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Disappointing quarter on all fronts

Subdued user industries exacted a heavy toll on Mahindra Logistics’ (MLL)
Q1FY20 performance. Consolidated revenue/EBITDA (adj. for Ind-AS 116)
declined 37%/28% YoY and adj. PAT fell 19% YoY, translating into massive
earnings miss. Though headwinds emanating from plunging auto sales pose near-

term growth hurdles, long-term prospects remain intact, in our view. We crop
FY20/FY21 earnings by 14%/10% and cut our target P/E multiple to 27x (from
30x). Rolling valuations over, our Jun’20 TP moves to Rs 515 (from Rs 600).
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Slowdown takes a toll: Plummeting auto volumes triggered a 6% YoY dip in
SCM anchor segment revenue. More surprisingly, non-Mahindra, non-auto
revenues also dipped 0.4% YoY, as a large bulk player scaled down its business
to MLL. Growth in pharma and consumer, the addition of marquee clients, and
sustained momentum in the warehousing segment (+25% YoY) were the only
positives. The topline is likely to be under pressure in FY20, with revival

contingent upon recovery in auto and other user industries.

Margin disappoints: While MLL's gross margin was resilient (operating expenses
down ~70bps YoY), higher employee cost (+23%/+175bps YoY) led to 110bps
YoY EBITDA margin contraction to 3.3%. Interest earned on tax refund
boosted other income (+140%), cushioning the fall in adj. PAT (=19% YoY).

Given muted topline growth, we expect margins to remain subdued in FY20.

Structural potential intact: While acknowledging the bleak short-term outlook,
we remain constructive on MLL’s long-term potential given 3PL industry

growth prospects, robust positioning and clientele, and a strong balance sheet.

Revise TP to Rs 515: We cut FY20/FY21 earnings and reset to a lower target
P/E of 27x to allow for a tough demand climate, leading to a TP of Rs 515.

KEY FINANCIALS

Y/E 31 Mar FY18A FY19A FY20E FY21E FY22E
Adj. net profit (Rs mn) 640 856 957 1,280 1,589
Ad). EPS (Rs) 9.0 12.0 13.4 17.9 222
Adj. EPS growth (%) 341 332 n7z 33.8 241
Adj. ROAE (%) 16.7 18.7 17.9 20.7 224
Ad). P/E () 44.0 331 29.6 221 17.8
EV/EBITDA () 23.0 18.2 171 124 10.0

Source: Company, BOBCAPS Research

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.
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FIG1- QUARTERLY PERFORMANCE - CONSOLIDATED

Y/E Mar (Rs mn) QIFY20 QIFY19 YoY (%) Q4FY19 QoQ (%)
Total revenues 8,992 9,282 [€D)) 10,147 (11.4)
Operating expenses* 7,781 8,096 39 8,852 (12.1

% of sales 865 87.2 (69bps) 87.2 (71bps)
Employee expenses 745 607 228 714 44

% of sales 83 65 175bps 7.0 125bps
Other expenses 172 174 0.9) 172 -

% of sales 19 19 4bps 17 22bps
Total expenditure 8,698 8,877 .0 9738 (10.7)
EBITDA 293 405 (27.6) 409 (28.3)

EBITDA margin (%) 33 44 (110bps) 40 (77bps)
Depreciation 54 51 6.9 61 (10.6)
EBIT 239 355 (32.6) 348 (31.3)
Interest expenses 9 8 195 10 (10.7)
Other income 70 29 142.0 19 2649

Extraordinary income/(expense) - - - - -

PBT 300 376 20.2) 357 6.1

PBT margin (%) 33 4.0 (71bps) 35 (19bps)
Profit/(loss) from share of profit from JV and minority interest ©) 3) NM 4) NM
Adjusted PAT - before Ind-AS 116 adjustments 195 240 (18.8) 235 (17.2)
Adjusted PAT margin 22 26 (42bps) 23 (15bps)
IND-AS 116 impact © - - - -
Reported PAT 186 240 22.4) 235 (20.8)

Reported PAT margin (%) 21 26 (S1bps) 23 (25bps)

