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Mahindra Logistics Ltd

Near-term headwinds; Long-term outlook positive

Logistics Sharekhan code: MAHLOG
Reco/View: Buy © CMP: Rs. 428 Price Target: Rs. 580 N7
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Summary

¢ Our interaction with the management of Mahindra Logistics Limited (MLL) indicates its focus
on scaling both 3PL and network services businesses along with presence of levers for margin
expansion.

* Management reiterated Rs. 10,000 crore revenue target by FY2026 with 200 bps expansion in
net profit margin from FY2021 level.

+ The staggered acquisition of Whizzard is expected to strengthen its last mile service capabilities
through access to tier 2 and 3 cities, quick commerce capabilities, and technology.

+ We retain Buy with a revised PT of Rs. 580, lowering valuation multiple to factor in near-term
headwinds, while its long-term growth outlook remains intact.

We interacted with the management of Mahindra Logistics Limited (MLL), which reiterated its
revenue target of Rs. 10,000 crore in FY2026 along with 200 bps expansion in net margin from 1%
in FY2021. The company’s core 3PL business is expected to double from Rs. 3,000 crore in FY2020,
network services business (20% of revenue) is expected to grow 3x, freight forwarding is likely to
post 25-30% CAGR, while new businesses (eDEL, Whizzard) are expected to achieve scale. Margin
expansion would be led by higher warehousing revenue mix in 3PL, higher margins in network
services by scaling up, and overall higher revenue leading to better absorption of fixed costs.
The company is focusing on both 3PL and network services, a combination seen in large global
players. The company expects to be in the top 10 players, which would have 28-30% share of the
logistics market from 17% currently over the longer term. However, rise in diesel prices, supply
chain shortages continuing to impact electronics and appliances segments, and weak farm and
agri demand are key near-term headwinds, which are expected to affect financials in the near term.
The secular auto sector’s recovery and easing of chip shortages are expected from H2FY2023.

+ FY2026 guidance remains intact: Management remained confident of achieving its revenue target
of Rs. 10,000 crore by FY2026, which comprises doubling of core 3PL revenue over the five-year
period, growing network services business by 3x, and revival in the enterprise mobility business.
Net profit margin is targeted at 3% in FY2026 from 1% in FY2021, which would be achieved through
levers such as higher warehousing revenue mix in overall 3PL revenue, margin expansion in
network services as it achieves scale, and better overhead absorption with rise in overall revenue.

+ Whizzard acquisition to strengthen last mile services: MLL entered into a 60% stake purchase
agreement with ZipZap Logistics (Whizzard) in tranches (by FY2024 end) at a cost of Rs. 72
crore. Whizzard would provide MLL access to tier 2 and 3 cities (MLL has urban-centric last mile
capability), quick commerce capabilities, and technology. Whizzard is present in 14 states and 325
cities (tier 1, 2, and 3) and has grown 10x in three years, crossing Rs. 100 crore revenue mark with
profitability. MLL has had strength in first and mid-mile logistics historically, which now through
eDeland Whizzard would strengthen its last mile logistics services, especially in smaller packages.

+ Near-term headwinds expected till H2FY2023: The company expects secular auto sector
recovery from 2HFY2023 especially farm and agri segment (which comprises 20% of total revenue).
The resolution of chip shortages affecting the electronics and appliances segment and revival in
the enterprise mobility business is also expected over the next two to three quarters. Further, the
recent surge in crude prices, led by Russia-Ukraine crisis, has started to increase diesel prices,
which is passed on to customers with a lag and is expected to put pressure on margins in the near
term. Overall, we believe the above near-term headwinds can put pressure on MLL’s financials in
the near term.

Our Call

Valuation — Retain Buy with a revised PT of Rs. 580: MLL’s operational performance is likely to
be affected in the near term on account of weakness in the farm and agri sector, chip shortages
affecting electronics and appliances sectors, startup costs related to Bajaj Electrical account, and
rising diesel prices. However, the company continues to focus on addition of warehousing capacities,
scaling up network services business, and eyeing capabilities-based acquisitions in the logistics
space. The company’s five-year revenue target of Rs. 10,000 crore remains intact along with net profit
margin expansion. We remain optimistic on the long-term growth potential for MLL although near-term
headwinds are likely to affect its operational profitability. Hence, we lower our valuation multiple,
leading to a revised price target (PT) of Rs. 580. We retain our Buy recommendation on the stock.

