Gateway Distriparks

Rail resilient; CFS weak
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. - The adjusted consolidated net profit of Gateway Distriparks Limited (GDL
Sector: Logistics came under pressure both on a y-o-y and g-o-q basis on account of a steep

Result Update decline in its CFS volume (overall decline in port volume and letting go of its
unprofitable volume). However, the rail business continued to show healthy

Change volume growth (up 8% y-o-y) and sustained profitability (EBITDA/TEU

up 0.9% g-0-q). On a like-to-like basis, GDL net revenue/operating profit/

Reco: Buy © adjusted net profit declined by 8%/15%/50% respectively (not comparable
on a y-o-y basis on account of the consolidation of its rail business). GDL

CMP: Rs. 132 redeemed Rs. 50 crore NCDs through a stake sale in Chandra CFS facility
Price Target: Rs. 150 o and expects further redemption of Rs. 200 crore NCDs on receipt of funds
from Snowman Logistics stake sale (expected to complete by FY2020 end).

Post de-leveraging, GDL would be planning Rs. 150 crore capex over the
next two years predominately in its rail business by setting up two satellite
terminals. Over the near term however, the management expects the CFS
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Company details business to remain under pressure while its rail business will maintain
healthy volume growth and sustained profitability. The GDL stock has risen
Market cap: Rs. 1,430 cr 28% since it has been upgraded it to Buy (report dated 19 August, 2019)
lead by sale of its Chandra CFS facility and Snowman Logistics stake. We
52-week high/low: Rs. 154/81 have lowered our earnings estimate for FY2020-FY2021 factoring lower
volume and OPM for its CFS business. We introduce our FY2022 earnings
. estimate in this note. GDL’s current valuation at 6.1x EV/EBITDA and 1.1x
NSE volume: (No of
shares) ' 2.1 lakh P/B over FY2022E earnings provides comfort. Hence, we retain Buy on the
stock with unchanged price target of Rs. 150 (rolling forward valuation to
BSE code: 532622 FY2022).
Key positives
NSE code: GDL . . . . .
¢ Rail business sustains healthy volume growth and profitability.
Sharekhan code: GDL ¢ De-leveraging of balance sheet through redemption of Rs. 250 crore
NCDs on track.
Frr]ee ﬂ())ot: (No of 76 cr Key negatives
shares
+ CFS volumes registers a steep decline affecting overall revenue and
profitability.
. o ¢ ADGFT notice related to Rs. 100 crore SEIS income accounted by GDL
SlETE e ) (79 pertaining to FY2016-FY2018.
Promoters 30.0 Our Call
Valuation — Maintain Buy with a unchanged PT of Rs. 150: The GDL stock
Fil 26.8 has risen 28% since we upgraded it to Buy (report dated 19 August, 2019)
lead by sale of its Chandra CFS facility and Snowman Logistics stake. We
Dl 291 have lowered our earnings estimate for FY2020-FY2021 factoring lower
volume and OPM for its CFS business. We introduce our FY2022 earnings
Others 141 estimate in this note. We believe in the current sluggish trade environment,
GDL's focus on de-leveraging and maintaining profitability in CFS and Rail
verticals should gradually drive net earnings growth going ahead. Further,
Price chart GDL's current valuation at 6.1x EV/EBITDA and 1.1x P/B over FY2022E earnings
provides comfort. Hence, we retain Buy on the stock with unchanged price
155 target of Rs. 150 (rolling forward valuation to FY2022).
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Erosion in rail and CFS profitability owing to elongated weakness in trade
environment.
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a 9 Q S Valuation (Consolidated) Rs cr
& 2 g & Particulars FY19  FY20E* FY21E FY22E
Revenue 430.6 1,2677 1,416.2 1,494
. OPM (%) 191 20.8 20.8 211
Price performance .
Adjusted PAT 84.6 50.3 60.5 791
(%) im 3m 6m 12m % YoY growth 2.3 (40.6) 20.4 30.7
Adjusted EPS (Rs.) 7.8 46 56 7.3
) P/B (X) 11 11 11 11
Relative to
Sensex 403 333 69 mn4 EV/EBITDA () 25.8 8.0 6.9 61
horekbon A PR, RONW (%) 7.2 3.8 46 5.9
arerian Kesearc, Sloombery RoCE (%) 3.9 71 87 9.8

