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About CRISIL Limited
CRISIL is India's leading Ratings, Research, Risk and Policy Advisory Company.

CRISIL offers domestic and international customers a unique combination of local insights and global perspectives, delivering
independent information, opinions and solutions that help them make better informed business and investment decisions,
improve the efficiency of markets and market participants, and help shape infrastructure policy and projects. Its integrated range
of capabilities includes credit ratings and risk assessment; research on India's economy, industries and companies; global
equity research; fund services; risk management and infrastructure advisory services.

About CRISIL Research

CRISIL Research is India's largest independent, integrated research house. We leverage our unique, integrated research
platform and capabilities spanning the entire economy-industry-company spectrum to deliver superior perspectives and insights
to over 600 domestic and global clients, through a range of subscription products and customised solutions.

Disclaimer

CRISIL Research, a Division of CRISIL Limited has taken due care and caution in preparing this Report. Information has been
obtained by CRISIL from sources which it considers reliable. However, CRISIL does not guarantee the accuracy, adequacy or
completeness of any information and is not responsible for any errors or omissions or for the results obtained from the use of
such information. CRISIL is not liable for investment decisions which may be based on the views expressed in this Report.
CRISIL especially states that it has no financial liability whatsoever to the subscribers/ users/ transmitters/ distributors of this
Report. CRISIL Research operates independently of, and does not have access to information obtained by CRISIL’s Ratings
Division, which may, in its regular operations, obtain information of a confidential nature which is not available to CRISIL
Research. No part of this Report may be published/reproduced in any form without CRISIL’s prior written approval.
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Hike in diesel prices to result in increase in freight rates

The Empowered Group of Ministers (EGoM) decided to raise the retail selling price of petrol by Rs 3.7 per litre,
diesel by Rs 2 per litre, LPG by Rs 35 per cylinder and kerosene by Rs 3 per litre. Prices of petrol have been
deregulated and shall henceforth, be determined by the market.

Operating costs for transporters are estimated to increase by 5 paise per tkm (tonne-kilometre) from June 2010
with the Rs 2 per litre increase in diesel prices. Given the fact that fuel prices account for 55-60 per cent of the
total costs for a transporter, the hike in diesel prices is expected to lead to an immediate hike in freight rates by
LFOs. The flexibility of passing on the hike is currently high, on account of healthy freight availability. Also, as
most of the LFO business is contractual in nature, with a built-in escalation clause, it allows them to pass on the

hike in diesel prices to the clients. (LFOs control 80-90 per cent of the freight capacity.)

Given the SFOs have limited bargaining power, they may not increase prices immediately in order to improve
utilisation levels. However, given their thin margins, it would be difficult for them to sustain at lower freight rates
over the long term. Hence, we expect the industry to align to an overall hike of 3-4 per cent in freight rates over

the next 1-2 months.

Since March 2010, the total increase in freight rates is estimated at 11-13 per cent, the rise in diesel prices till date
has been 19 per cent (translating into a 10-12 per cent increase in transporters’ costs). Therefore, CRISIL
Research estimates overall transporter profitability to remain stable in 2010-11. In case the transporters increase

freight rates higher than 3-4 per cent, their profitability would improve in line with freight rate hike.

Transporter profitability to remain intact
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The above analysis considers two factors that determine pricing flexibility of road transporters - competition from
railways and demand-supply of truck fleet. Assuming no increase in railway freight rates, road freight will
become further less cost-competitive. However, the inter-modal shifts will continue to be driven more by

structural advantages, and the impact of relative pricing on growth in road freight is expected to be marginal.
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