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Well-poised to tap growth opportunities in the logistics sector
We met the management of AVG Logistics and key highlights are:

AVG Logistics (AVG) is a key company in the logistics sector that provides a
wide range of services such as Road transport, Reefer transportation, Railway
logistics solutions, Warehousing services, and other value-added services. AVG
is well known for it’s dominance in providing multi-modal logistics services to
FMCG companies primarily Nestle, HUL, Dharampal Satyapal Group etc. The
company owns a fleet of over 600 vehicles including ~207 reefers vehicles. In
Reefers transportation business, which contributes ~25% of revenues, the
management expects to add ~70 reefers in FY24, and 200 reefers over the next
few years would be a key growth driver in the coming years. The company has
already tapped a couple of new business avenues which is likely to fuel growth
in the reefer segment.

Further, the company has signed four new contracts with Indian Railways for 5-
6 years, which is likely to boost its Rail Transport business which is currently at
around Rs500 mn/annum. Also, the traditional LTL transport business is
expected to grow at 12-15% owing to expansion in fleet size, tapping new
geographies, and economic growth supported by government policy.

Also, the company provides warehousing services to a few key clients and has a
total of ~7L sq. ft. of warehouse facility. The company is expecting another 2L
sq. ft. of the area to be operational from Jun-Jul’23.

Overall, reefer transport has a gross margin of nearly 25-30%, while rail and dry
road transport have a gross margin of ~16% and ~11% respectively. Due to
changes in the revenue mix, the EBITDA margin is set to see higher levels going
forward.

The company is converting most of the NBFC’s loans with bank loans which
reduce its interest cost. Lastly the company’s net debt-to-equity is still at the
comfortable level of 1.3x. Due to the asset-heavy balance sheet, ROE/ROCE
stood at over 11% which is likely to improve further with higher revenues and a
better margin profile. We expect the company is well placed to benefit from
India’s growth in the manufacturing sector. Also, the government’s national
logistics policy is expected to benefit in the long term.

The stock is trading at a PER of 20.9x on annualized H1FY23 EPS. Currently, we
don’t have a RATING on the stock.

Investors are advised to refer disclosures made at the end of the research report.
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Strong economic growth amid favorable policy to boost demand growth

Globally logistics sector has a market size of US$5.2 tn which is projected to grow at
a CAGR of 4.5% over the next five years. The logistics sector is one of the most vital
sectors for any country which contributes between 6-20% of the country’s GDP.
Developed country like the USA spends 8-9% of their GDP on logistics, while in
Germany it’s more competitive as it’s less than 8%.

India at present stands as the largest country in terms of population of ~1.4bn (2020)
while the logistics market is estimated to be US$220 bn by the end of 2023. The
domestic logistics market is growing at a faster pace than the economy and is
expected to maintain its CAGR of 8-10% in the coming years. Since 2014, India has
witnessed Multi fold changes in the logistics landscape like implementation of GST,
improvement in road infrastructure, and a high degree of automation leading to
improvement in logistics efficiency. It's estimated that the reforms have led to
around 200-300 bps improvement in cost to GDP ratio. We believe all logistics
companies are poised to see robust growth over the next decade giving India is
gradually becoming a global manufacturing hub.

Focus on Reefer transportation to aid margins

The company provides a wide range of services such as Road transport services
(Primary and Secondary), Railway Logistics Solutions, Reefer Transportation,
Warehousing services, and other value-added services as well. The company has an
extensive reach across the nation with over 80+ branches and 7 zonal offices. The
company also has a fleet of 610 trucks (264 in FY18) including 207 reefers (85 in
FY18). The company is focusing more on reefers transportation as it’s a high-margin
business. AVG expects to add another 200 reefers over the next 3-4 years while 70 is
planned in FY24 itself. This is expected to cater to demand from ice cream and pizza

segments.

On the margin front, the reefer is always a higher margin business which gives a
gross margin of 25-30% compared to 15-16% for rail transport and 10%-11% for LTL
transport. The company has started exploring new business opportunities which
need temperature control and expects it to gain significant momentum in the coming
quarters.

