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Foreword - KPMG
The Indian Transportation & Logistics sector is at an interesting point on its evolution
curve. Just in the last decade, the sector has imbibed more sophistication, both
on infrastructure and service focus, than it has in previous years. Yet, inefficiencies
continue to be the dominant factor in a sector that is both fundamental and critical to
the faster growth of the Indian economy.
Investors and operators, both foreign and domestic, have placed their money and trust
in the Indian infrastructure story, one of the first chapters of which is transportation.
The investment in roads, rail, ports and aviation often in the form of public-private
partnerships has provided India Inc a firm ground to build on, to trade from, to buy
and to sell. Between 2000 and 2010, cargo handling capacity at Indian ports has
trebled and the overall length of roads has risen substantially. On the services side,
logistics service providers are now able to offer door-to-door, integrated distribution
solutions cutting across multiple modes of transportation. However, this multi-modal
connectivity will have to achieve greater seamlessness for an optimal operation at an
efficient cost.
Significant investment in the sector in the hands of strategic operators as well as
financial investors is at the heart of this transformation being witnessed in the sector.
Investors have stretched their investment theories as well as worked around the
governance and control challenges that several segments of this sector pose to allow
themselves to invest in the sector.
This paper comprises an analytical account of the evolution of the Indian transportation
and logistics sector alongside the fantastic growth witnessed in the Indian economy
in the last two decades. This paper shall also help investors and entrepreneurs to
navigate through the complex construct of this industry, the several opportunities
within it and its ample challenges. The paper also discusses the policy and fiscal
framework that encompasses this sector, and the risks, incentives and provisions that
it entails.

Manish Saigal
Executive Director and
Head of Transportation & Logistics
KPMG in India
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Preface
At 13 percent of GDP, India’s spending on logistics1 is
both significant and inefficient. These inefficiencies are
largely a result of India’s diverse geographic conditions,
poor core infrastructure, complex tax policies and
supply side constraints — all of which result in high
transportation, storage and service costs.
However, India’s logistics story is indeed an attractive
one, based on its rapidly growing economy, the
increase in outsourcing of logistics, steady supply side
changes, significant government thrust on investment
in infrastructure and landmark changes in tax and
regulatory policies.
It is this attractiveness, along with the potential to tide
over inefficiencies that has driven scores of investors
and operators to participate in the Indian transportation
& logistics sector and, within a short span of time, gain
market prominence amongst decades old businesses in
a highly fragmented industry.
An extremely fragmented structure is only one of the
peculiarities and complexities faced by the sector
besides fierce price based competition, regulatory
intervention, cyclicality and underdeveloped corporate
governance standards. Hence, a deep understanding of
the opportunities that stare at the sector and the risks
that limit them within the wider regulatory and fiscal
framework is desirable for stakeholders, especially
investors.
This paper is aimed at bringing together information,
points of view and analysis on various facets of this
exciting industry constructed on the back of our
engagements, experiences and conversations with
multiple stakeholders.

1 KPMG’s White Paper on Skill Gaps in the Indian Logistics
Sector, 2007
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Buoyed by growth
5 growth drivers
The excitement in the industry is driven by its high growth and
fundamentals shifts in its construct. There are several factors
responsible for this ongoing transformation.

India’s GDP Growth

Growth in Indian economy, key user sectors and
International trade
The expansion in India’s GDP translates directly into growth in
the transportation & logistics sector, there being
a ~2x relationship between growth rates of GDP and
the transportation & logistics sector. The post-recession
resurgence of domestic sectors focused on the resilient
Indian middle class such as retail, auto and manufacturing is
expected to drive volume growth. International trade can be
reasonably expected to grow at over 15 percent per annum
and this will have a direct impact on port-oriented logistics.

Source: International Monetary Fund, World Economic Outlook
Note: The time periods (1991-2015) are calender years”
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Rise in outsourcing and consolidation

Level of Outsourcing in Transportation & Logistics

On an average, companies in India currently outsource an
estimated 52 percent of their overall transportation & logistics
activities. However, many more companies are increasingly
leaning towards outsourcing and Third Party Logistics (3PL)
models as they seek to optimise costs and focus on their core
businesses. This rising trend is catalysing consolidation and
scale development in the highly fragmented transportation &
logistics industry.

Source: CSO 2006, KPMG Analysis
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Many manufacturing companies in India have legacy in-house logistics set-ups,
which have historically been perceived as a support function and, as a result, have
grown unwieldy and cost-inefficient over time. Also, as companies seek to focus
on their core businesses, improve customer satisfaction levels and become more
nimble in managing their supply chains, they are realising that partnering with third
or even fourth party logistics experts is often the best or the only way to achieve
these objectives. Companies quote a variety of reasons for outsourcing their
transportation and logistics activities including capital preservation, operational
flexibility, better inventory management and cost optimisation.

Reasons for Outsourcing Transportation & Logistics Activities

Source: Managing 3PL relations, B.S. Sahay, Int. J. Integrated Supply Management, Vol. 2, Nos. 1/2, 2006

Rapid supply side changes enabling positive service experiences and true value
additions
Significant investment in modern warehousing, service orientation and
improvements in transportation systems — along with the widespread adoption of
warehouse management systems, GPS-enabled fleets and other technology — are
enabling more customers to look away from their ‘store-and-transport’ mindsets to
true supply chain management, with a focus on overall cost and efficiency.
As more multinational companies and transportation & logistics service providers
increase their scale of operations in India, there is a rising demand for world-class
logistics infrastructure and services — even among domestic corporates.
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Regulatory changes are driving private participation and efficiency
improvements
Boldness and willingness with respect to regulatory infrastructure is creating an
enabling environment for growth in the transportation & logistics sector:
•

The impending introduction of a goods and service tax (GST) , aimed at creating
a uniform tax regime across India irrespective of state boundaries, is expected
to enable widespread rationalization of warehousing space in India especially
with respect to facility size, network design and location as well as the
reorganization of resulting transportation options

•

Government incentives to investors and operators — in the form of tax breaks
and incentives — are expected to further improve supply-side infrastructure
and, in turn, efficiencies. Government incentives to food processing parks and
cold warehouses are some recent examples

•

The privatisation of the container rail segment and public-private partnership
(PPP) programs in key sectors such as roads, ports and airports have opened up
new logistics segments for private participation.

Significant government spending on infrastructure
The Indian government has earmarked about INR 50,000 billion according to the XII
Five Year plan (2012-17) against INR 25,000 billion in the XI Five year Plan (2007-12)
for infrastructure investment. Around one-fourth of this investment is expected
to be in roads, rail, aviation and port projects representing a sharper focus on
transportation infrastructure. For example, INR 281 billion has been allocated for the
2700km-long Dedicated Rail Freight Corridor project.

Five-Year Plans - Infrastructure Spend (INR Bn)

Source: Planing Commission of India, KPMG Analysis
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How India compares with other countries
In spite of these strong and sustainable growth drivers, India is yet to achieve a
level of transportation & logistics sophistication commensurate with its economic
strength and potential.

Medium
Low

Strength of Logistics Sector

High

Relative Attractiveness of Transportation & Logistics Markets
•
•
•
•
•
•
•
•

Singapore
Luxembourg
Finland
Ireland
Hong Kong SAR, China
New Zealand
United Arab Emirates
• Kuwait
Czech Republic • Iceland
• Philippines
• Cyprus
• South Africa
• Chile
• Malaysia
• Panama
• Israel
• Bahrain
• Portugal
• Azerbaijan
• Thailand
• Egypt, Arab Rep.
• Georgia
• Nigeria
• Hungary
• Iran
• Vietnam
• Pakistan
• Qatar
• Mongolia
• Romania
• Peru
• Uruguay
• Bangladesh

Small

•
•
•
•
•
•

Sweden
Switzerland
Belgium
Norway
Denmark
Austria

• Poland
• Saudi Arabia
• Argentina

• Greece
• Indonesia
• Venezuela

Medium

•
•
•
•
•

Germany
The Netherlands
Japan
United Kingdom
Canada

•
•
•
•
•

China
Turkey
Brazil
India
Mexico

•
•
•
•
•
•

United States
France
Australia
Italy
South Korea
Spain

• Russia

Large

Size of Economy
Source: World Bank, KPMG Analysis (2010)

