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Transport Corporation of India Ltd
Margin pressures dent Q2; yet growth path intact
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Summary

* We retain a Buy on TCI Ltd with an unchanged price target of Rs. 850, considering its long term
sustainable growth trajectory driven by positive sectoral fundamentals and its multi-modal
capabilities.

¢ TCI reported largely in-line cConsolidated revenues for Q2FY2023 were largely in line with
estimates led by strong growth in freight and SCM businesses. However, OPM lagged due to weak
margins in SCM and Seaways.

¢ The management retained topline and bottomline growth guidance of 10-15% y-o-y for FY2023 as
Seaways is expected to report flat revenue y-o-y along with normalisation of OPM.

* Its capex plan of Rs. 300 crore remains unchanged although it is yet to zero in on a ship for
acquisition, which is expected in Q4FY2023 or Q1FY2024.

Transport Corporation of India (TCI) reported largely in-line consolidated revenues although it lagged
on the OPM front for Q2FY2023. Consolidated revenues rose by 13% y-o-y at Rs. 932 crore led by
strong growth in SCM (up 27% y-o-y at Rs. 342 crore) followed by freight (up 16% y-o-y at Rs. 394
crore) while Seaways reported 9.5% y-o-y dip at Rs. 116 crore (three out of six ships were dry docked
along with lower international revenues). Consolidated OPM at 10.3% (down 237 bps y-o-y) was lower
than our estimate of 11.7% owing to dip in margins in SCM (down 96 bps y-o-y at 9.5%) and Seaways
(down 448 bps y-o-y at 41.6%). Consequently, consolidated operating profit/net profit declined by
8%/4% y-o-y at Rs. 96 crore/Rs. 72 crore. The management retained its topline and bottomline growth
guidance of 10-15% y-o-y for FY2023. Its capex plan of Rs. 300 crore remains unchanged although it
is yet to zero in on a ship for acquisition.

Key positives
+ Consolidated revenues rose 13% y-o-y led by strong growth in both freight and SCM businesses.

+ Transystem JV reported a 76% y-o-y growth in revenues for HIFY2023 mirroring strong growth in auto
segment.

Key negatives

* Seaways reported 9.5% y-o-y dip in revenues along with 448bps y-o-y contraction in OPM.

+ SCM business OPM declined by 96bps y-o-y to 9.5% although it is expected to tread higher over the
next two quarters.

Management Commentary

+ The management retained its conservative topline and bottomline growth guidance of 10-15% y-o-y
for FY2023. Revenues might grow by over 15% y-o-y but net profit is expected to grow at 10-15% y-o-y
as Seaways OPM is coming off.

+ The company expects the policy to provide growth to the logistics sector. The key takeaways from
the NLP are 1) change in modal mix which would help reduce costs 2) Digitisation which would help
formalisation and 3) Standardisation, which would result in better productivity.

+ Although container prices have come down, ship prices have not come down yet. The company hopes
to purchase ship in Q4FY2023 or Q1FY2024. It is looking to purchase 30000-35000 tonnage ship.

Revision in estimates — We have fine-tuned our revenues and operating profit estimates for FY2023-
FY2024 while increased net profit estimates penciling lower effective tax rates.

Our Call

Valuation — Retain Buy with an unchanged price target of Rs. 850: TCI’'s multi-modal capabilities are
expected to benefit from recently announced National Logistics Policy. It continues to invest in multi-
modal network building and adding new businesses catering to chemicals, SAARC nations and the cold
chain segment. The seaways division revenues are expected to remain flattish in FY2023 with gradual
normalisation of OPM. However, the addition of one more ship would be keenly awaited and provide
further fillip to its seaways division. We introduce our FY2025E earnings in this note. We expect TCl to
be on a long-term growth trajectory, driven by positive sectoral fundamentals and its inherent strengths
and capabilities. We retain a Buy rating on the stock with an unchanged SOTP based target of Rs. 850.

Key Risks

A sustained weak macro-economic and auto industry environment can lead to a downward revision in
net earnings.