Exhibit 1: Fleet Movement
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Source: Company
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New contracts to boost Rail transport revenue and margins

The company provides different rail logistics services to its customers such as Full
rack and peace meal transportation, container movement, and terminal
management across all CONCOR ICDs. The company has recently signed a few new
contracts with Indian Railways for 5-6 year contracts which would augment growth
going forward. Contracts across 6 rail routes have a total worth of Rs5.1 bn with a
revenue potential of Rs6.5 bn over the next 5-6 years i.e. “Rs1 bn/year. All new
contracts with Indian Railways are subject to the uniform cost for the first three
years followed by 10% per annum. However, the company’s contracts with the
customers are subject to a 4-5% hike every year which would take care of the margin
in the future.

1. Delhi-Bangalore-Delhi (6yr contract; Twice a week; worth Rs2.4 bn)
2. Goa-Guwahati-Goa (6yr contract; Weekly; Worth Rs1.2 bn)

3. Delhi-Goa-Delhi (5yr contract; daily; Worth Rs659 mn)

4. Goa-Patna (5yr contract; Weekly; Worth Rs37.4 mn)

5. Ludhiyana-Guwahati-Silchar (6yr contract; Weekly; Worth Rs650 mn)

6. Delhi-Chennai-Delhi (6yr contract; Weekly; Worth Rs200 mn)

Total revenue from rail transport is expected to be Rs500-600 mn while new
contracts are likely to boost growth in coming years. The company is also looking to
add a couple of more routes which would further add to revenue. On a margin front,
rail transport gives ~400-500bps higher margin compared to road transport which is
in the range of 15%-16%.

Road Transport to see a modest 12-15% growth

LTL transport business which is nearly 60% of the total business is likely to see a
modest 12-15% growth led by economic growth and expansion into new
geographies. Currently, the company owns nearly 400+ dry trucks and over 600+
trucks run on lease. AVG management indicated adding nearly 30+ trucks per year to
their balance sheet to tap the growth. Generally, it takes ~4 years to recover the cost
of the truck.
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Exhibit 2: Branch locations
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Source: Company

Warehouse expansion to increase revenue share

The company has a total of ~7,05,000 sq. ft. of leased warehousing space spread
over 7 different warehouses in North India under operation. 81,189 sq. ft. of owned
warehousing space under operation in Mysore and 50,000 sq. ft. of owned
warehousing space in Agartala which is likely to start by Jun-Jul’23. The warehouses
in Modinagar, and Murthal solely cater to Nestle, AVG’s biggest client. The Rajpura
warehouse caters to HUL while the warehouses in Dasna and Bakoli cater to Mother
Dairy. AVG provides several types of warehousing services such as industrial and
retail warehousing, liquid storage, cold storage, agri-warehousing, and container
storage services on a short, medium, and long-term basis to clients. The company is
looking to add nearly 2L sq.ft. in FY24 including 50k sq.ft. of Agartala. The segment’s
revenue contribution is nearly Rs150-180 mn which is likely to grow in a linear way.

Customer stickiness reflects the quality of services

AVG has built an enviable list of marquee customers over the years like Nestle, HUL,
Amara Raja, DS Group, and TNPL among others. Nestle is associated with the
company since the beginning and nearly contributes 32-35% of the total business.
The company’s top 10 customers contribute nearly 70% of revenues which include
Nestle, Dharampal Satyapal Group, SC Johnson, GSK Pharma and Amara Raja etc.
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EBITDA margin likely to improve on change in product-mix

The EBITDA margin remained very volatile over the past couple of years mainly due
to excessive costs during the pandemic. The margin was in the range of 7.5%-10.6%
during FY18-FY20 which got hit during FY21-FY22. However, it started to recover in
H1FY23 and achieved a margin of 11.6% in H1FY23 which is also contributed by Ind-
AS. We expect margins to improve owing to higher contributions from high-margin
reefer and rail transport and stable energy prices.

