il WAY2WEALTH

Research Desk

Way2Wealth Brokers Pvt. Ltd.(CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739.
Registered Office:Rukmini Towers, 34& 4™ Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020, \ i WAY?WE AL H
Website: www.way2wealth.com Email: research@way2wealth.com Way2wealth Research is also available on Bloomberg WTWL<GO>



https://www.way2wealth.com/
https://www.way2wealth.com/

vk s ceats__g o WAVEAT
PRessarehDesi="").

11t November 2020 VRL Logistics Ltd.

VRL Logistics Ltd.

Industry Transportation - Logistics

M Cap (X bn) <14.59bn

Buy Range 3160-170

<190-200

‘ Recommendation

Way2Wealth Brokers Pvt. Ltd.(CIN U67120KA2000PTC027628) SEBI Rgn. No. : INH200002739.

Registered Office:Rukmini Towers, 31& 4t Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020, “ W AYQWE ALTH
Website: www.way2wealth.com Email: research@way2wealth.com Way2wealth Research is also available on Bloomberg WTWL<GO>


https://www.way2wealth.com/

11t November 2020

Investment Argument

U WAY2WEALTH

>

10% YoY growth in GT Realisation — VRL Logistics' (VRLL) Q2FY21 print
revenue decline eased to 16% YoY to I4,393mn as the Goods transport (GT)
segment outperformed other LTL competitors even though revenue fell 6% YoY to
4077mn. Stellar EBITDA margin expansion of 580bps to 19.8% despite the
company’s asset-heavy model. GT tonnage dropped ~15% YoY in Q2FY21.
Volumes declined YoY in Jul-Aug’20, whereas Sep’20 was flat. The trend of
sequential improvement in volumes continued, with YoY tonnage growth in Oct’20.
VRLL expects volumes to grow in H2FY21 if economic recovery remains on course.
Tonnage decline (15% YoY) was partially offset by increase in realisation by 10%
YoY and 7% QoQ due to price hikes. We don't expect these realisation to sustain in
2HFY21 given the intense competitive pricing.

Goods Transport EBITDA margin improved due to operational efficiencies -
Goods Transport EBITDA margin was up ~600bps YoY (19.6% in Q2FY20) led by
price hikes, limited operational fleet (~700 own trucks not deployed in Q2FY21) and
lower lorry hire cost to sales (6.5% in Q2FY21 v/s 8.6% in Q2FY20). Gross margin
expansion was also enabled by higher usage of Biofuel — 53.2% in Q2FY21 vs.
31% in Q1FY21 and rebate on vehicle taxes provided by the government in April-
May which were accounted for in Q2FY21.Expect margins to normalise to ~16% in
2HFY21 as operations scale back subsequently increasing overhead expenses.
Among end-user industry verticals, agricultural products, pesticides, seeds, Agri-
equipment and pharma performed well in Q2FY21. Traction in textiles, the largest
industry vertical for the company with 15-16% steady-state revenue share, is yet to
pick up fully. Management expects textile volumes to improve in 2HFY21. Salary
cuts for employees and lower incentive-based pay to drivers amid low volumes also
aided EBITDA margin. Staff cost has declined to 740mn from 950mn in Q2FY20,
implying savings of T70mn/month. As per the management, salary cuts will largely
be reversed in Oct'20 but employee costs may remain lower by ¥50mn/month on a
YoY basis. Biofuel procurement cost (I62/Itr) was 9-10% lower than diesel (X68/Itr).
Biofuel usage is likely to come down in winter months, especially in the non-
southern regions

The company incurred ¥100mn of capex in 1HFY21 and does not envisage a
substantial outlay for H2. Future fleet addition would be contingent on volumes
picking up and availability of third-party hired vehicles which are currently handling
~6.5% of GT tonnage and can go up to 12-15%.

VRLL had scrapped 200 vehicles since last year and will continue to scrap 25-30
vehicles every quarter, in the absence of any scrappage policy from the
government

The company had not observed any shift from road to rail for the commodities it
handles.

Passenger transport’s (PT) revenue plunged 78% YoY to ¥168mn as some
government regulations still restrict smooth operations of buses a measure that was
begun to contain the pandemic. Passenger volumes have declined 82% YoY while
realisation had inched up 4-5%YoY. Expect near-term demand headwinds, coupled
with intense competition and limited capacity addition, to limit Passenger transport's
operations.