Source: Company Data; Sharekhan estimates; *Gateway Rail consolidated line-by-line
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Steep decline in CFS volumes offset healthy rail operations: GDL reported consolidated revenue of Rs.
299 crore, registering a growth of 1.4% y-o-y on a like-to-like basis (including rail vertical revenue during
Q3FY2019). The revenues were primarily driven by the rail business (revenue up 9.2% y-0-y) led by volume
growth of 7.9% y-o-y and realization growth of 1.2% y-o-y (per TEU basis). The market share gain in Ludhiana
along with price hike taken from April 2019 led to a healthy revenue growth for its rail division. The CFS vertical
reported a steep 14.6% y-o-y (down 10.4% g-0-q) decline in volume while realization improved by 1.6% y-o-y
(up 0.7% g-o0-q). On the front of operating profitability (EBITDA/TEU), CFS reported a material decline owing
to a steep decline in volumes while rail vertical reported marginal improvement g-o-q (y-o-y not comparable
due to adoption of IND AS 116 from April 2019). Hence, the operating profit de-grew by 15% g-o-q to Rs. 60.5
crore. The consolidated net profit declined 50.3% g-o0-qg to Rs. 8.4 crore (adjusting for Rs. 8.1 crore income
booked from entire stake sale in its Chandra CFS facility). The CFS vertical reported net loss for Q3FY2020
on account of higher interest and depreciation charge due to IND AS 116 accounting.

Expect Snowman Logistics deal to complete by current fiscal year end: GDL redeemed Rs. 50 crore NCDs
recently by offloading its entire stake in the Chandra CFS facility. Further, it expects to complete its 40.25%
stake sale (worth Rs. 296 crore) in Snowman Logistics before the current fiscal year thereby allowing to it
further redeem NCDs worth Rs. 200 crore. Post deleveraging its balance sheet it would be going ahead with
expansion in its rail business (two satellite terminals) which would be funded from Rs. 150 crore capex plan
over the next two years.

Conference Call Key Takeaways

¢ Rail division sustains healthy performance: The rail vertical showed improved performance with volumes
up 7.9% y-o-y owing to the increased capacity and a pickup in demand in the Ludhiana market. The rail
revenues grew 9% y-o-y which was led by both an increase in volume and price increase taken by the
company from start of the fiscal year. Further EBITDA/TEU for rail grew 17% y-o-y (up 0.9% g-o0-q) which
was led partly by IND AS adjustments and partly by price increase and lower cost.

¢ CFS business affected by steep decline in volumes: CFS volumes registered a steep volume decline of
14.6% y-o-y (down 10.4% g-o0-q) during Q3FY2020 which was led by overall decline in port volumes and
giving up on low profitable volumes.

¢ Chandra CFS sale proceeds utilized to pay off NCDs: GDL paid off Rs. 50 crores NCDs from the proceeds
received from the sale of its entire stake in its Chandra CFS subsidiary in Chennai.

¢+ Snowman deal to complete FY2020 end: During the quarter, the company had signed share purchase
agreement to offload its entire 40.25% stake in Snowman Logistics for Rs. 296 crore. The said transaction
is expected to be completed by March 31, 2020. The proceeds from the sale will be utilized in redeeming
Rs. 200 crore NCDs to deleverage its balance sheet.

¢+ ADGFT notice questioning SEIS income: GDL received a notice from ADGFT questioning SEIS income
amounting Rs. 100.7 crores accounted by the company related to the period FY2016 to FY2018. The
company will be filing its response and believes the income was correctly availed by the company.
Further, GDL would also be lodging a SEIS claim pertaining to FY2019 during Q4FY2020 amounting ~Rs.
56 crore (Rs. 18 crore CFS plus Rs. 38 crore rail) which it expected to receive in FY2021.

¢ Capex of Rs. 150 crore over next two years: Post the deleveraging of balance sheet, GDL would be
looking at the expansion of its rail business for which it has identified two locations for satellite terminals.
It would be incurring Rs. 150 crore capital expenditure over the next two years predominately for the two
terminals.

¢ DFC update: The management expects part of DFC to be operational by December 2020 while the entire
run is expected to be operational in FY2022. The company expects transit time reduction, assurance and
reliability with DFC gets operational. With DFC getting operational, the management expects 15-20%
increase in volume over two to three years and 50% volume increase after five years in EXIM trade.
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Results (Consolidated) Rs cr
Particulars Q3FY20* Q3FY19 YoY% Q2FY20 QoQ%
Net sales 298.9 103.0 190.2 32541 -8.0
Operating expenses 2384 83.6 1851 2536 -6.0
EBITDA 60.5 19.4 211.8 71.5 -15.3
Depreciation 335 8.3 301.8 32.9 1.8
Other income 5.5 19 196.3 3.5 570
Interest 26.3 3.0 768.2 257 21
PBT 6.3 9.9 -36.7 16.3 -61.6
Taxes -3.4 4.2 -180.1 -1.6 13.4
Extraordinary items 81 0.0