Unsurprisingly, India is unfavourably placed in comparison to some of the key
global economies on key parameters of logistics efficiency and cost. While
transportation cost in the US and China is high due to large and immensely
widespread geographies, it is high in the Indian context due to a varying set of
factors including lack of efficient alternatives to roads for long the hauls, poor road
infrastructure resulting in low average speed, significant cess and tolls, higher rate
of damage, etc. With respect to secondary cost components such as packaging and
administration and damage related losses, the transportation & logistics sector in
India accounts for almost 3x and 1.7x the cost share compared to that of the US and
Chinese market respectively.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Relative Composition of Transportation & Logistics Costs

Source: Cygnus Business Consulting & Research, KPMG analysis

India’s slower than desired improvement on several key logistics efficiency indicators
means that transportation and logistics in India continues to remain a highly complex
industry lacking operational sophistication and with poor inter-connectedness between
its multiple components.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Comparison on key parameters: India vs. Global
Transportation & Logistics efficiency indicators

India

Global

Road Transportation
Average truck speed (in kmph)

30 – 40

60 – 80 (including China)

Four lane road length (in kms)

7,000

34,000 (China)

66,590

1,900,000

Average surface freight (in cents/ km)

~7

3.7 (Japan)

Average distance travelled by a truck per day
(in kms)

200

400

Airport waiting time – Exports (in hours)

50

12

Airport waiting time – Imports (in hours)

182

24

35 – 40%

20 – 25%

Turnaround time at ports (in hours)

84

7 (Hong Kong & Singapore)

Annual container handling capacity

8.4mn TEUs

60mn TEUs (China)

15

25-30

45,000 TEUs / hectare

170,000-220,000 TEUs / hectare

33

24 (China)

9 – 10%

57% (USA)

National highway length (in kms)

Air Transportation

Aviation turbine fuel as a % of operating cost
Ports & Sea Transportation

Containers handled per ship, per hour
(maximum)
Throughput density (maximum)
Warehousing
Average inventory days
Others

3PL share of logistics

Source: Cygnus Business Consulting & Research, KPMG analysis
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Limited by inefficiencies
It is estimated that India’s transportation and logistics bottlenecks hinder its GDP
growth by approximately1 2 percent. The complexity of the transportation & logistics
network is further exacerbated by the fact that the sector is highly fragmented, with
several small and mid-size players dispersed across multiple regional pockets, asset
types and services, and with few, if any, players in India able to offer true end-to-end
services to their customers.

Fragmented Sector

Source: Company Websites, Financial Statements, Industry Discussions, KPMG Analysis (2010)”

1 Industry discussions (2010)
© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Also, in many key logistics-intensive sectors — such as agriculture, food processing,
oil and gas, engineering, consumer products, retail, metals and textiles — the
source and destination points for cargo are distant and often located in regions with
poor access by any mode of transportation. Tied into this is the inefficiency caused
by an unfavourable modal mix, with a majority share held by road freight.

Sub-optimal Modal Mix
Modal mix

Source: IDBI Capital’s Railways Sector report 2010, KPMG Analysis

Compounding the existing inefficiencies related to modal mix, the planned
investments going forward clearly depict an undesirable inclination towards thrust
on freight movement by road.

Projected Modal Share vs. Investment Matrix

Source: Crisil’s Opinion 2010 and Indian Infrastructure 2009 report, KPMG Analysis
© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Further, even though the National Highways constitute a meagre 2 percent of the
overall road network, they carry close to about 40 percent of the total road freight.
The pressure on such critical routes is likely to mount further considering the fact
that a major chunk of the planned investments till 2014 is likely to go to the state
roads.

Estimated Split of Road Investments

Source: Crisil’s Indian Infrastructure 2009, KPMG Analysis, Industry Discussions (2010)

Another area of critical but inefficient infrastructure is ports. Most of the Indian
ports are operating beyond 100 percent utilisation, against an optimal utilisation
benchmark of 80 percent. This results in congestion within the port and pressure on
the evacuation infrastructure leading to bottlenecks through the logistics chain.

Overstretched infrastructure
Capacity Utilisation of Select Ports

Note: FY’10 (E) data has been estimated.
Source: IPA, Indiastat.com, KPMG analysis

Even as significant investments have been earmarked for the port sector, execution
has not kept pace with plans as a result of which, new investments and project
completion under the National Maritime Development Programme (NMDP) have
been lagging behind schedule. This scenario may further reduce the efficiency of
the existing and upcoming ports and hence hinder the planned growth of the Indian
maritime sector and, in turn, trade.
© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Status of Project Completion and Investments under NMDP

Note: Chennai projects and investments include those for Tuticorin and Ennore
Source: Crisil’s State of the Industry report 2010, KPMG Analysis

Sub-optimal quality of logistics services
Apart from infrastructural bottlenecks, sub-optimal quality of logistics services
contributes to lower productivity, higher cost and a higher turnaround time. A highly
fragmented market, low share of Third Party Logistics (3PL) service providers and
low penetration of technology are some of the indicators determining the quality of
the available services

Warehousing – Too few, too small
Warehousing in India has traditionally been lacking optimal size, adequate
ventilation and lighting, racking systems, proper hygiene conditions and inventory
management or technology solutions such as Warehouse Management Systems
(WMS). Although modern warehouses have begun to develop across the country,
there is still a significant growth story that remains to be played out in the global
context.

Warehousing: India versus the world
Comparative Analysis of Key Variables in Warehousing Space
Parameters

India

China

USA

Market Maturity
(Fragmentation by contribution
of key players to the total
industry cost)

• Unorganized, fragmented
warehousing industry

• Highly fragmented, top 20
companies contribute to
7% of revenue

• 20 largest companies
control less than 30
percent of the market

• Centralisation of warehouses

• Godowns with approximate • Market is fragmented
size of <10,000 sq.ft
in terms of operator’s
geographical presence
• Multiple warehouses, one
in every state
• Average level of

• Infrastructure

• Poor infrastructure

Warehouse Infrastructure:
• Size

• High pilferage and loss

• Warehousing companies
operate a single facility of
200,000 sq ft

infrastructure with small
godowns

• Excellent infrastructure

Value Added Services

5

2

3

Level of outsourcing

5

5

3

Skilled Labour

• Labour available but with
poor training

• Labour available but with
poor training

• Highly skilled trained
labour

Technology used

5

2

3

Consolidation:
Level of usage of Large scale
logistics parks and Free Trade &
Warehousing Zones

5

2

4

Source: KPMG in Hong Kong Report on Transport in China (2008), Industry Discussions”

4 Very poor 5 Poor

2 Neutral

3 Good 0 Excellent
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3PL: Yet to evolve fully
The role of 3PL in the Indian logistics services is in the early stages of evolution.
Compared to their global counterparts, Indian customers are yet to witness end-toend management of transportation & logistics services by the third-party service
providers. For instance, Japan leads the key economies in terms of contribution of
3PL to overall logistics activity.

Upside for 3PL in India

Source: Indiastat Database, KPMG Analysis

The above inefficiencies – infrastructural and operational – in the transportation &
logistics sector in India are leading to the emergence of new business models and
paradigms further accentuating the role of investors and entrepreneurs focused on
this sector.

Emerging Business Models and Paradigms

Source: KPMG Analysis

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Evolution of key segments
The Indian transportation & logistics sector appears to be
undergoing an inflection in its evolution trajectory. While the
historic past has witnessed complications and inefficiencies,
the foreseeable future appears promising on account of
sizeable increase in investments (both public and private),
a stronger focus on scale development including through
consolidation, developing openness towards technology and
stakeholders, both on supply and demand sides, increasingly
educated and attentive towards addressing inefficiencies
through the system.
However, for investors to identify specific opportunities, a
deeper understanding of the key segments within the overall
transportation and logistics value chain is critical.
Logistics in India involves a complex chain of activities, spread
across multiple modes of transportation and infrastructure
points.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