The company is converting most of the NBFC’s loans with bank loans, which is
reducing its interest cost. Lastly the company’s net debt-to-equity is still at the
comfortable level of 1.3x. Due to the asset-heavy balance sheet, ROE/ROCE stood at
over 11% which is likely to improve further with higher revenues and a better margin

profile.
Exhibit 3: Net revenue trend Exhibit 4: EBITDA & EBITDA margin trend
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Exhibit 5: Net profit trend
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Exhibit 6: ROE and ROCE
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Source: Company, Systematix Institutional Research

Peer Comparison

Exhibit 7: Peer group comparison

Consolidated figures - HIFY23

Company (Rs mn)

Mkt Cap Revenue EBITDA EBITDA % PAT PAT %
AVG Logistics 2,180 490 55 11.2% 16 3.4%
Allcargo Logistics 73,200 1,09,751 8,844 8.1% 510 0.5%
Shree Vasu Logistics 1,940 490 55 11.2% 16 3.4%
Ritco Logistics 4,360 3,601 263 7.3% 120 3.3%
DRS Dilip Roadlines 2,270 1,139 52 4.6% 32 2.8%

Source: Systematix Institutional Research
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About AVG Logistics

AVG Logistics was founded by Mr. Sanjay Gupta in 2010, the company is based in
Delhi. In terms of business, they specialize in 2 of the most critical logistics function
i.e. Transportation (FTL, PTL, Railway, Coastal) & Warehousing. They also provide
end-to-end value-added services such as customs clearing, port logistics, forklifts,
cranes, and containers on rent to their clients. AVG is well known for it's dominance
in providing multi-modal logistics services to FMCG companies primarily Nestle, HUL,
Dharampal Satyapal Group etc.

Presence: From its 80+ branches the company successfully runs a fleet of over 500+
trucks and 6 leased warehouses. Currently, the company owns a warehouse in
Mysore and is in the process of building a state-of-the-art warehouse in Agartala,
Tripura with ~0.7mn sq.ft. operational space. The company is experienced in
handling high volume and heavy capacity. With over 415+ employee strength (skilled
workers included) the company runs its day-to-day operations.

The company has a varied list of marquee clientele, including some of well-known
brands like Nestle, HUL, Amara Raja, Airtel, MRF, etc.

Exhibit 8: Timeline
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AVG Logistics has evolved as multi-modal service solutions provider for its clients

Source: Company, Systematix Institutional Research

handling annually in March 2022
Crossed handling 1.75 lac monthly
_.shipment in Oct 2021
Used an automobile rake for the
1st time in railway history to
transport tires

Growth: By adding more vehicles in Cold chain segment (currently ~200), the
company will push to grow in organized retail, processed food, pharmaceuticals, etc.
Other areas like Dry FTL business, Train lease were the management would like to
add more multi axle (higher capacity) vehicles and more routes respectively.

Systematix Research is also available on Bloomberg SSSL <Go>, Thomson & Reuters
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Exhibit 9: Management
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Source: Company
Exhibit 10: Transportation Services
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Exhibit 11: Rail Logistics Benefits
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Source: Company

Exhibit 12: Value Added Services
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FINANCIALS (CONSOLIDATED)