Source: Company, BOBCAPS Research | *We have adjusted the Ind-AS 116 impact in operating expenses

FIG 2 - SEGMENT-WISE CONSOLIDATED REVENUE BREAK-DOWN

Y/E Mar (Rs mn) QIFY20 QIFY19 YoY (%) Q4FY19 QoQ (%)
Supply Chain Management segment (A) 8,010 8,380 (4.4) 9,173 (12.7)
Mahindra Group 4,890 5,210 6.1 5,430 99
Non-Mahindra clients 3,120 3,70 (1.6) 3,740 (16.6)
Non-Mahindra SCM - Service-wise

Transportation 2,160 2,400 (10.0) 2,780 223)
Warehousing 960 770 247 960 -
Non-Mahindra SCM - Industry-wise

Auto 810 850 4.7) 850 “U7n
Non-auto 2,310 2,320 0.4) 2,890 0.0
People Transport Solution (PTS) segment (B) 981 900 9.0 974 0.7
Total consolidated revenue (A+B) 8,992 9,282 (€3)) 10,147 (11.4)

Source: Company, BOBCAPS Research

EQUITY RESEARCH 2 02 August 2019
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FIG 3 - CONSOLIDATED REVENUE DECLINED 3.1% FIG 4 - SCM SEGMENT DECLINED 4.4% YOY LED BY

YOY TO RS 9BN DROP IN ANCHOR AND NON-ANCHOR CUSTOMERS
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FIG5 - PTS SEGMENT GROWTH ALSO SLOWED
DOWN TO 9% YOY

Source: Company, BOBCAPS Research

FIG 6 - REVENUE FROM THE MAHINDRA CLIENT
SEGMENT DECLINED 6% YOY
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Source: Company, BOBCAPS Research

FIG7 - EBITDA DECLINED SHARPLY BY 28% YOY DUE
TO HIGHER EMPLOYEE COSTS

Source: Company, BOBCAPS Research

FIG 8 - ADJ. PAT (AFTER MINORITY) FELL 19% YOY TO
RS 195MN
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Subdued growth across user industries: ML is witnessing weak demand from

all key user industries — auto, tractor, consumer, bulk. Expects growth in

Q2FY20 to be incrementally better than Q1.

Business scaled down by a bulk client: In Q1FY20, a large customer
operating in the bulk industry scaled down its business to MLL, impacting
growth of the non-Mahindra SCM segment. The company highlighted that
competitive commercial terms offered by competitors at the time of contract
renewal was the key reason for loss of business. Management does not

foresee a similar outcome in any other client accounts.

Robust client addition: MLL continues to add marquee names to its non-
anchor clientele, including Vedanta (transportation), Volkswagen (aftermarket
warehousing), Alstom (store and line feed), Pfizer (control tower), Gulf Oil
(transportation), Kalyani Maxion Wheels (transportation), and Federal Mogul.

Focus on consumer and pharma segments: The company will maintain its
focus on growing the consumer and pharma verticals within the non-
Mahindra SCM segment to offset the auto industry slowdown. During Q1, the
consumer, pharma and e-commerce segments grew at ~20% YoY. To
compensate for loss of the bulk client’s business, MLL is also focusing on

adding more customers in this segment.

Exploring opportunities in other Mahindra group businesses: Traction from
the non-M&M Mahindra group businesses remains healthy. The company has
recently won business from Mahindra CIE and has also bid for logistics
services in the solar and steel businesses. However, the current share here

remains small at ~10% of the total anchor customer segment.

Income tax refund: During Q1FY20, MLL received an income tax refund of
Rs 360mn, out of a pending sum of ~Rs 770mn. Interest from this tax refund

boosted other income.
Strong cash position: As of Q1, net cash stood at Rs 1.7bn.

Warehouse space addition: MLL has added 0.4mn sq ft of warehousing area
in Q1, taking the total area to 15.7mn sq ft.

4 02 August 2019
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Valuation methodology
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We remain positive on MLL’s long-term prospects considering (1) its entrenched

competitive positioning in India’s burgeoning 3PL industry, (2) robust clientele and

increasing presence in the key auto, consumer and pharma verticals within the

3PLindustry, (3) impressive return ratios (ROIC of ~35% in FY19), and

(4) strong, net-cash balance sheet.

