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Mahindra Logistics Ltd

Valuation factors transition; Upgrade to Buy

Logistics Sharekhan code: MAHLOG
Reco/View: Buy N CMP: Rs. 379 Price Target: Rs. 502 ©
N Upgrade € Maintain ' Downgrade

Summary

¢ We upgrade Mahindra Logistics Limited (MLL) to Buy with an unchanged PT of Rs. 502,
considering the recent correction led by its transition phase providing buying opportunity.

+ Our interaction with the management underscores its upbeat outlook on end-user demand
in the medium-term barring e-commerce. Focus stays on margin expansion.

+ 3PL business is expected to grow at 15-16% CAGR with focus on almost doubling share of
high margin integrated 3PL revenues over the next five years.

¢+ Key account downsizing in SCM has led to key learnings in terms of processes and
capabilities. Express business consolidation to provide synergistic benefits.

We recently interacted with Mahindra Logistics Limited (MLL) management, which remained
upbeat on end-user demand in the medium term barring e-commerce. The 3PL business (83%
of SCM revenues and 79% of consolidated revenues in 9MFY2023) is expected to grow at 15-
16% CAGR, focusing on increasing share of high-margin integrated 3PL revenues (target 40%
of 3PL revenues over five years from current 20%+). The company is currently downsizing Bajaj
Electricals account by 80% on mutually agreed terms where it has derived key takeaways in
the form of learnings, processes and capabilities. It has also recently consolidated its express
business in MSEPL (houses Rivigo’s acquired B2B business), enabling benefits in terms of
synergies, resource optimisation and enhanced customer services. MLL has corrected by 17%
since we downgraded the stock to Hold in our report dated February 2, 2023. We believe the
current valuation aptly factors in transitioning uncertainties providing opportunity to Buy.
Hence, we upgrade to Buy with an unchanged PT of Rs. 502.

¢+ Target 15-16% CAGR in 3PL with a focus on solutions: MLL would leverage its all India
reach, integrated transport & warehousing offerings and technology platform to grow its 3PL
business at 15-16% CAGR. Within 3PL, it would focus on solutions (integrated 3PL) and targets
to increase share of solutions to 40% of the total 3PL revenues over the next five years from
the current 20%+. The rise in share of integrated 3PL offerings along with cost optimisation is
expected to improve gross margins of the overall 3PL business.

+ Lessons learned from Bajaj Electricals account: MLL is downsizing the Bajaj Electricals
SCM account (3-4% of consolidated revenues and 6-7% of non-M&M 3PL revenues) by “80%
on mutually agreed terms as the base design of SCM was no longer valid. It has already
transitioned 60% of the networks, and the balance is expected to be completed by May
2023. The investments made in technology would be utilised for other clients. The company
had achieved breakeven in its second year of operations. The key takeaways from the
account were processes, learnings and capabilities.

+ Express business consolidation and Pune warehouse launch: The company recently
transferred its express business to MSEPL for lumpsum consideration of Rs. 20.8 crores
(to be received as equity shares of MSEPL). MSEPL, which houses Rivigo’s acquired B2B
express business, would enable synergies, optimisation of resources and enhanced
customer services. MLL and Ascendas-Firstspace are setting up of a new 1 msf of multi-
client warehouse park in Talegaon, Pune. The entire development will be spread over three
phases with the first phase of 0.5 msf to be operational by the end of FY2024.

Our Call

Valuation — Upgrade to Buy with an unchanged PT of Rs. 502: MLL remains focused on the
turnaround of B2B express business of Rivigo consolidating its express business under MSEPL.
Further, ittargets to increase the share of solutions business in 3PL vertical, which would provide
better margins. It remains upbeat on end-user demand on medium-term barring e-commerce
with focus on expanding margins. It remains committed on adding 2-3msf warehousing
capacities per annum. The stock has seen a correction of 17% since we downgraded the stock to
Hold in our report dated February 2, 2023. We believe the current valuation at a P/E of 58x/34x
its FY2024E/FY2025E earnings aptly factors its transitioning-related uncertainties providing
an opportunity to Buy. Hence, we upgrade the stock to Buy with an unchanged PT of Rs. 502.

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

Valuation (Consolidated) Rs cr
Revenue 4140.8 5,260.2 6,521.8 7,5001
OPM (%) 4.5 5.0 5.2 5.4
Adjusted PAT 17.6 30.8 467 80.2
% YoY growth (46.4) 751 518 71.9
Adjusted EPS (Rs.) 2.4 43 6.5 1.2
P/E (x) 155.1 88.6 58.3 33.9
P/B (x) 41 3.9 37 33
EV/EBITDA (x) 13.6 9.4 7.4 61
RoNW (%) 3.0 5.1 7.2 1.3
RoCE (%) 4.8 8.8 10.6 13.8

Source: Company; Sharekhan estimates
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Key conference call takeaways

*

Outlook: company remains upbeat on demand on medium-term barring e-commerce, which has seen
contraction. It continues to work on margin expansion. The warehouse addition of 2-3msf p.a. remains
intact.

