Light House
o —

Mahindra Logistics Ltd.

1 WAY2WEALTH Sector - Transportation-Logistic

[
5% August 2020 CMP —X300.9/- View —POSITIVE
Company Background and Business Model Important Statistics
Mahindra Logistics (MAHLOG) is one of India’s largest third-party logistics (3PL) M.Cap Rbn) 3215.4
solutions providers with an asset-light model. It has two business segments — 52 Week H/L () 458 /199
Supply Chain Management (SCM) and Enterprise Mobility (EM) — that contribute NSE Code MAHLOG
~90% and ~10% respectively to its revenue. It has developed a scalable and BSE Code 540768

flexible business model with a large network of business partners. With its
technological expertise, client relationships, and the Mahindra Group's strategic
support, MAHLOG should be a major beneficiary of a pick-up in India’s 3PL

market.
Investment Argument Financials
(¥ mn)

» Technology driven asset light business model — Its business model Particulars FY18 FY19 FY20
is quite differentiated, with a focus on technology and supply-chain Revenue 34,161 38,513 34,711
solutions rather than pure transportation. It outsources transportation EBITDA 1,256 1,502 1,597
requirements from business partners (~1,450 in SCM and ~350 in EM) EBITDA Margin (%) 3.7 3.9 4.6
and its warehousing space is leased. Such an asset-light business model Net Profit 653 856 551
allows flexibility and scalability in its operations and high capital efficiency. EPS }) 8.8 12.0 7.7
Its focus is on logistics solutions, managing customers’ inbound,  RONW (%) 16.2 18.7 10.6
outbound, and in-factory logistics, and warehousing. MAHLOG has RoCE (%) 255 18.0 12.2

invested in developing a technology platform that reduces customers’ idle
time and optimizes vehicle planning and warehousing requirements. It has
developed expertise in integrated end-to-end solutions for diverse
customers through its 24 offices, 350 operating locations, and 35 network
hubs, and pan-India business partners.

>  3PL likely to grow much faster in post COVID — 3PL has gained wide
acceptance in developed countries and is evolving in India post GST. The
Indian logistics industry’s CAGR is likely to be ~10% to touch ~%28.1tn
over FY21-25, post covid-19. The Indian 3PL market should grow to
%1.05tn in FY25 from ¥580bn in FY20, a CAGR of 13%. Short-term growth
will be lower due to COVID-19, after which the 3PL market should grow by
17-18% annually. Sectors such as pharma, e-commerce, consumer goods,
organized retail, and engineering have high 3PL growth potential of 15-
25%, while auto should recover from a low base. Indian logistics is seeing
a structural change after GST, e-way bill, and infrastructure status to the
industry. Supply-chain operations are shifting from small unorganised
players to large pan-India players, who are integrating with the global
supply chains for imports and exports.
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> Enterprise mobility impacted due to COVID-19; Customers
acquisition remains strong — MAHLOG provides technology-enabled
people-transportation services under the brand “Alyte” to ~100+ domestic
and MNC companies, operating mainly in IT, ITeS, business process
outsourcing, financial services, and consulting segments. This business is
also asset light, and focuses on small vehicles provided by c.350 business
partners across 12 cities. The COVID-19 pandemic and social distancing
norms, along with increased culture of work from home, is likely to impact
the EM business in the short term. Being a B2B company, MAHLOG was
significantly affected by the stoppage of work at the end customers during
Apr20, with a gradual recovery in May20 and ramp up in Jun'20. Cross
border logistics was affected initially but started gradually. However, the
current uncertainty in trade relation is expected to affect international
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freight forwarding in the near to medium term. There has been an
improvement in driver and labour availability. Its warehousing services
were back to 80% of the pre-COVID utilization levels. Customer
acquisition was strong during the second half of the quarter. It invested in
secured inbound transportation with a leading steel company. It also won
the contract for inbound transportation for the country’s largest
manufacturer of decorative and automotive glass. It continued to expand
both with existing and new customers in FMCG and personal care. It
continues to expand in cross border solution base which is reflected in its
freight forwarding business. It went live for one of India’s largest engine
manufacturer, large international elevator manufacturer, leading fuel
system manufacturer Overall, the company has significantly improved
from by the end of the quarter.