Key Risks
Weakness in the auto industry’s outlook is a key downside risk to our call.

Valuation (Consolidated) Rs cr
Revenue 3,263.7 4,085.6 4,887.0 57321
OPM (%) 41 46 5.3 5.6
Adjusted PAT 327 287 675 98.9
% YoY growth (40.6) (12.4) 135.3 46.5
Adjusted EPS (Rs.) 46 4.0 9.4 13.8
P/E (x) 937 106.9 45.5 31.0
P/B (x) 4.8 4.6 4.2 37
EV/EBITDA (x) 221 16.0 1.6 9.3
RoNW (%) 5.9 4.9 10.7 13.9
RoCE (%) 8.0 81 13.4 16.1

Source: Company; Sharekhan estimates
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FY2026 target intact: The company is confident of achieving Rs. 10,000 crore revenue in FY2026. The
company’s core 3PL business, which contributed Rs. 3,000 crore in FY2020, can be doubled over a five-
year period. The network services business, which is now 20% of overall revenue (5-6% in FY2019), can
grow 3x by FY2026. Freight forwarding (Lords freight) can post a 25-30% CAGR without any acquisitions.
B2B express remains a concern, which needs to be scaled up. Overall net profit margin is expected to be
3% by FY2026, leading to RoE expansion.

Current sector-wise demand environment: The auto segment is slightly better on the original equipment
manufacturers (OEM) and components front. Although the farm segment (longer line haul business) is down,
which is not expected to recover till 2HFY2023. FMCG, durables, and pharma are witnessing good growth.
The retail segment post the third wave of COVID-19 is seeing good increase. Traditional e-commerce
business remains soft, although value growth is still there. Electronics and appliances continue to be
affected by chip shortages. Demand from tier 2 and 3 cities is relatively robust but for low category
products. Overall, revenue is still holding up but not at the pace that the company has envisaged.

Sector-wise outlook: Farm and agri comprise over 20% of overall revenue. For FY2023, farm and agro
would be flat. The company expects secular recovery in auto from 2HFY2023.

Whizzard outlook: The company would be acquiring 60% of Whizzard in a staggered manner (35% by
FY2023 end and 60% by FY2024 end) at a cost of Rs. 72 crore. Whizzard is present in 14 states and 325
cities (tier 1, 2, and 3). Whizzard is profitable and has grown 10x in three years with revenue crossing Rs.
100 crore mark. The company would stand to benefit from Whizzard’s strong presence in tier 2 and 3 cities,
quick commerce capabilities, and technologuy.

Margin expansion levers: Margin expansion would be driven by higher warehousing revenue share
in integrated logistics services, scaling up of its network services business and higher overhead cost
absorption with rise in overall revenue. The network services business is expected to grow at a faster rate
than core 3PL business. Currently, integrated logistics services comprise 70%, network services comprise
20%, and mobility comprises 5%.

Bajaj Electricals business: The business has low-teen gross margin, which is higher than the overall
company’s margin.

Global versus domestic: Large global logistics companies have balanced portfolio of 3PL and network
services. The Indian addressable logistics market is estimated at Rs. 1,50,000 crore with the top 10 players
accounting for 17% market share. Globally, the top 10 players account for 28-30% market share. The
company expects the Indian logistics market is expected to consolidate with the top 10 players accounting
for 30% over a period of time.

Warehouse addition: The company targets to add 2-2.5 msf warehousing space each year, taking its total
warehousing space to 18 msfin FY2024 end from 14.5 msf currently.

Yield improvement: The company has seen 7-8% psf yield improvement excluding stockyards and flex
business, although capital density has also increased. The yield for groceries is Rs. 120 psf; the top 10
pharma accounts generate Rs. 150-160 psf yield, while bulky products such as ACs generate only Rs. 25-
27 psf yield.
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Outlook and Valuation

B Sector view — Strong growth outlook led by changing consumer preferences and macro pick-up

The logistics industry had been one of the key sectors, which showed strong revival post COVID-19 pandemic,
which affected the overall trade environment both domestically and globally. Domestic indicators such as
e-way bill generations, FASTag collections, Indian rail volumes, domestic port volumes, and foreign trade are
showing clear signs of revival. Further, organised domestic logistics players have been able to improve their
business, led by user-industries’ preference towards credible supply chain management in the wake of the
impact of COVID-19 on supply chain operations. Further, third-party logistics (3PL) industry has seen faster
improvement in operations, led by segments such as e-commerce, pharma, and FMCG. Hence, we have a
positive view on the sector.