Profit & Loss Statement

Balance Sheet

YE: Mar (Rs mn) FY19 FY20 FY21 FY22  H1FY23 YE: Mar (Rs mn) FY19 FY20 FY21 FY22  H1FY23
Net revenue 3,135 3,223 3,334 4,321 2,078 Share Capital 103 103 118 118 118
Operating Expenses 2,540 2,644 2,816 1,731 1,646 Reserves & Surplus 583 635 668 728 769
Gross Profit 595 578 518 619 347 Net worth 686 738 786 846 887
Employee cost 123 141 123 161 83 Short + Long Term Debt 599 646 1,065 1,154 1,149
Other expenses 192 196 250 171 107 Deferred Tax Liabilities -2 -13 -14 -22 -23
EBITDA 279 241 144 288 156 Other Long Term Liabilities 32 25 39 54 62
Depreciation 76 93 68 64 37 Capital Employed 1,316 1,396 1,876 2,032 2,074
EBIT 204 148 77 224 119
Interest Cost 84 97 122 146 61 Gross Block 679 766 1,065 1,295 1,372
Other Income 22 15 12 7 6 Accumulated Depreciation 305 373 430 477 514
PBT Before Exceptionals 142 66 -34 85 64 Net Block 375 393 635 818 858
Exceptional Items -8 -2 -10 0 -5 Capital WIP 79 164 22 0 42
PBT 150 68 -24 85 69 Total Fixed Assets 453 556 658 818 901
Tax 33 19 -6 25 19 LT Investments & Others 213 203 270 283 321
Reported PAT 117 49 -18 60 50 Current Assets 1,080 1,318 1,358 1,467 1,372
Adjusted PAT 87 50 -27 60 45 Short Term Investments
Reported EPS (Rs) 9.2 5.0 -1.5 5.1 4.2 Inventories 1 7 1 4 7
Adjusted EPS (Rs) 8.4 4.8 -2.3 5.1 3.8 Sundry Debtors 705 812 837 913 882
Source: Company, Systematix Institutional Research Cash & Bank Balance 24 62 58 52 10
Short Term Loans & Adv. 295 346 305 299 260
Others 56 92 158 199 213
Current Liabilities & Prov. 430 681 410 536 520
Creditors 96 275 172 276 228
Other Current Liabilities 334 407 238 260 292
Net Current Assets 650 637 948 931 852
Total Assets 1,316 1,396 1,876 2,032 2,074
Source: Company, Systematix Institutional Research
Cash Flow Key Ratios
YE: Mar (Rs mn) FY19 FY20 FY21 FY22 H1FY23 YE: Mar FY19 FY20 FY21 FY22 H1FY23
Pre-Tax Profit 134 64 -24 85 60 Growth -
Depreciation 76 93 68 64 37 Revenue growth 38.3% 2.8% 3.4% 29.6% -3.8%
Change in Working Capital  -283 33 276 9 16 EBITDA growth 16.1% -13.7%  -40.1% - 99.2%  68.2%
. s 68 <0 a 19 AMd;:;t:: PAT growth 15.0% -42.9% -155.1% -320.7%  18.2%
Other Operating Activities 73 84 246 172 96 Gross margin 19.0% 17.9% 15.5% 14.3% 20.8%
Operating Cash Flow -58 205 -36 285 158 EBITDA margin 8.9% 7.5% 4.3% 6.7% 11.6%
Capital Expenditure -290 -187 -170 -226 -119 PBT margin 4.5% 2.0% -1.0% 2.0% 7.2%
Change in Investments 77 -16 -6 -20 0 Effective Tax rate 21.9% 27.6% 25.3% 29.1% 12.5%
Other Investing Activities ~ -15 63 36 38 -14  Adjusted PAT margin 2.8%  15%  -0.8% 1.4% 1.7%
Investing Cash Flow 382 -140 -141 -207 133  Operating Cycle
Inventory days 0 1 0 0 1
Free Cash Flow -440 65 -177 77 25 Debtor days 82 92 92 77 77
Equity raised/(repaid) 295 0 65 0 0 Creditor days 12 34 20 25 22
Debt raised/(repaid) 222 72 248 89 -6 Working Capital Cycle 70 59 72 52 56
Other Financing Activities -69 -99 -113 -148 -61 Return Ratios
Financing Cash Flow 449 -27 200 -59 67  ROE 14.7%  6.1% -2.2% 7.1% 9.1%
Change in Cash 9 38 23 18 42 Pre-tax ROCE . 15.5% 10.5% 4.0% 10.9% 11.4%
Opening Cash Balance 15 24 34 34 5y  Netdebt/Eauity 0-9 0-9 14 14 13
Yield Analysis
Closing Cash Balance 24 62 58 52 10 croYield 00%  15.1% 07%  159%  17.1%
Source: Company, Systematix Institutional Research Dividend Yield 0.0% 0.0% 0.0% 0.0% 0.0%
Valuation
P/E (x) 19.1 35.0 -120.5 34.4 25.7
P/B (x) 2.6 2.5 2.6 24 2.3
EV/Sales (x) 0.8 0.7 0.9 0.7 0.8
EV/EBITDA (x) 8.5 9.9 21.3 11.0 10.3

Source: Company, Systematix Institutional Research
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3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

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

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

6. SSSIL 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 this research
report.

7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

;L" Particulars YSZ./
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No

Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the

R No
previous twelve months.

Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other

X . . . No
products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

1. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
including but not restricted to fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the
securities thereof, of company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest)
or act as a market maker in the financial instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material
conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, 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. The company accepts no liability whatsoever for the actions of
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company
shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment
and tax consultants before taking any investment decisions based on this report.
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