> MoM improvement during Q1FY21 — Consolidated net revenue
declined 54% YoY to ¥4,105mn on account of 51.0% YoY decline in
Supply Chain Management (SCM) revenue and a decline of 81.9% YoY in
Enterprise Mobility (EM). The revenues were affected by the COVID-19 led
lockdown during Apr'20. However,the company witnessed improvement in
revenue run-rate MoM with Jun’20 exit at around 80% of normal revenue
run-rate. It also witnessed improvement in driver and labourer availability.
The company also continued acquisition of new customers and expansion
of its services for both new and existing customers. The SCM revenue of
Mahindra group declined by 65% YoY on account of continued weakness
in the automobile sector along with a disruption caused by COVID-19
pandemic during the quarter. The revenue from non-Mahindra group SCM
declined by 28.8% YoY which too was affected by dip in auto revenues
(down 56.3% YoY) and COVID-19 led disruption. Despite, the steep
decline in revenues, the company was able to maintain its gross margins
YoY at 9.7% (although down 66 bps QoQ) due to a higher share of
warehousing revenue. However, lower absorption of fixed costs due to dip
in revenue led to operating loss of ¥22mn versus operating profit of
¥401mn in Q1FY20. Higher depreciation (up 23.9% YoY) and higher
interest expense (up 28.2% YoY) led to a consolidated net loss of ¥158mn
versus net profit of ¥186mn in Q1FY20 It had been able to shrink its
working capital requirement by ¥1,000mn leading to net cash and cash
equivalent of ¥1,880mn at the end of Q1FY21. The company expects the
post COVID era to be favorable for 3PL industry with smarter supply chain
demands from the customers along with formalization of the industry.
Auto sector has been affected by COVID-19 also by supply and demand
disruption both domestically and internationally. The farm sector has been
performing well on account of better rural demand, good monsoon and
long term government initiatives for the sector. The strong improvement
in auto volumes during FY22 is further expected to aid in driving growth
for the company Manufacturing and engineering were impacted during
first half of the quarter but are returning to normal by June. E-commerce
witnessed strong tailwind as online shopping and delivery increased which
is also expected to result in better demand for warehousing, fulfillment,
express logistics etc. FMCG, personal care and pharma has seen
improvement operating through lockdown. FMCG and retail sectors were
affected on volume terms and will have to redesign their supply chain. The
company added 0.25msf warehousing space under management in
Q1FY21 and expects to add another 1mn sq.ft during rest of 9MFY21.
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> Business Risks —

o MAHLOG takes the services from its business partners and passes on
its cost to the customers. There could be short term impact on
financial performance due to mismatch of timing of contract renewal or
negotiation with business partners and customers.

o Revenue is still focused on the auto segment with ~65% share in
SCM; medium-term growth will largely depend on this segment.

o Outsourcing model means there is limited control on quality of service.

o Spot hiring to manage seasonal demand could result in higher costs. In
certain circumstances, hiring vehicles on an ad-hoc basis would be
necessary, and such third-party vehicles could significantly increase
operational cost, which could adversely affect margins.

o In addition, availability of third-party vehicles may be uncertain during
periods of high demand. MAHLOG does not have control over the
servicing and maintenance of these vehicles.

o MAHLOG operates in a highly competitive industry, dominated by a
large number of unorganized players. The transportation segment is
commoditized, and has low barriers to entry or exit, leading to a
market with a very high degree of fragmentation.

o Technological disruptions with many digital platforms for transportation
can dilute MAHLOG's value proposition.

o MAHLOG is focusing on aggressive growth in freight forwarding, which
could lead to higher growth in revenue. However, the business is asset
light with lower margins of 1.2-2.0%.

Outlook

MHALOG has seen strong improvement since May'20 and has been able to
secure its gross margins. FY20 revenue was hurt by weakness in the auto sector
(~65% of SCM revenue) with transition to BS-VI norms and COVID-19. In the
post COVID era, we expect it to benefit from an increasing reliance of
customers on smart supply chain providers like itself. The auto sector is
gradually improving and is likely to see a strong bounce in FY22. The
company is aggressively expanding its non-Mahindra clients in SCM;
this segment saw 40% revenue CAGR to I13.6bn over FY15-19,
contributing 40% of total SCM revenue. Also, other sectors like
Pharma, FMCG, E-commerce are likely to see growth post COVID also.
It is on the right path of improving its earnings growth trajectory
going ahead. Hence we view it as a value BUY with target range ¥ 340-
350 at P/E of 38.8x FY20.
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Key Performance Parameters