Transportation & Logistics Sector Value Chain

Source: Industry discussions (2009), KPMG Analysis
© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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The transportation sector in India is still dominated by the road segment, and the
decades-old Full Truck Load (FTL) industry has only begun to evolve. Over the past
10 years, stung by unchanging industry fragmentation, steadily declining profitability
and changing customer needs, FTL players have veered toward new transportation
business segments such as container rail transportation, Less Than Truck Load (LTL)
movement, project logistics, warehousing, 3PL and cold chain.
Similarly, the modern warehousing industry has only started to evolve in the last
few years, with a noticeable acceleration in the quality of supply against rapidly
rising demand. Legacy warehouses have mostly been basic structures or sheds,
and are gradually evolving to world-class standards, with taller designs, modular
racking systems, palletization and the usage of automation and information
technology.
The services side of transportation & logistics is also evolving from freight
forwarding dominance to more evolved plays such as Third and Fourth Party
Logistics (3PL / 4PL), whereby transportation & logistics service providers are
promising customers end-to-end cargo management capabilities, while they
attempt to establish asset ownership in key parts of the cargo value chain.
On the transportation infrastructure side, smart strides have been made, especially
in the last decade, in the development of overall transportation handling capacity
and attracting private participation and investment in infrastructure including ports,
roads and railways. The positive effects of these investments are becoming evident
with the quadrupling of India’s port capacity, additions to and upgradation of road
and rail capacity and services and global shipping connectivity. At the same time,
lack of an integrated and visionary master plan, seamlessness across transportation
modes and underdevelopment of high potential sectors including coastal shipping
and inland waterways are some of the many caveats that accompany this relatively
successful run.
Given this massive need to upgrade infrastructure and know-how, Indian
transportation & logistics companies are increasingly looking at investments from
and partnerships with leading players, domestic and overseas, and have also been
accessing routes of private equity, public markets and M&A for growth funding.
This presents an excellent opportunity for investors and operators to evaluate
opportunities in the Indian transportation & logistics industry.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Evolution of the roads sector
Roads - The key mode of transport

Source: Crisil’s Roads and Highways Annual Review (2009), KPMG Analysis

The most important mode of transportation in India is road, and this dominance
arises from decades of poor supporting infrastructure development on the rail,
coastal, pipeline and air transportation side. Despite having one of the world’s
largest rail networks, India’s share of cargo transported by rail has declined
steadily as discussed in the previous section. It is due to the poor quality of service
(including last mile access solutions) driven largely by the historic monopoly of the
government and the resultant overbearing focus on passenger services as well
as massive investments in road highway projects over the past six decades that
have helped position roads as the most significant, even if suboptimal, means of
transportation.
Despite the recent privatization of the container rail industry, road transportation
continues to grow and gain share from rail — albeit at a slower pace.

Primary Freight Movement Through Road

Source: Crisil’s Roads and Highways Annual Review (2009), KPMG Analysis
Note: BTKM – Billion Tonne Kilometre
© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.
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Despite this growth, the road transportation sector faces many challenges. The
industry is highly fragmented, and with low entry barriers, it has seen significant
commoditization leading to intense competition among truckers who find their
realizations and margins continuing to be squeezed progressively.

Truck Ownership Structure

Source: Crisil’s Roads and Highways Annual Review (2009)

Threats Faced by Road Transportation

Source: KPMG Analysis

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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These challenges have led road transporters to adopt various de-risking strategies,
and this creates an opportunity for investors and operators to invest in and/or
partner with leading road transportation companies on this transformation journey.

Key Trends in Road Sector

Source: KPMG Analysis

Transforming a leading transportation company: A case in point
Situation
XYZ is one of the largest cargo transportation companies in Asia and handles over
5.5 million tonnes of cargo annually. The company operates a fleet of over 3,000
trucks, moving 15,000 consignments daily, and has a client base of 150,000, which
includes a number of top 500 Indian companies.
Complication
XYZ was faced with declining margins in its traditional FTL business and despite
its scale and customer relationships, it was unable to resolve this problem.
The company faced intense competition from both large FTL competitors who
constantly negotiated bargains with their larger customers to wean away those
accounts, and from smaller fleet owners whose lower-cost structures and scant
regard for regulations allowed them to undercut prices to smaller and mid-tier
customers.
Resolution
XYZ diversified into other segments of logistics which offered higher margins as
well as better control over cargo, leading to improved customer stickiness. The
company moved into the express transportation & logistics segment and offered
single window, time-bound, door-to-door distribution services to LTL customers
across India. It also ventured into 3PL supply chain solutions, with a focus on key
industries, such as automotive, retail, telecom and pharmaceuticals — this allowed
XYZ to offer solutions to customers rather than just services. Further, the company
set up a global freight forwarding and customs clearing presence — with branches
across India and key international locations — and this helped the company
originate cargo more effectively. XYZ was also one of the first entrants into the
small but highly profitable businesses of cold chain and coastal shipping in India. The
company’s transformation was supported by selective acquisitions across these
new business segments and selective tie-ups with global partners — including a
leading Japanese conglomerate.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Evolution of the ports sector
While roads continue to remain the dominant mode of
transportation for domestic freight movement in India,
maritime transportation is yet to realise its full potential with
respect to ports, coastal transportation and inland waterway
connectivity.
The over-7000 km long Indian coastline has 12 major ports
and about 187 minor ports. Historically, port infrastructure in
India, both in terms of capacity and efficiency, has been below
par in comparison to its international counterparts in APAC or
the West. However, post the liberalisation and globalisation
of the Indian Economy, the government of India has been
increasingly seeking active participation of hitherto untouched
players – the private sector – which consists of developers,
investors and operators. Regulatory changes promoting
PPP –based privatisation of berths/terminals at major ports
and Greenfield investments in minor ports have resulted in
capacity addition and better operational efficiency.
Despite such improvements, the Indian port suffers from poor
productivity on several key indicators including a worsening
average turn around time (TAT) due to congested waterside
capacity across several ports but especially evacuation
limitations in most major ports in India.

Major ports - Trends in Capacity

Source: Crisil’s State of the Industry Report, 2010; KPMG Analysis

Major ports - Traffic and Utilisation

Source: Crisil’s State of the Industry Report, 2010; KPMG Analysis
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Given capacity expansion limitations within major ports, focus has increasingly
shifted towards development of private greenfield ports or expansion of minor
ports mainly in the west and south east of India. The state of Gujarat leads the
pack consistently retaining over three-fourth majority share on account of highest
number of operational minor ports and business-friendly regulatory environment.

Minor ports - Traffic Scenario

Source: Crisil’s State of the Industry report 2010, KPMG Analysis

From a ports company to an integrated logistics infrastructure and services
company – A case in point
Situation
PQR is one of the largest port development and operating companies in India
with multiple ports and terminals in operation and under development across the
country. The company has made significant investments in developing world class
cargo handling facilities for containers, liquids, break bulk, bulk and most other kinds
of commodities, both on a Greenfield and PPP basis.
Complication
Significant volatility in global trade and resultant shipping volume as well as
competitive pressures have prevented PQR to enjoy high levels of utilisation,
especially in certain key cargo types like containers. This low utilisation is leading
to slower than expected returns on investment NCR forms a significant cargo
hinterland for PQR’s ports and this cargo gets split between multiple ports through
different rail and road corridors depending on competitive positioning of varying
products offered by shipping lines, freight forwarders, rail operators and logistics
service providers, negatively affecting volume for the port.
Resolution
PQR made significant investments in creating backward and integrated linkages
connecting its ports to key hinterland markets thereby diversifying into other
segments of port related infrastructure and services including own rail operations
and inland container depots. These businesses have the potential to offer higher
margins as well as secure control over cargo at its point of origin leading to
improved customer stickiness. This, in turn, has led to higher utilisation of its
services and infrastructure across the transportation value chain including its ports.
In addition, PQR offered and executed customised and innovative transportation
solutions especially for large automobile and commodities companies integrating
multiple modes of transport pivoted around the use of its ports and terminals. For
instance, it partnered with a large automobile manufacturer with its production
facility located in NCR to transport its cars on rail and road to its ports in west
India and facilitated onward distribution of cargo, whether export or domestic
distribution, through deep sea and coastal shipping.

© 2010 KPMG, an Indian Partnership and a member firm of the KPMG network of independent member firms
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Evolution of the warehousing sector
Evolution of warehousing sector
Conventionally, warehousing in India has been marred by very low penetration
of automation, technology and other efficiency-enabling facilities. Its highly
fragmented nature has prevented optimal space utilisation and the much needed
infrastructural investments. As high as 92 percent (of the overall 433 mn sq. ft.) of
the Indian warehousing industry is unorganised, characterised by medium to low
quality infrastructure and services.

Structure of Indian Warehousing Industry

Source: KPMG Analysis
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The industry is experiencing a number of supply and demand side changes,
including the following:
Resurgence of the Indian economy and demand-supply gap – after a subdued
two years, India is again witnessing a surge in the need for storage space.
According to KPMG estimates, an additional 120 million square feet of warehousing
space is needed by 2012 to bridge the demand-supply gap (after accounting for
announced projects), and this translates to a massive opportunity for investors and
operators.