However, the economic slowdown and industry concentration have given rise to

key near-term challenges by way of a slump in the automobile industry, a key

client segment for MLL, and below-estimated traction in the non-Mahindra client
segment. Accordingly, we scale back our revenue and earnings estimates for FY20/
FY21 by 6%/5% and 14%/10% respectively. We also pare our target P/E multiple

to 27x from 30x given the challenging demand climate. Rolling valuations over, we

have a revised Jun’20 target price of Rs 515 (Rs 600 earlier). Maintain BUY.

FY20E FY21E FY22E
(Rs mn)
Old New Change (%) old New Change (%) Introduced
Revenues 42866 40,269 6.1 48,618 46,256 4.9 53,536
EBITDA 1,889 1,593 15.7) 2,383 2135 (10.4) 2,650
EBITDA margin (%) 4.4 4.0 (45bps) 49 4.6 (29bps) 49
PAT M3 957 (14.0) 1,423 1,280 (10.0) 1,589
PAT margin (%) 26 24 (22 bps) 29 2.8 (16 bps) 3.0
Source: Company, BOBCAPS Research
FIG 10 - RELATIVE STOCK PERFORMANCE
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Key risks

EQUITY RESEARCH

Key downside risks to our estimates are:

* lower-than-estimated traction in the non-Mahindra client segment,
* high churn in the non-anchor client segment, and

= delayed recovery in auto demand.

5 02 August 2019
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Y/E 31 Mar (Rs mn) FY18A FY19A FY20E* FY21E* FY22E*
Total revenue 34,161 38,513 40,269 46,256 53,536
EBITDA 1,197 1,512 1,593 2,35 2,650
EBIT 1,000 1,293 1,362 1,858 2,320
Net interest income/(expenses) (38) (35) 3D 18) ®
Other income/(expenses) 59 76 133 120 123
Exceptional items 0 0 0 0 0
EBT 1,021 1,334 1,464 1,960 2,435
Income taxes (368) (468) (498) (666) (828)
Extraordinary items 0 0 0 0 0
Min. int./Inc. from associates 13) 10) © 13) (18)
Reported net profit 640 856 957 1,280 1,589
Adjustments 0 0 0 0 0
Adjusted net profit 640 856 957 1,280 1,589
Balance Sheet

Y/E 31 Mar (Rs mn) FY18A FY19A FY20E* FY21E* FY22E*
Accounts payables 4,863 6,001 6,620 7,604 8,800
Other current liabilities 205 419 331 380 440
Provisions 180 215 225 258 299
Debt funds 346 377 235 ns 40
Other liabilities 0 0 0 0 0
Equity capital M 715 715 715 715
Reserves & surplus 3,554 4,325 5,043 6,003 6,797
Shareholders’ fund 4,266 5,039 5,757 6,717 7,512
Total liabilities and equities 9,860 12,051 13,168 15,075 17,092
Cash and cash eq. 1,161 1,475 1,994 2,043 2,253
Accounts receivables 5,200 6,317 7171 8,237 9,534
Inventories 0 0 0 0 0
Other current assets 1,480 2,046 2139 2,457 2,844
Investments 0 38 38 38 38
Net fixed assets 605 660 705 727 748
CWIP 6 26 0 0 0
Intangible assets 54 53 53 53 53
Deferred tax assets, net 14 187 187 187 187
Other assets 1,213 1,250 881 1,333 1,436
Total assets 9,860 12,051 13,168 15,075 17,092