(¥mn)
Particulars Q1FY21 Q1FY20 %o Change Q4FY20 % Change
Net revenues 4,105 8,990 (54.3) 8,118 (49.4)
Gross margin 398 873 (54.4) 841 (52.7)
Gross Margin (%) 9.7 9.7 10.4
EBITDA 6.0 471 (98.7) 411 (98.5)
EBITDA Margin (%) 0.2 5.2 5.1
Net profit -166 186 (189.2) 104 (259.6)
Diluted EPS (%) -2.2 2.6 1.4
Source: Company Filing
Mahindra SCM Revenue breakup
(¥ mn)
SCM Revenue breakup Q1FY21 Q1FY20 YoY (%) i
Mahindra 1,721 4,912 (65.0) N
Non-Mahindra 2,205 3,098 (28.8) 2
Total 3,926 8,010 (51.0) r
ijo]
(T mn) z
SCM Revenue by Service breakup Q1FY21 Q1FY20 YoY (%) -5
Transportation 2,722 6,610 (58.8) o
Warehousing & VAS 1,204 1,400 (14.0) =
Total 3,926 8,010 (51.0) ')
1
(¥ mn) >
SCM Revenue by Industry breakup Q1FY21 Q1FY20 YoY (%) rg
Auto 2,075 5,650 (63.3) —_
Non-Auto 1,851 2,360 (21.6) %
Total 3,926 8,010 (51.0)
o
Non-Mahindra SCM Revenue breakup ;
O
SCM Non-Mahindra Service Wise Break-up (%) Q1FY21 Q1FY20 ()
Warehousing 39 31 9,.
Transportation 61 69 2'
(0]
SCM Non-Mahindra Industry Wise Break-up (%) Q1FY21 Q1FY20
Non-Auto 84 74
Auto 16 26
(¥ mn)
SCM Non-Mahindra by Service breakup Q1FY21 Q1FY20 YoY (%)
Transportation 1,355 2,138 (36.6)
Warehousing & VAS 850 960 (11.5)
Total 2,205 3,098 (28.8)
(¥ mn)
SCM Non-Mahindra by Industry breakup Q1FY21 Q1FY20 YoY (%)
Auto 355 812 (56.3)
Non-Auto 1,850 2,286 (19.1)
Total 2,205 3,098 (28.8)
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Disclaimer

Analyst Certification: |, Jayakanth Kasthuri, the research analyst and author of this report, hereby certify that the views expressed in this research
report accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research.
The analyst(s), principally responsible for the preparation of this research report, receives compensation based on overall revenues of the company
(Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to achieve and maintain independence
and objectivity in making any recommendations.

It is confirmed that Jayakanth Kasthuri, the author of this report has not received any compensation from the companies mentioned in the report in
the preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from other
business. Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information
contained in this report.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you.
Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or
product, or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither comprehensive nor
appropriate for every individual and are solely for the informational purposes of the readers. This material does not take into account the specific
objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient, you must not use or disclose the information in this
research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time.
Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other jurisdictions may
be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should inform themselves
about, and observe any such restrictions.

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up to date and it should not be relied upon as such. Way2Wealth or any of its affiliates or employees makes no warranties,
either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of suitability, fitness for a
particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or update the information or opinions
in it. Way2Wealth or any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any
inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations. In no event shall
Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special, incidental, consequential, punitive, lost profits, or
lost opportunity, whether or not Way2Wealth has advised of the possibility of such damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are subject to
significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These uncertainties include but
are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign exchange rates or indices; adverse
impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or markets; increased competition; unfavorable
political and diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such others. This is not an
offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy. No part of
this material may be copied or duplicated in any form by any means or redistributed without the written consent of Way2Wealth. In no event shall any
reader publish, retransmit, redistribute or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report may from time to time have
interest in securities / positions, financial or otherwise in the securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as
endorsement of the views expressed in the report.

Disclosure of Interest Statement Mahindra Logistics Ltd. as on August 5%, 2020

9A1129dS19d YIINQ V - 9SNOYIYsLl] MZM

Name of the Security Mahindra Logistics Ltd.
Name of the analyst Jayakanth Kasthuri
Analysts’ ownership of any stock related to the information NIL

contained

Financial Interest

Analyst : No

Analyst’s Relative : Yes / No Yes

Analyst’s Associate/Firm : Yes/No No

Conflict of Interest No

Receipt of Compensation No

Way2Wealth ownership of any stock related to the information NIL

contained

Broking relationship with company covered NIL

Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.
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