Valuation (Consolidated) Rs cr
Particulors | Fv22|  FvasE|  FvaE|  Fyase
Revenue 3,256.7 3,720.0 4135.3 4,552.0
OPM (%) 126 1.8 1.5 1.5
Adjusted PAT 2896 3278 3527 383.0
% YoY growth 80.8 13.2 76 8.6
Adjusted EPS (Rs.) 375 424 456 496
P/E (x) 18.6 16.4 15.3 141
P/B (x) 37 31 26 2.2
EV/EBITDA (x) 13.3 12.3 1.4 10.4
RoNW (%) 223 207 18.6 171
RoCE (%) 175 16.6 14.8 13.9

Source: Company; Sharekhan estimates
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Revenues in-line while OPM lags

Transport Corporation of India reported consolidated net revenues of Rs. 932 crore (up 13% y-o-y, up 3.2%
g-0-q) which was marginally higher than our estimate. Revenues from the freight division was up 13.7% y-o-y
(+1.3% g-0-q) at Rs. 469 crore, Supply chain management revenues were up 26% y-o-y (+18.5% g-o-q) at Rs.
358 crore although Seaways’ revenues were down by 7.5% y-o-y (-18.6% g-0-q) at Rs. 124 crore. Consolidated
OPM at 10.3% (-237bps y-o-y, -123 bps g-o-q) was lower than our estimate of 11.7%. Weak OPM led to
consolidated operating profit decline of 8.2% y-o-y (down 7.8% g-o0-q) at Rs. 96 crore, which was 11% lower
than our estimates. Weak operational performance was partially offset by higher income from JV income.
Consequently, consolidated net profit declined by 4.1% y-o-y (-6.9% g-o-q) at Rs. 72 crore, which was 9.5%
lower than our estimates.

Key Conference call takeaways

¢ Guidance: The management retained its conservative topline and bottomline growth guidance of 10-15%
y-o-y for FY2023. Revenues might grow by over 15% y-o-y, but net profit is expected to grow at 10-15%
y-o-y as Seaways OPM is coming off.

+ National Logistics Policy: The company expects the policy to provide growth to the logistics sector. The
key takeaways from the NLP are 1) A change in the modal mix which would help reduce costs 2) Digitisation
which would help formalisation and 3) Standardisation which would result in better productivity.

¢ Freight: Division’s revenues grew by 16% y-o-y in Q2FY2023. Margins were largely maintained. It expects
performance of the division to remain stable with stable RoCEs.

¢ SCM: The division’s revenues grew by 27% y-o-y in Q2FY2023 led by strong push from auto segment
(although two wheelers growth has not come back). EBITDA margins were slightly lower and are expected
to catch up over the two quarters.

¢ Seaways: Dry docking of three ships took longer leading to higher costs. The lower number of ship
availability led to lower revenues. Margins are normalising at 30-40%. The international operations like
Myanmar were not there during Q2FY2023 as they were in Q2FY2022. The company expects revenues
from Seaways to be the same as last year with marginal dip in profitability.

¢ Joint Ventures: The Concor JV reported marginal growth of 1.7% y-o-y and cold chain grew by 13.5% y-o-y
during H1IFY2023. For FY2023, Concor JV is expected to grow by 5-10% y-o-y while cold chain may grow
by 20-30% y-o-y. The transhipment business registered exceptionally robust growth of 76% y-o-y in-line
with the automobile sector’s performance.

¢ Capex: The capex plan remains as it is. Excluding the ship purchase, capex for FY2023 is expected to be
Rs. 125-150 crore. Including ship purchase, the capex would be Rs. 300 crore. Capex excluding purchase
of ship or trucks would be self-funded.

¢ Ship purchase: Although container prices have come down, ship prices have not declined yet. The
company hopes to purchase ship in Q4FY2023 or Q1FY2024. It is looking to purchase 30000-35000
tonnage ship.

* Ship dry docking: Dry docking related expense is estimated at Rs. 1.5-2 crore in Q2FY2023. However, all
costs related to dry docking are capitalised which gets reflected in higher depreciation. Next year, only
ship is planned for dry docking. Major dry docking for a ship happens within five years while moderate dry
docking happens in 25 months.

¢ Rail: The company has increased four rakes per day compared to last year.
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Results (Consolidated) Rs cr
Particulars Q2FY2023 Q2FY2022 Q1FY2023 g-0-q%
Net sales 93241 8251 13.0% 902.9 3.2%
Other income 74 2.9 152.4% 53 38.5%
Total income 939.5 8281 13.5% 908.2 3.4%
Total expenses 8361 720.6 16.0% 798.9 47%
Operating profit 96.0 104.5 -8.2% 1041 -7.8%
Depreciation 30.0 25.6 171% 28.9 3.9%
Interest 25 33 -22.8% 23 10.0%
Exceptional items 0.0 0.0 0.0

Profit Before Tax 70.8 78.5 -9.9% 78.2 -9.5%
Taxes 1.6 9.6 20.5% 9.3 241%
PAT 59.2 68.9 -141% 68.8 -14.0%
Minority Interest/JV income -13.2 -6.5 101.7% -8.9 47.8%
Adjusted PAT 72.3 75.4 -41% 777 -6.9%
EPS (Rs.) 9.4 9.8 -41% 101 -6.9%
Margins