Source: Company, BOBCAPS Research | *Without factoring in Ind-AS 116 impact

02 August 2019



MAHINDRA LOGISTICS

EQUITY RESEARCH

/&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Cash Flows

Y/E 31 Mar (Rs mn) FY18A FY19A FY20E* FY21E* FY22E*
Net income + Depreciation 837 1,076 1,188 1,558 1,918
Interest expenses 38 35 31 18 8
Non-cash adjustments © (46) 0 0 0
Changes in working capital 614) (332) (38) (769) (489)
Other operating cash flows 0 0 0 0 0
Cash flow from operations 252 732 1,181 806 1,438
Capital expenditures (240) (294) (250) (300) (350)
Change in investments 0 38) 0 0 0
Other investing cash flows 0 0 0 0 0
Cash flow from investing (240) (332) (250) (300) (350)
Equities issued/Others 31 3 0 0 0
Debt raised/repaid 3 31 42) (120) 79)
Interest expenses (38) (39) 30 18) ()
Dividends paid (129) (155) (239) (320) (794)
Other financing cash flows 197 72 0 0 0
Cash flow from financing 66 (84) (412) (458) (877)
Changes in cash and cash eq. 78 316 520 48 210
Closing cash and cash eq. 1,161 1,475 1,994 2,043 2,253
Per Share

Y/E 31 Mar (Rs) FY18A FY19A FY20E* FY21E* FY22E*
Reported EPS 9.0 12.0 13.4 17.9 22.2
Adjusted EPS 9.0 12.0 13.4 17.9 22.2
Dividend per share 1.5 1.8 33 4.5 1.1
Book value per share 59.0 69.7 79.9 935 104.9
Valuations Ratios

Y/E 31 Mar (x) FY18A FY19A FY20E* FY21E* FY22E*
EV/Sales 0.8 0.7 0.7 0.6 0.5
EV/EBITDA 23.0 18.2 171 12.4 10.0
Adjusted P/E 44.0 331 29.6 221 17.8
P/BV 6.7 5.7 5.0 4.2 3.8
DuPont Analysis

Y/E 31 Mar (%) FY18A FY19A FY20E* FY21E* FY22E*
Tax burden (Net profit/PBT) 62.7 64.2 65.4 653 65.3
Interest burden (PBT/EBIT) 1021 103.2 107.5 105.5 104.9
EBIT margin (EBIT/Revenue) 29 3.4 3.4 4.0 4.3
Asset turnover (Revenue/Avg TA) 7.8 7.4 6.9 7.0 7.2
Leverage (Avg TA/Avg Equity) 11 11 11 11 10
Adjusted ROAE 16.7 18.7 17.9 20.7 22.4

Source: Company, BOBCAPS Research | Note: TA = Total Assets | *Without factoring in Ind-AS 116 impact

02 August 2019
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Ratio Analysis
Y/E 31 Mar FY18A FY19A FY20E* FY21E* FY22E*
Yo growth (%)
Revenue 281 12.7 4.6 14.9 15.7
EBITDA 57.0 26.3 5.3 34.0 241
Adjusted EPS 34.1 332 1n7 338 241
Profitability & Return ratios (%)
EBITDA margin 35 39 4.0 4.6 49
EBIT margin 29 34 34 4.0 4.3
Adjusted profit margin 19 22 24 28 3.0
Adjusted ROAE 16.7 18.7 17.9 20.7 22.4
ROCE 23.6 258 239 29.0 323
Working capital days (days)
Receivables 56 60 65 65 65
Inventory 0 0 0 0 0
Payables 54 59 62 63 63
Ratios (x)
Gross asset turnover 333 324 27.8 26.7 26.0
Current ratio 15 15 1.6 1.6 1.6
Net interest coverage ratio 26.5 37.2 44.5 106.0 298.6
Adjusted debt/equity 0.2 0.2 (0.3) (0.3) (0.3)
Source: Company, BOBCAPS Research | *Without factoring in Ind-AS 116 impact

8 02 August 2019
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%
ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%

SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

HISTORICAL RATINGS AND TARGET PRICE: MAHINDRA LOGISTICS (MAHLOG IN)
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B - Buy, A - Add, R - Reduce, S - Sell

Rating distribution

As of 31 July 2019, out of 77 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 44 have BUY ratings, 16 are rated ADD, 8 are rated
REDUCE and 9 are rated SELL. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance, wealth management and portfolio management, among others.

BOBCAPS's activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid il
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory

board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the

opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations

EQUITY RESEARCH 9 02 August 2019
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expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of

interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS's associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or

brokerage services from the subject company in the past 12 months.
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