Bajaj Electricals account: The company is restructuring the contract with Bajaj Electricals by downsizing
it by “80% as the base design SCM was invalid. The transitioning would be done from February 2023 to
May 2023 while it has already transitioned “60% of the networks. The transition-related costs would be
there. The account comprised 3-4% of the consolidated revenues and 6-7% of non-M&M 3PL revenues.
The investment done in technology will be used for the long term for other clients. The key takeaways
from the account were processes, learnings and capabilities.

Transfer of express business to MESPL: The company on March 30, 2023, entered into a Business
Transfer Agreement with MLL Express Services (MESPL), a wholly-owned subsidiary of the company, for
transfer of the express network business of the company to MESPL, effective April 1, 2023, for a lump
sum consideration of Rs. 20.8 crores to be discharged by MESPL through the issue of equity shares to
the company. It expects the closure of the transfer by July 2023. The valuation related to the transfer of
express business arrived considering DCF over five years, customer concentration, costs in building scale,
and pin-code reach, among other things.

Pune warehouse launch: The company and Ascendas-Firstspace (an industrial real estate developer)
are setting up a new 1 million square feet of multi-client warehouse park in Talegaon, Pune. The entire
development will be spread over three phases, with the first phase of 0.5 million sq. ft. to be operational
by the end of FY2024. The company expects volumes to contribute at half the capacity from Q3FY2024.
At peak capacity, it expects Rs. 75-80 crores revenues p.a. from the facility.

3PL outlook: The 3PL segment is expected to grow at 15-16% CAGR. It would like to target solutions
(integrated 3PL) to comprise 40% (currently 20% plus) over the next five years. Warehousing is less than
15% in M&M business and 30-35% in non-M&M business.

Network services outlook: It targets Rs. 2500-3000 crore revenues.

Express business outlook: The company anticipates EBITDA break-even by the end of H2FY2024 and be
the positive zone by the FY2024 end.

Rivgo: The integration of Rivigo’s B2B express business is going quite well and is expected to be completed
by H1FY2024.

Freight Forwarding outlook: The freight forwarding business had been growing at 25-26% CAGR till
FY2019. The segment contributes Rs. 1000 crore revenues and operates on 250 plus lanes. The freight
forwarding revenues are expected to be lower compared to FY2022. The prices are expected to be
bottoming out on some lanes. It would be focusing on volumes and charter services.
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Revenue Mix trend
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SCM/EM gross margin trend
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M&M/Non-M&M growth trend

Transportation/Warehousing growth trend
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Outlook and Valuation

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

The logistics industry had been one of the key sectors which showed a strong revival post-COVID-19 pandemic
that affected the overall trade environment 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 improved their business, led by user
industries’ preferences towards credible supply chain management in the wake of the impact of COVID-19
on supply chain operations. Further, the 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 of the
sector.

B Company Outlook — Rivigo to delay growth acceleration

MLL had been on a strong earnings growth trajectory pre-acquisition of the B2B express business of Rivigo.
The low margin profile of Rivigo, along with increased leverage to fund acquisition, has led to a downward
revision in net earnings CAGR over the next two years than earlier envisaged. Further, its freight forwarding
business is expected to recover over the next six months due to weak demand-supply dynamics in global
economies. Its non-M&M SCM business is witnessing lower growth than earlier envisaged. Overall, we expect
FY2024 to be a year of a turnaround for its newly acquired business, while growth acceleration is expected
from FY2025 onwards.

B Valuation — Upgrade to Buy with an unchanged price target of Rs. 502

MLL remains focused on the turnaround of B2B express business of Rivigo, consolidating its express business
under MSEPL. Further, it targets to increase share of solutions business in 3PL vertical, which would provide
better margins. It remains upbeat on end-user demand on medium-term barring e-commerce, with focus on
expanding margins. It remains committed on adding 2-3msf warehousing capacities per annum. The stock
has seen a correction of 17% since we downgraded the stock to Hold in our report dated February 2, 2023.
The current valuation at a P/E of 58x/34x its FY2024E/FY2025E earnings aptly factors its transitioning-related
uncertainties providing an opportunity to Buy. Hence, we upgrade the stock to Buy with an unchanged PT of
Rs. 502.
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Peer Comparison
. P/E (x) EV/EBITDA (x) P/BV (x) RoE (%)
Particulars
FY24E| FY25E| FY24E| FY25E| FY24E| FY25E| FY24E| FY25E
Mahindra Logistics 58.3 33.9 74 6.1 37 3.3 72 1.3
TCI Express 331 275 23.4 19.4 79 6.3 27.0 25.8

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 over 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 an extensive network of business partners on lease
rentals. At the same time, MLL largely invests in logistics technology. The company provides customised and
technology-enabled solutions across the supply chain, and people transport operations.

Investment theme

MLL has gathered pace in both of its key verticals, viz. M&M SCM and non-M&M SCM businesses 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 the 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.

¢ Changesinthe 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

Anish Shah Chairman

Rampraveen Swaminathan Chief Executive Officer & MD

Ruchie Khanna 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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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 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: Ms. Binkle Oza; Tel: 022-61169602; email id: complianceofficer@sharekhan.com;

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

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
Maharashtra, INDIA, Tel: 022 - 67502000/ Fax: 022 - 24327343. Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O/
CD) / MCX - Commodity: INZ0O00171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0005786; Mutual Fund: ARN 20669;
Research Analyst: INHOO0006183.

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.
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