PAT before Ml 17.8 57 2127 17.9 -1.0
Minority interest 1.2 -10.6 -m.7 1.0 28.4
APAT 8.4 16.2 -4841 17.0 -50.3
Margin (%)

EBITDA 20.2% 18.8% 141 bps 22.0% -173 bps
NPM 2.8% 15.8% -1294 bps 5.2% -240 bps
Effective tax rate -54.0% 42.7% - -9.7% -

Source: Company Data, Sharekhan Research,
*Not comparable y-o-y due to Gateway Rail Consolidation and adoption of IND AS 116 since April 1st 2019

Outlook

CFS still to remain under pressure while Rail to maintain profitability: The steep decline in the CFS volume
led by an overall decline in port volumes and letting go unprofitable volume is expected to put pressure on
profitability in the near term. However, the management expects a higher single digit volume growth in its rail
operations although profitability in terms of EBITDA/TEU is expected to remain flat. Further, operationalization
of DFC getting should aid in improvement in volume and operating efficiencies for the company. Hence, we
believe the company’s outlook to be on an improving trajectory for its rail vertical although the CFS business
is expected to be under pressure in the near term.

Valuation

Maintain Buy with a unchanged PT of Rs. 150: GDL stock has risen 28% since we upgraded it to Buy (report
dated 19 August, 2019) lead by sale of its Chandra CFS facility and Snowman Logistics stake. We have
lowered our earnings estimate for FY2020-FY2021 factoring lower volume and OPM for its CFS business.
We introduce our FY2022 earnings estimate in this note. Given the current sluggish trade environment,
GDL's focus on de-leveraging and maintaining profitability in CFS and rail verticals should gradually drive net
earnings growth going ahead. Further, GDLs current valuation at 6.1x EV/EBITDA and 1.1x P/B over FY2022E
earnings provides comfort. Hence, we retain Buy on the stock with unchanged price target of Rs. 150 (rolling
forward valuation to FY2022).

Peer Comparison

Particulars P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)

FY20E FY21E FY20E FY21E FY20E FY21E FY20E FY21E
Gateway Distriparks 28.4 23.6 8.0 6.9 11 11 3.8 4.6
Container Corporation of India* 326 237 18.9 161 3.2 2.2 10.7 12.0

Source: Sharekhan Research, * Bloomberg Estimates
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About company

GDL Group is an integrated inter-modal logistics service provider having three verticals. It operates 7
Container Freight Stations in Nhava Sheva, Chennai, Vizag, Kochi and Krishnapatnam. GatewayRail, India’s
largest private intermodal operator, provides rail transport service through it 4 Inland Container Depots (ICD)
at Gurgaon, Faridabad, Ludhiana, Ahmedabad and Domestic Container Terminal (DCT) at Navi Mumbai.
GDL and GatewayRail together have a capacity to handle 2.1 million TEUs per annum with 31 train sets,
500+ trailers and warehousing space of 1.73 million square feet across its 12 Container Terminals. Snowman
Logistics Limited (SLL), it’s third vertical, is India’s leading cold chain logistics company with Pan India presence
at 31 locations in 15 cities.

Investment theme

With its dominant presence in CFS, rail freight and cold chain businesses, GDL has evolved as an integrated
logistics player. The company’s CFS and cold chain are facing a tough business environment owing to intensive
competition amidst a weak macro environment. However, the rail division has started showing resilience with
improvement in volume and profitability. Capacity expansion in rail will prove to be beneficial for the company
as the trade environment revives. Further, key positive triggers such as the dedicated freight corridor (DFC)
remains intact. Due to comfort on valuation, we have a Buy rating on the stock.

Key Risks
+ Deterioration in trade environment leading to higher trade imbalance.
+ Competitive pressure weighing on operational profitability.

Additional Data

Key management personnel

Mr. PREM KISHAN DASS GUPTA | Chairman

Mr. Sachin Surendra Bhanushali ' Chief Executive Officer

Mr. Sandeep Kumar Shaw Chief Financial Officer

Mrs. Veena Nair Company Secretary & Compliance Officer
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 PRISM INTL PTE LTD 22.9
2 Amansa Holdings Pvt Ltd 8.68
3 ICICI Prudential Asset Management 8.63
4 Life Insurance Corp of India 7.08
5 Mirae Asset Global Investments Co 6.83
6 Gupta Prem Kishan Dass 4.06
7 Schroders PLC 2.57
8 Dimensional Fund Advisors LP 2.5
9 State of Kuwait 2.44
10 SBI Funds Management Pvt Ltd 2.21

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

January 23, 2020 5

Stock Update



Sharekhan

by BNP PARIBAS

Know more about our products and services

For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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