Transformation of Indian Warehousing industry

Source: Company Reports for Arshiya, MJ Logistics, DRS Warehousing Corp and others, C&W Report - Logistics
Industry: Real Estate’s New Powerhouse (2008), KPMG Analysis

Implementation of goods and service tax – currently, owing to multiple and
differential state-level taxes, companies in India have set up multiple warehouses,
often one per state (to minimize intra-state movements and associated taxation),
servicing various parts of the country. This is highly inefficient and leads to higher
unit and inventory-carrying costs. The Indian government plans to introduce a
uniform Goods and Service Tax (GST), which is expected to level these state taxes
and obviate the need for multiple warehouses. As a result, there is expected to
be a significant reorganization of warehousing space in India, with large hubs
being developed in key locations, coupled with smaller spoke warehouses nearer
to production and consumption centers. This reorganization is likely to lead to
significant investments in modern warehousing infrastructure and is expected to
be the largest driver of growth in the warehousing industry since the past several
decades. Several leading companies and logistics services providers have already
set up these large warehouses, but many more are in desperate need of capital and
know-how from investors and operators to capitalize on the opportunity.
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Impact of GST implementation

Source: KPMG analysis

Development of infrastructure – the development of key infrastructure projects
related to ports, highway and rail projects — such as the Golden Quadrilateral
project, North-South-East-West project and the Dedicated Freight Corridor project
— is expected to result in the creation of new warehousing hubs aligned to these
infrastructure corridors.

Key infrastructure points

Source: KPMG analysis
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Emergence of new storage models – several players in India have announced
next-generation storage models such as Multi Modal Logistics Parks (MMLP),
Mega Food Parks (MFP) and Free Trade Warehousing Zones (FTWZs). These largescale projects are expected to significantly improve the quality of warehousing and
storage space in the country, while allowing customers to reduce costs through
economies of scale, government incentives and optimal usage of multiple modes of
transportation.

Warehousing to warehousing ++: A Case in Point
Situation
ABC is a 20 year-old logistics company and started with the business of relocation
services. It thereafter expanded into the transportation business through an
acquisition and also began offering 3PL services. The company, with 850 trucks, has
a turnover of USD100 million and is growing 20 – 25 percent per annum.
Complication
ABC was constrained by the lack of quality warehousing facilities in key locations
across India, to support its core transportation and 3PL business. This led to poor
storage services being offered to customers which reduced their stickiness to ABC.
Resolution
ABC realized that the only way to become an integrated logistics player was to
invest in warehousing assets themselves. Using Special Purpose Vehicle (SPV)
structures, ABC separated the warehousing asset business from the services
business. Through each SPV, ABC set up warehouses in key regions, often with
the help of private equity funding. The company initially set up 1 million square
feet of warehousing space across four prime locations in North India at a capital
expenditure of USD 50 million with private equity backing from a leading global
fund. The company is currently planning to double its warehousing capacity in North
India with a proposed investment of USD 50 million to expand into more locations.
Recently, ABC also set up another SPV which will invest USD 70 million to add 2
million square feet of warehousing space across three locations in South India. The
company is expected to get private equity funding for this SPV soon.
With a planned footprint of 4 – 5 million square feet, ABC is today one of the largest
modern warehousing players in India. Its warehouses have features, such as racking
systems, temperature control, fire and seismic resistance, leak proof structures,
water harvesting, round-the-clock security, adequate office space and integrated
retail operations. Currently, the company services leading clients across industries
— such as retail, consumer products, chemicals and petrochemicals.
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Evolution of the 3PL sector
A new logistics services paradigm for India
The Indian 3PL market is estimated to grow rapidly, as customers increase the
level of outsourcing, encouraged by the ability of 3PL companies to provide quality
services.

The evolution project tree

Source: Indiastat Database, KPMG Analysis

The penetration of 3PL and the propensity of customers to outsource have been
most pronounced in transportation, followed by warehousing, as these have
been historically easy-to-implement point solutions that most service providers
can readily offer to customers. Customers still retain in-house the highest valueadding activities, such as production process alignment, invoicing and spare parts
management, as 3PL vendors often lack the capabilities to deliver full supply chain
solutions. Recently, some 3PL vendors have begun offering customers limited
value added services centered around transportation and warehousing — such
as packaging solutions within warehouses, tertiary transportation, production line
feeding, spare parts testing and minor repairs.
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Propensity to outsource to 3PL

Source: : Managing 3PL relations, B.S. Sahay, Int. J. Integrated Supply Management, Vol. 2, Nos. 1/2, 2006

However, this level of 3PL activity has been limited to only a few industries — such
as auto, IT hardware, telecom and infrastructure equipment — with adoption across
other mainstream industries such as consumer products being restricted due to
limitations in the customers’ ability or willingness to pay and the lack of vendors’
ability to offer service levels at such expected prices.

Attractive Segments for 3PL

Size of the bubble indicates the logistics spend for that segment (not to scale)
Source: KPMG Analysis
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As companies increasingly focus on costs and asset returns, while focusing on their
core business and building customer-centric business models, the share of 3PL is
expected to rise further.
From a 3PL service provider’s perspective, there are several critical success factors
to be considered while offering end-to-end industry focused solutions to customers,
and many of these can be delivered only with the assistance of domain experts.

Critical Success Factors for 3PL Vendors
Relationships

• Long term contracts with customers ensure regular and predictable volumes
• Cross-referrals from customers in the same industry a key value driver

Industry
specific
value-added
solutions

• 3PL is hinged around offering industry-custom supply chain solutions, e.g. testing / inspection / line
feeding for auto, reverse logistics for retail

Manpower

• Availability of skilled manpower – both management and operational – is a key constraint for the 3PL
industry, and acquiring / retaining talent is a critical differentiator

• The ability to help customers re-engineer their supply chain, differentiates one 3PL from another, e.g.
helping customers migrate from road to rail, project logistics management

• Key personnel also bring customer relationships and industry-specific logistics know-how to
organizations, which is highly coveted
Ownership /
control over
assets

• End-to-end control over cargo is critical in qualifying as a 3PL company, and many 3PL players are
beginning to own assets such as trailers and warehouses, to ensure this

Systems and
processes

• Effective processes are needed to tightly control operations, e.g. backhaul management and route
optimization

• Developing relationships with key value chain partners such as freight forwarders, domestically and
internationally, is necessary in giving customers comfort to outsource

• Coupled with this, customers are increasingly demanding technology enablement in 3PL solutions, e.g.
GPS, RFID and real-time cargo updates
Efficient
operations

• Service levels are critical for 3PL providers, when attempting to wean away customers from
unorganized logistics segments such as trucking and ‘godown’ storage, e.g. timely pick-up and delivery,
hygienic warehouses, call centre management

Source: KPMG Analysis

3PL powered growth: A case in point
Situation
PQR started business as a mid-size regional FTL company several decades ago. The
company currently has a fleet of over 100 owned and leased trucks and is focusing
on the automotive sector.
Complication
Driven by the need to maintain or marginally grow vehicle prices, while facing
significant price increases on the component side, Indian automotive companies
began squeezing logistics vendor margins in order to control their own profitability.
Automotive companies also began dissociating various parts of the value chain —
be it transportation, storage or services — and offering these to multiple vendors,
often on a lowest cost basis. PQRs inability to invest in assets, on the back of this
uncertain demand, also affected their growth. As a result, the company started
losing business to smaller, unorganized players.
Resolution
PQR decided to focus on a two-pronged strategy to win back and retain customers.
Firstly, the company began following an asset light model, whereby it leased trucks
and warehouses on short-term contracts, which helped it avoid spot rate variations
while allowing it the leverage to grow supply in conjunction with demand. PQR
followed this up with back-to-back matching duration contracts with key customers,
while passing on some of the price gains from sourcing.
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Secondly, the company decided to add warehousing and services to its portfolio.
It leased a handful of warehouses near automotive clusters and began performing
basic value-addition activities in these warehouses — such as component
unpacking, testing, minor repairs, packing, loading and direct line feeding to the
plant — which improved customer stickiness, differentiated it from point service
providers and helped it improve its margins significantly (at times, two or three
times its margins on the transportation side).
Currently, PQR is positioned as an automotive 3PL player, with a predominantly
asset light scalable model. The company has significantly higher profitability than
many of its FTL peers, and serves some of India’s leading automotive clients who
have been its steady customers for the past two years.