Net debt reduced to ¥1.1bn from ¥1.9bn in Q1FY21. In the absence of any major
capex outgo, healthy cash flow generation has been used to repay debt. Debt is
likely to go down to ¥300-400mn by end-FY21.
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Nifty 12,631
Sensex 43,278
Key Stock Data
CMP 3161.5
Market Cap (%) 314.59n
52W High/Low %295.7/120.5
Shares ofs (mn) 90.3

Daily Vol. (3M NSE Avg.) 293,628
Shareholding pattern (%)  Sep’20
Promoter 68.1
DIl 235
Fll 2.9
Public &Others 915

(T mn)
Particulars FY19 FY20 1HFY21
Revenues 21,095 21,185 5,993
EBITDA 2,440 2,143 531
EBITDA Margin (%) 11.6 12.1 8.9
Net Profit 919 958 (318)
EPS (%) 10.2 10.6 (3.5)
DPS ) 5.5 7.0
RoE (%) 14.8 15.2
RoCE (%) 12.7 12.5
P/E (x) 15.8 14.2
EV/EBITDA (x) 6.4 6.4
P/BV (x) 2.3 24

Source: Company Data, Way2Wealth Inst Equity
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Outlook

Improving demand traction and market share gains signal a volume revival in 2HFY21.
Margins are also likely to remain healthy. VRLL's future revenue growth to be driven by
shift of share from unorganised to organised LTL operators like VRLL, adherence to
compliance by SMEs and rationalisation of vendors and tailing on macroeconomic
growth. VRLL is well-positioned to take advantage of its dominant position in LTL
segment on back of its strong network and diversified customer base. Hence, we
upgrade to BUY with an enhanced target range of ¥190-200
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Financial & Operating Parameters
(¥mn)
Particulars Q2FY21 Q2FY20 YoY (%) Q1FY21 QoQ (%) 1HFY21 1HFY20 YoY (%)
Revenue 4393 5238 (16.1) 1601 174.4 5,993 10,635 (43.6)
EBITDA 869 732 18.7 (339) 356.3 531 1,620 (67.2)
EBITDA Margin (%) 19.8 14.0 (21.2) 8.9 15.2
Net Profit 309 347 (11.0) (627) 149.3 (318) 622 (151.1)
EPS R) 3.4 3.8 (10.5) (6.9) 149.3 (3.5) 6.9 (150.7)
Source: Company Data, Way2Wealth Inst Equity
(¥mn)
Q2FY21 Q2FY20 YoY (%) Q1FY21 QoQ (%) 1HFY21 1HFY20 YoY (%)
Revenue
Goods transport 4,077 4,320 (5.6) 1,482 175.1 5,560 8,554 (35.0)
Bus operations 168 745 (77.5) 53 216.6 221 1,785 (87.6)
EBITDA
Goods transport 797 585 36.3 (301) 365.2 497 1213.8 (59.1)
Bus operations (13) 46 (127.8) (61) 79.0 (73) 251.8 (129.1)
Margin %
Goods transport 19.6 13.5 601 bps (20.3) 3984 bps 8.9 14.2 (526) bps
Bus operations (7.6) 6.2 (1381)bps (115.1) 10746 bps (33.2) 14.1 (4730) bps
Source: Company Data, Way2Wealth Inst Equity
Revenue Break Up
(Tmn)
Particulars FY17 FY18 FY19 FY20 1HFY21
Goods transport 14,262 15,172 16,860 17,247 5,560
% growth 5.0 6.4 11.1 2.3 (35.0)
Bus operations 3,262 3,587 3,803 3,437 221
% growth 2.7 10.0 6.0 (9.6) (87.6)
Sale of power 235 217 221 186 124
% growth 9.7 (7.4) 1.7 (15.6) (14.4)
Air chartering service 160 131 107 198 48
% growth 434 (18.1) (18.3) 84.9 (53.1)
Un-allocable revenue 112 115 104 117 41
% growth -22 2.8 (10.0) 12.3 (14.8)
TOTAL 18031 19,223 21,095 21,185 5,993
% growth 4.7 6.6 9.7 0.4 (43.6)
Source: Company Data, Way2Wealth Inst Equity
Segment mix % of Total Revenue
(Tmn)
Segment FY17 FY18 FY19 FY20 1HFY21
Goods transport 791 78.9 79.9 814 92.8
Bus operations 18.1 18.7 18 16.2 3.7
Sale of power 1.3 1.1 1 0.9 2.1
Air chartering service 0.9 0.7 05 0.9 0.8
Un-allocable revenue 0.6 0.6 0.5 0.6 0.7

Source: Company Data, Way2Wealth Inst Equity
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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 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; unfavourable 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 in VRL Logistics Ltd. as on November 11, 2020

Name of the Security VRL 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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