INSTITUTIONAL EQUITY RESEARCH

VRL Logistics Ltd (VRLL IN)

Lower offtake in GT, prospects still promising

INDIA | LOGISTICS | Quarterly Update

Top takeaways from Q2FY16

e Revenues were flat yoy due to low rainfall and delay in festive season.

e Lower diesel cost due to higher use of biodiesel helped EBIDTA rise 6% to Rs 694mn.

e  PAT increase was largely due to lower debt (interest cost at Rs 74mn vs. Rs 151mn yoy).

Key highlights: Sluggish monsoons and delay in festive season (Diwali in November this
year), caused lower off-take in good transport (GT) business leading to flat revenues. Bus
operation revenue fell 5%, as the number of VRL's buses reduced to 368. Decline in diesel
cost to Rs 51/litre (-6% qoq), due to increase in biodiesel contribution to 36%, resulted in
lower operating expenses. Higher employee expenses limited EBIDTA margin improvement.
Stronger control over debt helped VRL shrink its interest cost, resulting in PAT growth of
34% yoy in an otherwise lacklustre quarter.

Conference call takeaways

x A truant monsoon and festive season shifting to November resulted in lower GT
revenue growth.

%  VRL opened an international branch in Kathmandu, Nepal, but due to the disturbance in
that country, it could not generate any GT revenue.

% Bus division revenue fell due to seasonality and lower number of buses as bus permit
expired.

x  Higher increment and incentives to employees translated into 27% yoy increase in
employee cost.

v"In its GT business, VRL’s periodical review of freight rates let to higher realisation per
tonne (up 5% to Rs 5,120).

v Festival season could see higher tonnage, KM, and realisation for GT business.

v" VRL has maintained its capex guidance of Rs 0.90-1.00bn, with ~200 vehicle additions.

v" VRL will maintain its current debt levels, which will lead to reduced interest cost.

Outlook and valuation: At its CMP, the company trades at a FY16/17 P/E of 28x/22x. We
believe that movement will pick up in 2HFY16 due to festive demand. VRL can add more
branches, as it is focussing on growth in the northern and eastern parts of the country. Its
growth prospects look promising and leave scope for upside. We maintain our valuation at
25x FY17 with a target price of Rs 442 per share.
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Key Financials
Rs mn FY15 FY16E FY17E
Net Sales 16,712 18,632 21,013
EBIDTA 2,729 3,134 3,653
Net Profit 876 1,266 1,613
EPS, Rs 10.7 13.9 17.7
PER, x 38.7 27.9 21.9
EV/EBIDTA, x 13.7 12.4 10.4
ROE, % 25.6 28.4 28.6
Debt/Equity (%) 1.3 0.9 0.6
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(Rs mn) Q2FY16 Q2FY15 yoy growth % Q1FY16 qoq growth % Comments

Revenue 4,272 4,326 (1.25) 4,479 -4.63 Low off-take due to low monsoon & delay in festive season.
EBITDA 694 653 6.34 832 -16.55

EBITDA margin (%) 16.26 15.10 116bps 18.58 -232bps Due to - Lower diesel cost and Higher employee cost
Interest 74 151 (50.61) 103 -27.96 lower debt — resulted in lower Int. cost

Depreciation 224 229 (2.23) 223 0.35

Other income 23 19 26.87 19 20.44

PBT 420 292 43.76 525 -20.11

Tax 130 75 72.11 172 -24.32

Tax rate (%) 30.94 25.84 510bps 32.66 -172bps

PAT 290 217 33.89 354 -18.07

EPS (Rs) 3.2 2.5 25.51 3.9 (18.07)
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Segment wise results