Emerging investment
themes and opportunities
It is apparent that transportation and logistics industry is a constellation of several
large sub-industries with widely varying market sizes, growth drivers, margin levels,
risks and returns potential. It is also evident from the real life case studies discussed
in the last section that each sub-industry has complications or challenges peculiar
to itself, however with a red thread going through its resolutions in the form of
investment.
The need to reinvent transportation and logistics business models is expected to
lead to significant investment opportunities in the industry, across infrastructure,
transportation and services. However, there may be growth opportunities in
segments that are seemingly less attractive, if new business models and niches
can be created. For example, in the courier services segment, logistics companies
could look at human organ transportation services, or in the inland container depot
segment, companies could set up multiple user rail linked terminals or in the
coastal shipping sector, operators could consider connecting key production and
consumption centres along India’s coastline with vessels offering an alternative
to road and rail. Significant opportunities exist across every segment of the Indian
transportation and logistics industry as demonstrated by the fact that several
international logistics companies have entered the Indian market, most international
port operators are operating terminals across the coastline and private equity
investors have made investments across infrastructure and services categories and
across stages of nascence, growth, maturity or decline.
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Role of Investors
Strategic imperative

Capital-driven value-addition opportunities

Example segments
• 4PL

• Bringing in know-how from foreign markets
CREATING THE
SEGMENT

• Showcasing proof of concept to customers and building
awareness on the back of a strong global brand

• Logistics parks and FTWZs
• Air cargo complexes
• Shipbuilding and shipyards

GROWING THE
SEGMENT

CHANGING
PARADIGMS IN
MATURE
SEGMENTS

TRANSFORMING
STAGNANT OR
DECLINING
SEGMENTS

• Introducing processes to enable an efficient scale-up

• 3PL

• Developing business plans for expansion

• Modern warehousing

• Sensible capital allocation

• Project logistics

• Providing human resource and management bandwidth

• Cold chain

• Improving automation and technology adoption

• Container freight stations

• Migrating existing services to new industry segments

• Courier services

• Access to new geographies or customers

• Offshore logistics

• Streamlining operations

• Ports

• Acquiring leading market players and leveraging their
existing capabilities for market access or to expand into
adjacent business segments

• Freight forwarding

• Process improvement

• Shipping

• Cost and profitability management

• NVOCC

• FTL trucking

• Divestment or asset lightening
Source: KPMG Analysis

However, not all the segments of the Indian transportation & logistics sector
have witnessed an equal or comparable level of investor activity with most action
concentrated in land-linked or asset-intensive areas as opposed to asset-light or
services-focused businesses.
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Investor Activity

Source: Mergermarket Database, Deal Curry, VC Circle, KPMG Analysis (2010)

Significant variance in investor interest across different kinds of plays is a function
of a significantly varying capital drivers, upsides and risks. A comparison of returns
on capital expected from different segments is a good indicator of these relative
upsides and risks.

Return on Capital Employed (ROCE) of Select Players

Source: Bloomberg, KPMG Analysis

The wide variations in the ROCEs of select companies from the sector indicate the
varying attractiveness of possible investment opportunities but also volatility in their
attractiveness levels leading to significant interest in the private investor community
and scores of investments across segments and times.
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Private equity, mergers &
acquisitions in the industry
Transportation and logistics in India has attracted significant private equity
investments since early this decade totaling to more than INR 67 bn over 80 deals.

Private Equity Deals

Note: Average deal value is based on deals whose values were available. The graph does not exhaustively represent PE
deals since 2006.
* Information for 2010 is updated till October 2010
Source: Ventureintelligence, VC Circle, KPMG analysis

In terms of the number of deals, investments in the sector peaked in 2007 followed
by a relative decline in the following years alongside a global recession. However,
private equity interest in the sector in recent months has been unprecedented.
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Date

Sector

Target

Investor

Jun-08

Logistics

Seaways Shipping

IDFC PE

Jul-08

Port Management

Ocean Sparkle

IFC

Jul-08

Aviation

SpiceJet

Aug-08

Port

Nov-08

Amount
(INR Mn)

Stage

1,270

Late

460

Late

WL Ross

3,505

PIPE

Krishnapatnam Port

3i

7,053

Late

Container Freight
Station

Sattva Business Group SPV

Eredene Capital

350

Growth

Dec-08

Logistics

Venkatesh Logistics

Wayzata Investment
Partners

182

Growth

Feb-09

Courier

Elbee Express

Clearstone, Granite Hill

342

Late

Apr-09

Rail Freight

Inlogistics

India Value Fund

1,954

Buyout

Nov-09

Rail Freight

Gateway Rail Freight

Blackstone

3,126

Late

Mar-10

Port

Karaikal Port

IDFC Project Equity

1,518

Growth

Mar-10

Logistics

Reverse Logistics

Sherpalo Ventures, KPCB,
Reliance Venture

Apr-10

Aviation

SpiceJet

Jun-10

Port

Jul-10

Sep-10

368

Early

Goldman Sachs

92

PIPE

Ennore Container
Terminal

Eredene Capital

1,587

Early

Port Management

Ocean Sparkle

Eredene Capital

506

Late

Cold Storage

Cold Star Logistics

Tuscan Ventures

299

Early

Note: The list is not exhaustive. For information on other deals, please refer to Annexure. ‘--‘ refers to lack of information availability.
Source: Ventureintelligence, VC Circle, KPMG analysis

However, actual deal activity does not represent this interest and enthusiasm well.
While part of the reason is a general sense of caution in a post-recessionary world,
the average deal size that the sector can absorb in one round, especially its services
segment, is about a third of the average ticket size of most funds. Also, investors
already invested in the sector often find their next potential investment conflicting
with the business plan of their existing portfolio, given the wider wish to be present
in additional related or unrelated segments within the industry.
Given limited scaled-up deal opportunities in the vanilla segments of the industry,
private equity money and the related independent guidance is helping the sector
push boundaries and innovate. The red thread through companies such as
Reverse Logistics Co, Ocean Sparkle, Deccan 360, Caravel Logistics, Karaikal Port
and Snowman is that even though these companies range from being reverse
logistics experts to a specialized ports services provider, a dedicated domestic air
freight carrier or a coastal shipping company to a modern distribution company
for temperature sensitive products, they all offer new age services or serve new
markets.
Expectedly, exits, though only a few so far, are gaining momentum alongside a
market revival.
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Deal
Amount
(INR Mn)

Deal
Date

Segment

Target

Investors

Type

Feb-07

Logistics (IT
Products)

Redington India

ChrysCapital

IPO

Mar-07

Logistics

Gateway Distriparks

ICICI Venture

Public Market Sale

Apr-07

Shipyard

ABG Shipyard

NYLIM India

Public Market Sale

Feb-08

Road
Infrastructure

IRB Infrastructure
Developers

Goldman Sachs,
Deutsche Bank,
Merrill Lynch

Mar-09

Port

Mundra Port & SEZ

3i

Public Market Sale

May-09

Aviation
(Airport)

Delhi International
Airport

IDFC PE

Buyback

Sep-09

Logistics

Transafe Services

ICICI Venture

Strategic Sale

Sep-09

Shipyard

Pipavav Shipyard

Trinity Capital,
NYLIM India, 2i
Capital

IPO

Mar-10

Road
Infrastructure

IL&FS Transportation
Networks (ITNL)

Trinity Capital

--

421

--

Mar-10

Road
Infrastructure

IL&FS Transportation
Networks (ITNL)

Goldman Sachs

--

786

--

Jun-10

Aviation (Low
Cost airline)

SpiceJet

WL Ross

Strategic Sale

Jul-10

Port services

Ocean Sparkle

BTS

Secondary Sale

IPO

Aug-10

Port

Gujarat Pipavav Port

IIML, IDFC PE,
NYLIM India,
AMP Capital,
IDFC Project
Equity

Sep-10

Freight &
Logistics

PL Shipping and
Logistics

Paracor India
Investments

1,475

--

285
177
2,481

1,533

1,432
--

4,965

5,866

508

5,035

--

--

Acquirer
----

--

-GMR
Infrastructure
Balmer LawrieVan Leer
--

KAL Airways

Eredene Capital

--

--

Note: * Information is updated till upto October 2010; the list is not exhaustive

--

refers to lack of information availability.

Source: Ventureintelligence, KPMG analysis
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Mergers & Acquisitions – Gaining ground
The highly unorganized nature of the Indian transportation & logistics sector offers
immense potential for consolidation in the form of mergers and acquisitions.
Favorable regulatory policies and increasing exposure to globally-proved benefits
of sector consolidation have resulted in a wave of M&As – both domestic and
international. This is expected to continue.

