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Investment Opportunity on the Horizon but Some Speed
Breakers Remain

Road network in any country plays a pivotal role to support the growth of the economy.
Eventhough, India has the second largest road network in the world it is inadequate to meet
the rising traffic density. Thus, inorder to attain the inclusive growth, Government of India
(Gol) has laid huge emphasis on development of road infrastructure through various
programmes like NHDP, PMGSY etc. During the Tenth Five year Plan, the road sector
witnessed investment to the tune of about Rs. 1,271 bn. The expected investment in the
Eleventh Five Year Plan is more than two times the investment achieved in the road sector
during the Tenth Five Year Plan. CARE Research expects that in the Twelfth Five Year Plan, the
investment in the road sector will be more than Rs.6,000 bn, almost 2.2 times over that in the
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Eleventh Five Year Plan.

Investment in the road sector during the Five Year Plan period
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Until, the Tenth Five Year Plan, the contribution of the private sector in the road development
was minimal. Almost 93% of the total investment in the road sector was contributed by the
public sector. As per the Midterm appraisal, the contribution of the public sector is estimated
to decline to 83% in the Eleventh Five Year Plan. CARE Research believes that in the Twelfth
Five Year Plan the dominance of public sector will continue but it will show a significant
decline as compared to the Eleventh Five Year Plan. Out of the total investment projected in
the road sector in the Twelfth Five Year Plan, almost 40% of the investment is expected to be
contributed by the private sector while about 60% will be shared by the public sector.
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National Highway Projects to throw an investment opportunity of more than Rs.2,000 bn

The development of national highways in the country is the responsibility of the central government.
In order to strengthen and upgrade the national highway network in the country, the Gol launched
NHDP - identifying seven different phases. Under NHDP, total road length of more than 48,250 km is
planned for construction and upgradation. During the Eleventh Five Year Plan, under NHDP,
emphasis was mainly given to complete the road network under Phase | (GQ) and Phase Il (NSEW
corridors). These two phases are almost complete, only a small portion is left to be completed which
will be taken up in the Twelfth Plan.

In the initial years of the Twelfth Plan, the focus will be provided to strengthen the heavily trafficked
roads by converting them into four or six lanes under Phase Ill and Phase V. Also, there is an urgent
need to upgrade the existing single lane national highways into two lanes (Phase IV) which will be the
priority in the next plan. NHAI is expected to award about 5,500 km of road projects in FY12 as
against the target of 7,300 km. CARE Research expects that NHAI will complete the project awarding
activity under NHDP by the end of FY16. The projects to be awarded under various phases of NHDP
will entail an investment opportunity of more than Rs.1,500 bn for the road developers.

Expected investment from NHDP under different phases
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Apart from NHDP, State PWDs and Border Roads Organisation (BRO) also play a major role in the
development of NHs in the country. At the end of FY11, India had NHs network of about 70,934 km,
out of which about 60% were entrusted to state PWDs and BRO. As per the working group report on
the Twelfth Five Year Plan, NHs with length of about 18,420 km are planned for upgradation and
development by different state PWDs and BRO. Correspondingly, an investment opportunity of
about Rs.525 bn is likely to emanate from these projects during the period of next 4-5 years.
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Investment opportunity of about Rs.3,690 bn likely from State Road Projects

Alongwith NHs, it has become imperative to develop the network of state highways and district
roads to improve the intrastate connectivity. With the growing economic activity, the focus of the
state government on development / upgradation of the state highways and district roads has
gathered momentum. This is expected to throw a sizable opportunity to the road developers. During
the Twelfth Five Year Plan, total investment by all states in the road sector is expected to grow at a
CAGR of 20%. Accordingly, CARE Research has estimated that investment of about Rs.3,690 bn will
be materialised during the Twelfth Five Year Plan.