Rs mn 2QFY16 2QFY15 % yoy H1FY16 H1FY15 % yoy
Net Revenues
Good Transport 3,428 3,430 (0.1) 6,824 6,445 5.9
Bus Operation 687 726 (5.4) 1,634 1,691 (3.4)
Sale of Power 95 108 (12.1) 166 172 (3.6)
Air Chartering Services 24 20 16.0 51 55 (8.7)
Un-allocable Revenue 39 42 (6.9) 76 76 0.7
Total 4,272 4,326 (1.2) 8,751 8,439 3.7
Segment PBIT
Good Transport 443 434 2.1 865 820 5.5
Bus Operation 48 (27) (278.9) 264 120 120.2
Sale of Power 56 72 (22.3) 84 100 (15.7)
Air Chartering Services (13) (11) 14.7 (17) (7) 147.8
PBIT 534 468 14.0 1,196 1,033 15.8
(-)Interest (74) (151) (50.6) (178) (305) (41.7)
(-)Net un-allocable Exp. (39) (25) 56.4 (73) (66) 10.8
PBT 647 644 0.6 1,447 1,404 3.1
PBIT Margin (%)
Good Transport 12.9 12.7 - 12.7 12.7
Bus Operation 6.9 (3.7) - 16.1 7.1
Sale of Power 58.9 66.6 - 50.9 58.2
Air Chartering Services (54.6) (55.3) (33.7) (12.4)
Total Comp PBIT Margin (%) 12.5 10.8 - 13.7 12.2
Source: Company, PhillipCapital India Research
Goods Transport vehicles
Year Small Light Heavy Car Carrier Tanker Cranes Total
Vehicle Commercial Commercial Vehicles
Vehicles Vehicles Owned
FY10 180 842 1,480 - 7 10 2,519
FY11 171 892 1,575 - 7 10 2,655
FY12 139 883 1,916 102 27 12 3,079
FY13 122 883 1,941 102 27 13 3,088
FY14 122 882 2,210 102 23 13 3,352
FY15 120 975 2,423 102 16 13 3,649
2QFY16 119 1002 2,460 102 17 13 3713
Source: Company, PhillipCapital India Research
Key Parameter
2QFY16 2QFY15 YOY 1QFY16 QoQ
VRL - Avg. Diesel cost (Rs. Ltr.) 51 NA NA 54 (5.6)
GT - Realisation per ton 5,120 4,890 4.7 5,007 2.3
Buss Operations:
No. Vehicle — (No.) 368 NA NA 373 (1.3)
Occupancy Level (%) 79.6 75.8 383bps 87.0 -736bps
Passenger Realisation (Rs.) 917 927 (1.1) 1,029 (10.9)