Merger & Acquisition Deals

Note: Average deal value is based on deals whose values were available. The graph does not exhaustively represent PE
deals since 2006. * Information for 2010 is updated till October 2010
Source: Ventureintelligence, VC Circle, KPMG analysis

Date

Segment

Target

Acquirer

Jan-06

Aviation

Air Sahara

Jet Airways

22,655

Jul-06

Logistics

Dilip Road Lines

DRS Group

27

98

Sep-06

Surface Transport

Patel Roadways

Reliance Capital

1,477

--

Mar-07

Shipyard

Tebma Shipyard

ICICI Venture

992

53

Apr-07

Aviation

Air Sahara

Jet Airways

13,728

--

Aug-07

Cold Logistics

Kausar India

Gati

289

53

Aug-07

Logistics

Seaport Container Terminal

Apollo Tyres Group

207

100

Aug-07

Aviation

Air Deccan

Kingfisher Airlines

10,048

--

Feb-09

Logistics

Gateway East India

Gateway Distriparks

49

26

Apr-09

Cold Logistics

Kausar India

Gati

--

26

Dec-09

Port

Indira Container Terminal

Gammon Infrastructure
Projects

--

24

Mar-10

Shipyard

Pipavav Shipyard

SKIL Infrastructure

6,577

20

Jun-10

Aviation

SpiceJet

KAL Airways

7,358

--

Sep-10

Logistics

Nov-10

Logistics

Star Distribution Logistics

Sical Logistics

Aqua Logistics
Coffee Day Resorts
Pvt Ltd. (Tanglin Retail
Realty Developments)

Amount (INR Mn)

138

1,536

Stake
--

60

36

Note: The list is not exhaustive. For information on other deals, please refer to Annexure. ‘--‘ refers to lack of information availability.
Source: Ventureintelligence, VCcircle, KPMG analysis
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Particularly for foreign private investors and operators, M&A has been a popular
route of entry into the Indian transportation & logistics sector. Over the past few
years, several leading global companies have established a presence in the country
through acquisitions of both regional and pan-India transportation & logistics
companies.

Select Inbound M&A Deals
Date

Sector

Target

Acquirer

Amount (INR Mn)

Aug-06

Freight Forwarding

Eastern Logistics

Phoenix International
Freight Services

--

--

Sep-06

Surface Transport

Associated Road Carriers
India

TNT

--

--

Nov-06

Courier

Prakash Air Freight

FedEx

May-07

Logistics

JI Logistics

Nippon Express
Company

--

51

Jan-08

Courier

Continental Air Express

GeoPost
Intercontinental

44

60

Jan-09

Logistics

Nippon Express India

Nippon Express
Company

293

30

May-09

Logistics

BIC Logistics

Toll Holdings

--

40

May-10

Logistics

Flyjac Logistics

Hitachi Transport
Systems

Sep-10

Freight and logistics
services

PL Shipping & Logistics

M+R Spedag Group

--

--

Nov-10

Logistics

AFL

FedEx

--

--

1,359

2,621

Stake

--

100

Note: The list is not exhaustive. ‘--‘ refers to lack of information availability.
Source: Ventureintelligence, VCcircle, KPMG analysis

Similarly, several Indian companies, in a bid to offer wider service coverage, have
acquired companies abroad.
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Select outbound M&A deals
Date

Sector

Target

Acquirer

Amount (INR Mn)

Stake

Jun-06

Freight Forwarding
(NVOCC)

ECU Line NV

Allcargo Global
Logistics

--

Oct-06

Logistics (Offshore
Exploration)

Bergen Offshore Logistics

Sical Logistics

4,395

Sep-07

Logistics

Haytrans

Shreyas Shipping &
Logistics

--

Oct-07

Freight Forwarding

Shenzen Dida Logistics

Direct Logistics India

--

100

Nov-09

Logistics

Multipart Holding

TVS Logistics

--

100

Mar-10

Logistics

AGI Logistics

Aqua Logistics

--

60

Mar-10

Logistics

CIT Logistics

Aqua Logistics

--

60

Mar-10

Logistics

TAG logistics

Aqua Logistics

--

60

Oct-10

Freight-forwarding

Undisclosed

Allcargo Global
Logistics

1,012

75

Oct-10

Freight-forwarding

Undisclosed

Allcargo Global
Logistics

1,012

100

50
--

51

While attractive, PE investments and M&A transactions in this environment but
especially in the asset light businesses are often risky; and investors and operators
should seek to conduct detailed due diligence studies — including commercial,
financial, tax, legal, environmental and promoter diligences — prior to investing or
partnering. Private equity investors and M&A seekers have experienced several
of the below challenges when evaluating a target in the Indian transportation and
logistics sector.

Challenges for PE and M&A Players

Source: KPMG Analysis

Overall, PE and M&A activity is providing the sector, notorious for under investment,
with organised capital towards achieving a world class infrastructure platform and
supporting greater sophistication in services.
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Evaluating a target
Also, the evaluation process by investors and operators towards an investment in
the Indian transportation and logistics space shall comprise the following:
Understanding the Indian transportation & logistics sector — Transportation &
logistics in India is a collection of dozens of sub-segments, some of which are very
attractive and some of which are not. Interested parties need to understand the
fundamental attractiveness of and opportunity in various sectors — in terms of:
• Size and growth prospects
• Sustainability of growth drivers
• Regulations, tax policies and incentives available
• Profitability of the segment
• Returns on investment
• Competitive intensity
• Ability of customers to pay and accept better quality of services
• Potential to differentiate services and products and gain market share
Developing an India market expansion strategy — based on the attractiveness of
the segment(s) studied, investors and operators need to develop a focused strategy
to play in the Indian market. This includes some of the following considerations:
• Customer segments to focus on
• Products and services planned currently
• Synergistic products and services planned for future towards an integrated
offering across the value chain
• Asset weight and operating model
• Execution road map
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Understanding the tax and regulatory aspects — players should evaluate the
appropriate operating model when evaluating the Indian transportation & logistics
sector. There are often regulatory approvals required and tax jurisdiction planning
that investors and operators need to do when evaluating an investment or
expansion in India.
Shortlisting, profiling and meeting partners, equity or operational — there are
hundreds of companies in the Indian transportation & logistics sector, operating
across one or multiple sub-segments, on either a regional or a pan-India basis, and
with marginal or leadership market positions. Only a fraction of these companies
are listed on Indian stock exchanges, and it is often a daunting task to find the
right target for investment or partner for a JV or acquisition. Cultural fit and a
personal rapport with promoters is often the differentiating factors between a
good partner and a difficult one. As we have discussed, M&A vastly simplifies the
market expansion process, but finding an appropriate partner is a critical step in this
direction
Carrying out detailed due diligence procedures — simply finding an investment
target or a partner is not enough. Carrying out appropriate due diligence procedures
is critical in evaluating whether that investment or partnership will truly add value.
Some of the typical issues evaluated by due diligence procedures include:
• Commercial Issues
- Many companies have commoditized offerings with declining or at-risk growth
or profitability
- Operations may not be streamlined or in line with leading industry practices
- M&A targets often inflate their business projections to arrive at attractive
valuations
• Financial and Tax Issues
- Transportation & logistics in India is often a cash intensive business and this
has led some companies to improperly account for this cash and understate or
overstate profits
- Assets such as trucks and warehouses may not be properly capitalized
- Quality of earnings is not strong and there may be one-off items that have
historically contributed to profits
- Promoters often have speculative real estate interests which supersede their
transportation & logistics interest and are often used to divert cash from core
businesses
- There may be instances where taxes have been avoided, or where significant
tax liabilities exist
• Legal Issues
- Some businesses and projects lack the appropriate land and environment
clearances, therefore running the risk of closure or penalties
- Business contracts often do not exist, or are not watertight
- There may be pending litigations or cases against the company or the
promoter
Valuation, negotiation and deal closure — many investment and expansion deals in
India fall apart on valuation differences, and investors and operators often appoint
neutral third-party advisors to prepare independent valuation reports or assist in
negotiations with targets. Closure on transactions requires obtaining requisite
regulatory and tax clearances.
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Regulatory & Policy infrastructure – Key risks a

The regulatory and policy environment in India for the
transportation & logistics sector has been continually evolving
with an inflection seen in post-liberalisation. Investors and
operators, including those from overseas are permitted
100 percent investment in most segments of the Indian
transportation and logistics sector. As a result, the wider
sector has been witness to significant investment, domestic
as well as foreign, in infrastructure as well as services across
ports, rail, roads, shipping, logistics and aviation. Historically,
foreign investors in the Indian logistics sector have entered
the market either by investing in greenfield core infrastructure
projects (such as a ports), setting up subsidiaries or joint
ventures in India, or through acquisitions. Partnering with or
acquiring an existing company offers international logistics
companies ready access to an existing network and customer
relationships, which are often hard to develop ground-up.