B Company outlook — On a growth path

MLL is on an improving growth trajectory, which is expected to gather pace with the unlocking of the economy
as the impact of COVID-led second wave recedes. Meanwhile, MLL has been able to add key clients and
has gone live with few clients. In the post COVID era, the company expects to benefit from the increasing
reliance of clients on smart supply chain management solution providers such as itself. A strong revival in
the auto sector and growth momentum in the consumer space are expected to lead to strong revenue growth
for MLL going ahead. The company continues to focus on providing integrated logistics solution, adding new
warehousing capacities, and new clients.

B Valuation — Retain Buy with a revised price target of Rs. 580

MLLs operational performance is likely to be affected in the near term on account of weakness in the
farm and agri sector, chip shortages affecting electronics and appliances sectors, startup costs related to
Bajaj Electrical account, and rising diesel prices. However, the company continues to focus on addition of
warehousing capacities, scaling up network services business, and eyeing capabilities-based acquisitions in
the logistics space. The company’s five-year revenue target of Rs. 10,000 crore remains intact along with net
profit margin expansion. We remain optimistic on the long-term growth potential for MLL although near-term
headwinds are likely to affect its operational profitability. Hence, we lower our valuation multiple, leading to
a revised price target (PT) of Rs. 580. We retain our Buy recommendation on the stock.
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Peer Comparison

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

FY23E| FY24E| FY23E| FY24E| FY23E| FY24E| FY23E| FY24E

Mahindra Logistics 455 31.0 1.6 9.3 4.2 37 10.7 13.9
TCI Express 40.4 33.2 29.0 237 9.6 7.6 26.8 25.9
Transport Corporation of India 171 15.5 1.2 10.0 2.6 2.3 16.7 15.9

Source: Sharekhan Research
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About company

MLL is a portfolio company of Mahindra Partners, the $1 billion private equity division of the $19-billion
Mahindra Group. MLL is an integrated third party logistics (3PL) service provider, specialising in supply
chain management and people transport solutions. Founded more than a decade ago, MLL serves over
300 corporate customers across various industries such as automobiles, engineering, consumer goods, and
e-commerce. The company pursues an asset-light business model under which assets necessary for its
operations such as vehicles and warehouses are owned or provided by a large network of business partners
on lease rentals, while MLL largely invests in logistics technology. The company provides customised and
technology-enabled solutions that span across the supply chain and people transport operations.

Investment theme

MLL has gathered pace in both its key verticals viz. M&M SCM and non-M&M SCM businesses, which are
expected to sustain going forward. The company continues to focus on providing integrated logistics solutions
and has been able to add new clients and warehousing capacities each quarter. Further, MLLs venture into
last-mile small package deliveries through EV would capture strong growth in the express delivery segment.
The company continues to generate strong cash flows following its asset-light model.

Key Risks
+ Slowdown in the automotive industry can affect financials due to its high dependency.

¢ Changes in supply chain strategy of Mahindra Group can negatively affect its financials due to its high
dependency.

¢ The industry is highly competitive and fragmented with low entry barriers.

Additional Data

Key management personnel

Zhooben Bhiwandiwala Chairman, Non-Executive Director
Rampraveen Swaminathan Chief Executive Officer

Yogesh Patel Chief Financial Officer

Brijbala Batwal Company Secretary & Compliance Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Mahindra & Mahindra Ltd 58.40
2 Reliance Capital Trustee Co Ltd 4.66
3 First State Investments ICVC 3.86
4 Goldman Sachs Group Inc/The 2.48
5 Invesco Trustee Private 1.86
6 BHANSHALI AKASH 1.85
7 MOTILAL OSWAL FOC EMERG FD 1.26
8 Federated Hermes 0.97
9 Motilal Oswal Asset Management 0.88
10 Frostrow Capital LLP 0.86

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.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significant increase in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
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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 and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates 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.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com
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