OPM (%) 10.3% 12.7% -237 bps 11.5% -123 bps
NPM (%) 7.8% 9.1% -138 bps 8.6% -85 bps
Tax rate (%) 16.4% 12.3% 412 bps 11.9% 443 bps

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector View — Strong growth outlook led by changing consumer preferences & 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 both domestically and globally. Domestic indicators
like e-way bill generations, FASTag collections, Indian rail freight volume, domestic ports volume 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 wake
of the impact of COVID on supply chain operations. Further, the third-party logistics (3PL) industry has seen a
faster improvement in operations led by segments like e-Commerce, pharma and FMCG. Hence, we upgrade
our view on the logistics sector to Positive from Neutral.

B Company Outlook — Strong headroom for long-term growth

TCI has a strong long-term growth potential as it operates in a fragmented and highly unorganised logistics
industry. The company’s presence in the multi-modal logistics and the supply chain businesses with over six
decades of experience gives it a distinctive advantage to capture the high-growth potential in the logistics sector.
TCl is expected to benefit from the logistics sector’s growth tailwinds, led by GST, increased outsourcing of
logistics services owing to COVID-19, the government’s thrust on Atmanirbhar Bharat, and global supply chain
re-alignments. We expect TCl to be on a long-term growth trajectory, driven by positive sectoral fundamentals
and its inherent strengths and capabilities.

B Valuation — Retain Buy with an unchanged price target of Rs. 850

TCI’'s multi-modal capabilities are expected to benefit from recently announced National Logistics Policy. It
continues to invest in multi-modal network building and adding new businesses catering to chemicals, SAARC
nations and the cold chain segment. The seaways division revenues are expected to remain flattish in FY2023
with gradual normalisation of OPM. However, the addition of one more ship would be keenly awaited and provide
further fillip to its seaways division. We introduce our FY2025E earnings in this note. We expect TCl to be on a
long-term growth trajectory, driven by positive sectoral fundamentals and its inherent strengths and capabilities.
We retain a Buy rating on the stock with an unchanged SOTP based target of Rs. 850.

Valuation Summary

Particulars Valuation method EV (Rs. cr) Value per share (Rs.)
Freight 12x EV/EBITDA on FY2024E 1097 143

SCM 14x EV/EBITDA on FY2024E 2420 315
Seaways 12x EV/EBITDA on FY2024E 2582 336

Less: Net Debt -312 -41

Value of core verti-cals 641 834
Transystem JV 1x P/B 17 15

Price target 850

Source: Company, Sharekhan Research
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About company

TCl is India’s leading integrated supply chain and logistics solutions provider with over six decades of
experience. The company has an extensive pan-India network with a presence across major districts. TCl has
12 mn. sq. ft. of warehousing space. The company has three broad business verticals. TCl Freight: It transports
cargo on FTL/ LTL/small packages and consignments/over-dimensional cargo.TCl Supply Chain Solutions:
The core service offerings are supply chain consultancy, inbound logistics, warehousing/distribution centre
management and outbound logistics. TClI Seaways: TClI Seaways owns six ships and caters to coastal cargo
requirements for transporting containers and bulk cargo.

Investment theme

TCI has strong long-term growth potential as it operates in a fragmented and highly unorganised logistics
industry. The company’s presence in multi-modal logistics along with supply chain business with over six
decades of experience gives it a distinctive advantage to capture the high growth potential in the logistics
sector. TCl is expected to benefit from the logistics sector growth tailwinds, led by GST, increased outsourcing
of logistics services owing to COVID-19, government’s thrust on Atmanirbhar Bharat, and global supply chain
re-alignments. We expect TCl to be on a long-term growth trajectory, driven by positive sectoral fundamentals
and its inherent strengths and capabilities.

Key Risks
¢ Slowdown in the macroeconomy leading to weak logistics industry outlook.
¢ High concentration on the automotive industry.

¢ Highly competitive industry.

Additional Data

Key management personnel

Mr. D P Agarwal Chairman & Managing Director

Mr. Vineet Agarwal Managing Director

Mr. Ashish Tiwari Group Chief Financial Officer

Ms. Archana Pan-dey Company Secretary & Compliance Of-ficer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 HDFC AMC 7.58
2 TCI Trading 6.42
3 Bang Nirmal Mishrilal 112
4 Agarwal Dharam Pal 1.07
5 Tata AMC 0.87
6 LIC MF AMC 0.85
7 IDFC AMC 0.83
8 Sundaram AMC 0.81
9 Dimensional Fund 0.79
10 Blackrock Inc 0.07

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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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 significantincrease 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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