Further, with policy measures such as tonnage tax earlier
and the Goods and Services Tax (GST) and the Direct Tax
Code (DTC) now targeted at creating a globally competitive
business environment that is fiscal and operation friendly,
the Government of India is demonstrating its willingness to
be bold and ambitious with its policy affecting this critical
industry. Besides, there are other benefits to investors
such as tax breaks, grants and incentives when investing
in infrastructure and some key sub-sectors such as cold
storages, agricultural warehouses and free trade warehousing
zones (FTWZ).
However, like any industry, there are risks involved with
investing in the Indian transportation and logistics sector
across greenfield ventures, equity investments, acquisitions
or partnerships. Long gestation periods, the requirement for
multiple clearances and shifts in policy are some key risks.
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and incentives

Therefore it is important to have a granular understanding
of the benefits available to and the risks associated with
the segment in which the investment is targeted requiring
investors and operators to consider multiple questions:
• What are the regulatory risks faced by the sector? How
firm is the policy governing the sector?
• What kind of policy or fiscal reforms can the sector expect
in the short to medium term?
• What kind of governance standards and lapses typically
exist in the sector?

• What are the tax incentives available to investors in the
sector?
• How will the implementation of DTC and GST affect the
sector?
• What sort of tax or regulatory constraints can one expect if
the business model changes?
• Are there any restrictions on partnering with overseas
investors or operators in the sector?
This section of the white paper attempts to answer some of
the above questions.

• What are the direct and indirect tax considerations
determining profitability in the sector?
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Important tax and fiscal
provisions
Key fiscal incentives to investors and operators
The Indian government, with a view to attract investments in infrastructure and the
transportation and logistics sector, has introduced various tax incentives either in
the form of profit-linked incentives or capital-based deductions.
Some of the key incentives available to investors under the existing provisions of
Income Tax Act, 1961 include:

Sectors

Section under
the Act

Type of Activity

Port

80-IA

Any enterprise
• 100% of profits
carrying on the
and gains for any
business of
ten consecutive
developing or
assessment years
operating and
out of fifteen
maintaining
assessment years
or developing,
beginning from
operating and
the year in which
maintaining port
enterprise develops
or begins to operate
ports

Amount of Deduction 1

Direct Tax issues
• ‘Ports’ not defined – Entitlement of tax
holiday to Container Freight Stations (CFS)
and Inland Container Depots (ICD) not clear
• Whether tax holiday available to all persons
(including work contract) involved in
developing infrastructure facility
• Whether tax holiday available to port related
support Infrastructure
• Section 80IA provides for tax holiday in
relation to “ New” infrastructure facility.
Whether the following shall construe as
“new” infrastructure facility?
- additional berth/ terminal at existing ports
- upgradation/ modernization of existing
ports

Shipping

Presumptive
taxation
under section
172 or 44BB
for foreign
shipping
companies
and tonnage
tax scheme
for Indian
shipping
companies

Carriage of
passengers,
livestock,
mail or goods
through owned
ships or
chartered ships

Foreign Shipping
Companies

• Whether “regular” shipping companies to
comply with procedures under Section 172?

7.5% of freight earned
• Whether service tax treated as shipping
is deemed to be
profits for determining taxable income?
income of the company • Whether slot charter, space charter, joint
and taxed at applicable
charter considered as shipping operations?
rates
• Whether feeder / pooling arrangements
included under shipping operations?
Indian Shipping
Companies
Income determined
by multiplying daily
tonnage income with
number of days ship is
operated

• Whether inland haulage charges income
treated as profits from ‘international traffic’

1 Subject to fulfillment of other conditions
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Roads

Cold Chain
Facility

80-IA

35AD
Presumptive
taxation
under section
172 or 44BB
for foreign
shipping
companies
and tonnage
tax scheme
for Indian
shipping
companies

Warehouse
Facility

Any enterprise
carrying on the
business of
developing or
operating and
maintaining
or developing,
operating and
maintaining
road including
toll road or a
bridge

100% of profits
and gains for any
ten consecutive
assessment years out
of fifteen assessment
years beginning from
the year in which
enterprise develops or
begins to operate road
including toll road

Setting up
and operating
of cold chain
facilities on or
after April 1,
2009

100% deduction of
capital expenditure
incurred during the
year (other than
acquisition of land or
goodwill or financial
instruments)

Setting up and
operating a
warehousing
facility for the
storage of
agricultural
produce

Foreign Shipping
Companies

• Commencement of tax holiday for company
carrying out only operation and maintenance
• Availability of tax holiday during construction
/ development phase

• Whether the expenditure incurred on
new projects prior to 01.04.2010 would be
eligible for deduction u/s 35AD or only the
expenditure incurred after 01.04.2010 would
be eligible for deduction u/s 35AD
• Whether the subsequent capital expenditure
by the specified business would also be
eligible for deduction u/s 35AD? As in the
initial year capital cost would be allowable
as revenue expenditure but subsequent
additions to FA may not be eligible for this
benefit or in certain cases the unit may not
be made operational at one go but would be
in phased manner

7.5% of freight
earned is deemed
to be income of the
company and taxed at
applicable rates
Indian Shipping
Companies
Income determined
by multiplying daily
tonnage income with
number of days ship
is operated

SEZs

80IAB

Undertaking
engaged in
development of
an SEZ

100% deduction
of profits derived
from such business
for ten consecutive
assessment years
out of 15 years
beginning from
year in which SEZ is
notified by Central
Government
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Important regulatory provisions for international and domestic players
The last two decades have been witness to the entry of most of the global
transportation and logistics majors in India with entry models ranging from
own office set-ups, liaison offices, JVs, operational partnerships, public private
partnerships, mergers and acquisitions. Such investment models need to abide by
certain FDI regulations, as updated from time to time by the Government of India.
The Government of India has actively pursued policies to promote foreign direct
investment (FDI) into the Indian transportation & logistics sector. Investments can
be made by foreign companies into India, through two possible routes:
•

The Automatic Route — where foreign investors do not require any approval
from the Reserve Bank of India (RBI — India’s central bank) or the Government
of India for the investment

•

The Government Route — for all activities, which are not covered under the
Automatic Route, a prior approval of the Government of India, through the
Foreign Investment Promotion Board (FIPB), is required.

The table below summarizes the route permitted as well as the extent of FDI allowed in a particular sector:2
Type of Industry

Automatic/FIPB
approval route

% of FDI
permitted

Ports and Harbours

Automatic

100%

Restrictions/Conditions imposed
Allowed under the automatic route for :
• Leasing of existing assets of ports
• Construction/creation and maintenance of assets
such as container terminals, bulk / break bulk
/ multipurpose and specialized cargo berths,
warehousing, container freight stations, storage
facilities and tank farms, carnage / handling
equipment, setting up of captive power plants, dry
docking and ship repair facilities
• Leasing of equipment for port handling and leasing
of floating crafts
• Captive facilities for port-based industries

Courier services for carrying
packages, parcels and other items
which do not come within the
ambit of the Indian Post Office
Act, 1898

FIPB
Approval

100%

Storage and Warehousing
including warehousing of
agricultural products with
refrigeration (cold storage)

Automatic

100%

Allowed subject to existing laws, i.e. The Indian Post
Office Act 1898, and exclusion of activities relating to
the distribution of letters

2 Department of Industrial Policy and Promotion Ministry of Commerce and Industry Government of India Consolidated FDI Policy (Effective From April 1, 2010)
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Transport and Transport
Support Services

Automatic

100%

Allowed for:
• Pipeline transport, ocean and water transport,
inland water transport
• Transport Support Services:
(i) Support services to land transport like operation
of highway bridges, toll roads, and vehicular
tunnels.
(ii) Support services to water transport like operation
and maintenance of piers, loading and discharging
of vessels
(iii) Services incidental to transport, like cargo
handling incidental to land, water and air transport
(iv) Rental and leasing of motor vehicles without
operators, for passenger transport, freight and
refrigerated / cold transport
(v) Renting of transport equipment without
operators, of other transport equipment

Air Transport Services
• Scheduled Air Transport Service/
Domestic Scheduled Passenger
Airline
• Non-Scheduled Air Transport
Service/Non-Scheduled airlines,
Chartered airlines, and

