)           (3,799)           (2,651)           (3,543)           (4,260)           
Investments — (28)                (806)              (454)              — —
Cash (used) / realised in investing activities (2,447)           (2,415)           (4,604)           (3,105)           (3,543)           (4,260)           
Free cash flow 1,219            2,471            396               2,140            4,156            5,639            
Financing

Issue of share capital — — — — — —
Dividend paid (806)              (919)              (1,071)           (1,097)           (1,316)           (1,462)           
Borrowings (403)              (24)                (14)                (106)              — —
Cash (used) / realised in financing activities (1,209)           (942)              (1,085)           (1,203)           (1,316)           (1,462)           
Extraordinary receipts — 117               (2)                  — — —

Cash generated /utilised 9                   1,645            (690)              937               2,840            4,177            
Net cash at begn of year 3,956            5,840            5,275            6,096            8,936            13,113          
Net cash at end of year 5,840            5,275            6,096            8,936            13,113          18,183          

Source: Company data, Kotak Institutional Equities estimates.
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