Source: Company, PhillipCapital India Research Estimates
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY14 FY15 FYl6e FY17e Y/E Mar, Rs mn FY14 FY15 FYl6e FY17e
Net sales 14,814 16,562 18,475 20,848 Pre-tax profit 768 1,379 1,835 2,338
Growth, % 13% 12% 12% 13% Depreciation 866 877 925 1,000
Other Operating Income 124 150 157 165 Chg in working capital 4 -216 -99 -120
Total income 14,938 16,712 18,632 21,013 Total tax paid -149 -287 -569 -725
Operating expenses 10,912 11,794 13,037 14,566 Other operating activities 544 564 374 315
Employee expenses 1,745 1,980 2,227 2,499 Cash flow from operating activities 2,033 2,317 2,466 2,808
Other Operating expenses 216 210 234 294 Capital expenditure -903 -491 -929 -1,091
EBITDA (Core) 2,066 2,729 3,134 3,653 Other investing activities -7 0 100 100
Growth, % 5.8% 32.1% 149% 16.6% Cash flow from investing activities -911  -491  -829 -991
Margin, % 13.8% 16.3% 16.8% 17.4% Free cash flow 1,122 1,827 1,637 1,817
Depreciation 866 877 925 1,000 Equity raised/(repaid) 0 0 57 0
EBIT 1,200 1,852 2,209 2,653 Debt raised/(repaid) 47  -621  -500 -500
Growth, % 6% 54% 19% 20% Dividend (incl. tax) -564  -604  -431 -431
Margin, % 8% 11% 12% 13% Other financing activities -608 -587  -474 -415
Interest paid 599 586 474 415 Cash flow from financing activities -1,125 -1,812 -1,347 -1,345
Other Non-Operating Income 100 77 100 100 Net chg in cash -3 15 289 472
Pre-tax profit 700 1,343 1,835 2,338
Tax provided 195 467 569 725
Profit after tax 505 876 1,266 1,613 Valuation Ratios
(- ) Exceptional Expenses 66 36 0 0 FY1a FY15 FYl6e FY17e
Net Profit 572 912 1,266 1,613
Growth, % 25% 60% 39% 27% Per Share data
Margin, % 4% 59 7% 8% EPS (INR) 6.7 10.7 139 17.7
e Growth, % 3%  60% 30% @ 27%
:Zt :;‘E”;t é:d(’;;:‘z:)nos) 522 8;: 1,22513 1’6;: Book NAV/ FD share (INR) 336 390 488 618
FDEPS (INR) 6.3 10.0 13.9 17.7
CEPS (INR) 16.8 20.9 24.0 28.6
CFOPS (INR) 22.3 25.4 27.0 30.8
Balance Sheet DPS (INR) 40 40 40 40
Y/E Mar, Rs mn FY14 FY15 FY1l6e FY17e Return ratios
Cash & bank 151 166 455 927 Return on assets (%) 6.3 10.2 13.5 16.1
Debtors 800 902 983 1,167 Return on equity (%) 18.7 25.6 28.4 28.6
Inventory 135 150 172 193 Return on capital employed (%) 14.4 21.5 24.7 27.4
Loans & advances 1,106 1,079 1,111 1,144 Turnover ratios
Other current assets 41 74 77 80 Sales/Total assets (x) 1.7 1.9 2.0 2.1
Total current assets 2,232 2,371 2,799 3,512 Sales/Net FA (x) 2.0 2.4 2.6 2.9
Investments 1 1 1 1 Working capital/Sales (x) 0.1 0.1 0.1 0.1
Gross fixed assets 12,167 12,489 13,409 14,500 Fixed capital/Sales (x) 0.5 0.4 0.4 0.3
Less: Depreciation 4,764 5,420 6,345 7,345 Receivable days 19.3 19.4 19.0 20.0
Add: Capital WIP 140 91 100 100 Inventory days 3.8 3.9 4.0 4.0
Net fixed assets 7,544 7,160 7,164 7,254 Payable days 20.6 14.5 14.0 15.0
Total assets 9,777 9,531 9,964 10,767 Working capital days 2.5 8.8 9.0 9.0
Current liabilities 487 419 458 579 Liquidity ratios
Provisions 249 144 144 144 Current ratio (x) 3.0 4.2 4.6 4.9
Total current liabilities 736 563 603 723 Quick ratio (x) 2.8 3.9 4.4 4.6
Non-current liabilities 5143 4,519 4,019 3,519 Interest cover (x) 3.4 41 5.6 73
Deferred Tax Liability 834 888 888 888 Dividend cover (x) 17 2.7 35 44
Total liabilities 6,713 5969 5509 5,129 Total debt/Equity (%) 17 13 0.9 0.6
Paid-up capital 855 855 912 912 Net debt/Equity (%) 1.6 1.2 0.8 0.5
Reserves & surplus 2,209 2,707 3,542 4,725 Valuation
Shareholders’ equity 3,064 3,562 4,455 5,637 PER (x) 619 387 279 219
Total equity & liabilities 9,777 9,531 9,964 10,767 PEG (x) - y-o-y growth 2.5 0.6 0.7 0.8
Source: Company, PhillipCapital India Research Estimates Price/Book (x) 115 9.9 7.9 6.3
Yield (%) 1.0 1.0 1.0 1.0
EV/Net sales (x) 2.7 2.2 2.1 1.8
EV/EBITDA (x) 19.5 13.7 12.4 10.4
EV/EBIT (x) 31.1 19.4 16.9 13.8
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Rating Methodology

B (TP 442)

J-15 J-15 S-15 O-15

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.
Rating Criteria Definition

BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
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including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
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regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
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