Automatic

49% FDI

• Ground Handling ServicesAutomatic

49% FDI

Automatic

100%

• Cargo airlines
• Helicopter services / seaplane
services requiring Directorate
General of Civil Aviation (DGCA)
approval

FDI in on the automatic route up to 49% and on the
government route beyond 49% and up to 74%
FDI up to 74% and investment by non-resident
Indians (NRIs) up to 100% allowed. FDI under
the automatic route up to 49% and through the
government route beyond 49% and up to 74%. This
will be subject to sectoral regulations and security
clearances
• Maintenance and Repair organizations; flying
training institutes; and technical training institutions
- FDI up to 100% allowed on the automatic route

• FDI ceilings in other services
under the Civil Aviation sector
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Impact of key upcoming
fiscal reforms
Besides, it is noteworthy that the Indian government is planning the introduction of
a Direct Taxes Code (DTC) to be effective from April 1, 2012. As per a recent draft of
the DTC circulated for review, the incentives under DTC for key segments within
transportation and logistics are as under:
Sectors

Section under DTC

Incentive

Issues

Port

Section 318(2)
(o) and Schedule
Thirteenth

Expenditure based
deduction, i.e. capital
expenditure is allowed as
a deduction as against
profit based deduction
under the current
provisions.

• Shift of basis of taxation from profit based to expenditure
based. This may have major consequences for
companies which may have made huge investments in
the sectors and the projects are still in CWIP stage and
may not become operational before March 31, 2012

Assessee eligible
for deduction as on
April 1, 2012 would be
grandfathered under DTC
and eligible for profit
based deduction for the
unexpired period

• Section 318(2)(o) of DTC provides that profit based tax
incentives would be available for the balance years but
the profits are to be calculated in accordance with the
DTC. The change in profit computation mechanism
would lead to unintended results.
• Under the Act, undertaking claims depreciation under
section 32 of the Act. DTC provides that the profit
linked deduction would be allowed to existing SEZ
developer, but profits would be computed as per the
provisions of the DTC and that no capital expenditure
would be allowed. This creates anomaly with regards to
allowability of depreciation on the WDV carried forward
post the tax exemption period

Roads
Shipping

Presumptive
taxation under
Fourteenth
Schedule for
foreign shipping
companies
and tonnage
tax scheme for
Indian shipping
companies under
Tenth Schedule

Foreign Shipping
Foreign shipping companies
Companies
• Proposal seems to suggest shift in taxing the foreign
10% of the transportation
shipping companies from presumptive to actual basis.
charges is deemed to be
The development brings uncertainty as to whether it
income. The amount of
intends the foreign shipping companies to prepare books
income determined to be
of accounts and compute their Indian shipping profits,
further increased by the
which would defeat the very basis of presumptive
excess amount of income
taxation
actually earned from
business over the amount • Definition of ‘transportation charges’ specifically includes
charter hire charges (with or without crew) including an
specified above. Shipping
arrangement as slot charter, joint charter or any similar
profits to include income
arrangement, of ships or any other mode of transport,
from slot charter, space
in relation to export and import freight. Service tax on
charter and joint charter
Terminal Hire charges / Inland haulage charges may be
included as part of transportation charges on which
freight tax may be asked to be paid
• Section 170 applies to shipping companies engaged in
‘occasional’ shipping business. Accordingly, all companies
will be required to file loads of documents to get the
Income Tax NOC from different ports to in turn get
Customs PCC
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Indian Shipping
Companies
Income determined by
multiplying daily tonnage
income with number of
days ship is operated.

• Every foreign company is liable to pay Branch Profit tax @15%
on post-tax profits in respect of its ‘branch profits’. ‘Branch
profits’ means income attributable, directly or indirectly, to a
PE. The definition of PE is very wide whereby Indian shipping
agents of foreign companies could constitute PE of foreign
company and thus there is a possibility of payment of additional
tax for foreign companies
• Section 195(3) read with Schedule Fourth provides for
deduction of TDS in case of payment to non-resident deductee.
TDS on payments of transportation charges to non-residents is
not expressly mentioned. ‘Any other sum chargeable to tax’ is
liable to TDS @ 30%. Clause 200 lists down certain payments
which shall not be subject to tax deduction at source. Payment
of ‘transportation charges’ to foreign shipping companies or to
their Indian agents not covered therein. Accordingly, customers
may be liable to deduct tax @ 30%
Indian Shipping Companies
• Under the current Act, the shipping contracts in respect of
eanies by way of bringing in uncertainty / creating interpretation
issues.
• Presently, the non-shipping receipts of tonnage tax companies
are computed as per the normal provisions of the Act, i.e.,
on net basis. Under DTC, shipping profits of tonnage tax
company to include total tonnage income and other receipts
on ‘gross basis’ (e.g. write back of loan, recovery of baddebts, reimbursement of expenses, etc.). This is a negative
development and against the cardinal principle of taxing only
the ‘net income’. This move could adversely impact the tonnage
tax companies which are subject to lower taxation under TTS

Cold Chain
Facility

Thirteenth
Schedule

100% deduction of capital
expenditure incurred
during the year (other
than acquisition of land
or goodwill or financial
instruments)

Section
318(2)
(p) and
Schedule
Twelfth

Expenditure based
deduction, i.e. capital
expenditure is allowed as
a deduction as against
profit based deduction
under the current
provisions.

Warehouse
Facility
SEZs

Assessee eligible
for deduction as on
April 1, 2012 would be
grandfathered under DTC
and eligible for profit
based deduction for the
unexpired period

•

Shift of basis of taxation from profit based to expenditure
based. This could have the unintended consequence of
impairing capital formation in the economy, particularly SEZs
given the high growth of capital formation witnessed

•

Section 318(2)(p) of DTC provides that profit based tax
incentives would be available for the balance years but the
profits are to be calculated in accordance with the DTC.
The change in profit computation mechanism would lead to
unintended results

•

Under the Act, SEZ developer claims depreciation under
section 32 of the Act. DTC provides that the profit linked
deduction would be allowed to existing SEZ developer, but
profits would be computed as per the provisions of the
DTC and that no capital expenditure would be allowed. This
creates anomaly with regards to allowability of depreciation
on the WDV carried forward post the tax exemption period

•

SEZ developers to pay DDT and MAT under DTC.
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Conclusion
Even as this paper covers a wide range of subjects, the red thread through it is the
growth and opportunity this industry poses amidst a developing environment – the
perfect recipe for new age entrepreneurs and investors. As one makes his way
through this paper, it becomes increasingly evident that this sector has evolved more shaped and challenged by the waves of the unprecedented economic growth
in India than any other sector. And therein lays its importance and potential.
The Indian transportation and logistics industry stands at an unmistakable inflection
today buoyed by its growth though limited by its inefficiencies. The approaching
decade representing the other side of this inflection, shall underline its operational
prowess as well as its returns potential.
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List of Abbreviations
3PL

Third-Party Logistics

JV

Joint Venture

4PL

Fourth-Party Logistics

LCL

Less-than Container Load

BTKM

Billion Tonne Kilometre

LTL

Less-than Truck Load

CAGR

Compound Annual Growth Rate

MAT

Minimum Alternate Tax

CFS

Container Freight Stations

M&A

Merger and Acquisition

DFC

Dedicated Freight Corridor

MFP

Mega Food Parks

DTC

Direct Tax Code

MMLP

Multi Modal Logistics Parks

EW

East-West

NCR

National Capital Region

EXIM

Export-Import

NMDP
Programme

National Maritime Development

FCL

Full Container Load
NRI

Non-Resident Indian

FDI

Foreign Direct Investment
NS

North-South

FIPB
Board

Foreign Investment Promotion
NVOCC
Carrier

Non Vessel Operating Common

FTL

Full Truck Load
PE

Private Equity

PPP

Public-Private Partnership

ROCE

Return On Capital Employed

SEZ

Special Economic Zone

SPV

Special Purpose Vehicle

TAT

Turn Around Time

TDS

Tax Deducted at Source

TEU

Twenty-foot Equivalent Unit

WMS
Systems

Warehouse Management

FTWZ
GDP
GPS
GQ
GST
HQ
ICD
IT
JNPT

Free Trade Warehousing Zones
Gross Domestic Product
Global Positioning System
Golden Quadrilateral
Goods and Service Tax
Headquarter
Inland Container Depot
Information Technology
Jawaharlal Nehru Port Trust
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