Investment in the road sector by states during different plan periods
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Opportunity from express highways

Apart from the expressways identified under Phase VI of NHDP, MoRTH has prepared a master plan
for the construction of 18,637 km of expressways by 2022. Project awarding under expressway is
expected to catch momentum in the Twelfth Five Year Plan. MoRTH has finalized the guidelines for
development of expressways. Further, inorder to expedite the development of expressway networks,
a Special Purpose Vehicle (SPV) will be developed under NHAI to monitor each expressway project.
The Phase | of the expressway programme is expected to make significant progress by the end of the
Twelfth Five Year Plan which will throw an opportunity of about Rs.450 bn for the road developers.

Not a smooth road all along, some speed breakers remain

Over past several years, the road developers in the country have been facing various issues.
Following charts depicts the scenario of the same:
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eInordinate delay has been witnessed in the completion of road projects mainly due to delayed land)
acquisition.

Land eLack of clear land titles, fragmented nature of landownership, protests over land compensation,
acquisition inconsistencies in regulatory framework etc. tend to delay the process of land acquisition. )

¢ Utility shifting (utilities like electric lines, water pipelines, telecommunication lines etc.) & need to obtain)
clearances from multiple agencies at the Centre, State and local levels, delays the project execution.

Utl. ity eFurthermore, delay in obtaining approval for the Rail Over Bridges (ROBs) and Rail Under Bridges (RUBs)
shifting & leads to huge cost and time overruns. J

Clearances
~\

*Rising time gap between NHAI finalizing the project cost and actual award leads to huge variation in the
Dt project cost estimated by the NHAI and estimates drawn by the developers. This makes it difficult for the
bl ad developer in obtaining the financial closure.

project cost .

~

*The uncertainty over traffic projection is the key risk faced by the developers.

eLack of proper traffic database leads to unrealistic traffic projections which inturn hampers the margin
projections of the developers.

Uncertain
traffic data

J

CARE Research feels that huge investment opportunity is awaiting on the horizon for the road sector,
given the ambitious road development programmes set by the government at both state and central
level. Apart from NHDP, the state projects are also likely to drive the investments in the road sector.
However, the journey is not expected to be smooth as the execution concerns are likely to persist on
account of perennial problem of land acquisition.
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Disclaimer

This report is prepared by CARE Research, a division of Credit Analysis & REsearch Limited [CARE]. CARE Research has taken utmost care to ensure
accuracy and objectivity while developing this report based on information available in public domain. However, neither the accuracy nor completeness of
information contained in this report is guaranteed. CARE Research operates independently of ratings division and this report does not contain any
confidential information obtained by ratings division, which they may have obtained in the regular course of operations. The opinion expressed in this
report cannot be compared to the rating assigned to the company within this industry by the ratings division. The opinion expressed is also not a
recommendation to buy, sell or hold an instrument.

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results obtained from the use of information contained in
this report and especially states that CARE (including all divisions) has no financial liability whatsoever to the user of this report. This report is for the
information of the intended recipients only and no part of this report may be published or reproduced in any form without prior written permission of
CARE Research.

Credit Analysis and Research Limited proposes, subject to receipt of requisite approvals, market conditions and other conside rations, to make an initial
public offer of its equity shares and has filed a draft red herring prospectus (“DRHP”) with the Securities and Exchange Board of India (“SEBI”). The DRHP is
available on the website of SEBI at www.sebi.gov.in as well as on the websites of the Book Running Lead Managers at www.investmentbank.kotak.com,
www.dspml.com, www.edelcap.com, www.icicisecurities.com, www.idbicapital.com, and www.sbicaps.com. Investors should note that investment in
equity shares involves a high degree of risk and for details relating to the same, see the section titled “Risk Factors” of the DRHP.

This press release is not for publication or distribution to persons in the United States, and is not an offer for sale within the United States of any equity
shares or any other security of Credit Analysis & Research Ltd. Securities of Credit Analysis & Research Ltd., including its equity shares, may not be offered
or sold in the United States absent registration under U.S. securities laws or unless exempt from registration under such laws.
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