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Logistics | Q1FY21 Preview
Management commentary holds key in washout quarter
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SUMMARY

India Economics: Wholesale Inflation
WPI contracted by 1.8% in Jun’20 from 3.2% in May’20 led by 13.6% decline
in fuel and power index in Jun’20 compared with 19.8% in May’20. Food
inflation inched up to 3.1% in Jun’20 from 2.3% in May’20. Manufactured
inflation rebounded as it rose by 0.1% in Jun’20 from a decline of 0.4% in
May’20. Higher international commodity and fuel prices along with rising
domestic food prices imply WPI has bottomed out. However, the difference
between CPI and WPI will be elevated in the year due to rigidities associated
with lockdown.
Click here for the full report.

Wipro
Despite a sharp US dollar revenue decline of 7.3% QoQ, Wipro (WPRO)
delivered a strong Q1 operational performance with EBIT margins rising 150bps
QoQ. The revenue impact stemmed from lower volumes, pricing discounts and
reduced realisation on fixed-price projects. Given Covid uncertainty and CEO
transition, we remain skeptical about mid-term growth. We increase
FY21/FY22 EPS by ~9%/2% to bake in stronger margins – reiterate SELL as
we roll forward to a Jun’21 TP of Rs 180 (Rs 170 earlier).
Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.
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Mindtree
Mindtree (MTCL) reported an operational beat in Q1FY21 led by aboveexpected margins. Despite a challenging environment, operating margins
expanded 110bps QoQ on 1.9% QoQ CC topline growth. Deal wins were
healthy, albeit led by renewals. Management expects continued margin
resilience in the near term but the revenue outlook remains cloudy. We raise
FY21/FY22 EPS by 9%/10% on upbeat operating margins. Rolling valuations
forward, we have a revised Jun’21 TP of Rs 930 (Rs 880 earlier).
Retain REDUCE.
Click here for the full report.

Logistics: Q1FY21 Preview
Q1FY21 will be a non-event as consensus estimates and stock prices already
bake in an abysmal quarter. Instead, management commentary on growth
recovery and on-the-ground trends would be in focus and will drive earnings
revisions, in our view. Revenue for our coverage universe is set to plummet in
the range of 16-67% YoY, with only CCRI posting net profits. On the positive
side, it appears that Q1 will bear the brunt of the pandemic as lead indicators in
June herald gradual demand recovery. TCIEXP remains our top pick.
Click here for the full report.
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WPI contracts, but at a slower pace
WPI contracted by 1.8% in Jun’20 from 3.2% in May’20 led by 13.6% decline in
fuel and power index in Jun’20 compared with 19.8% in May’20. Food inflation
inched up to 3.1% in Jun’20 from 2.3% in May’20. Manufactured inflation
rebounded as it rose by 0.1% in Jun’20 from a decline of 0.4% in May’20.
Higher international commodity and fuel prices along with rising domestic food
prices imply WPI has bottomed out. However, the difference between CPI and
WPI will be elevated in the year due to rigidities associated with lockdown.

Food inflation accelerates: Food inflation rose to 3.1% in Jun’20 from 2.3% in
May’20 led by fruits and vegetables. Prices of vegetables declined at a much
slower pace of 9.2% in Jun’20 from a decline of 12.5% in May’20 led by tomato
(drop of 45.6% in Jun’20 from 56.5% in May’20) and potato (increase of
56.2% in Jun’20 from 52.2% in May’20). Cereal prices too edged upwards to
2.7% in Jun’20 on the back of sharp jump in paddy prices (4.5% in Jun’20 from
1.2% in May’20). Prices of protein-based items such as eggs, meat and fish also
inched up to 4.5% in Jun’20 from 1.9% in May’20. Food inflation is expected to
moderate on the back of normal rainfall and improved sowing.
Deflation in fuel and power eases: Fuel and power inflation fell by 13.6% in
Jun’20 versus 19.8% drop in May’20. Key drivers were mineral oil and
electricity. Mineral oil price index fell by 27.4% versus 37.4% decline seen in
May’20. On the other hand, electricity prices rose by 5.2% compared with
increase of 2.9% in the last month. Within the mineral oils index, deflation in
ATF, Naphtha and LPG reduced the most. Coal prices fell in Jun’20 (2%) after
remaining steady at 2.3% for last 5 months. High base effect in mineral fuel
index will play out till Dec’20.
Core still in deflation: Core inflation contracted by 0.9% in Jun’20 versus
decline of 1.3% in May’20. Manufactured inflation rose by 0.1% versus 0.4%
drop seen in May’20. Of the 22 commodities, prices of 13 commodities rose,
with basic metals, electrical equipment, chemical products and pharma
products taking the lead. With improvement in global demand, international
commodity prices are now inching up and are 10.3% lower in Jul’20 (MTD) as
against a decline of 11.7% in Jun’20.
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Strong operational performance despite all odds
Despite a sharp US dollar revenue decline of 7.3% QoQ, Wipro (WPRO)
delivered a strong Q1 operational performance with EBIT margins rising
150bps QoQ. The revenue impact stemmed from lower volumes, pricing
discounts and reduced realisation on fixed-price projects. Given Covid
uncertainty and CEO transition, we remain skeptical about mid-term growth.
We increase FY21/FY22 EPS by ~9%/2% to bake in stronger margins –
reiterate SELL as we roll forward to a Jun’21 TP of Rs 180 (Rs 170 earlier).

Ruchi Burde | Seema Nayak
research@bobcaps.in

Aggressive cost control: WPRO underperformed our estimates on the revenue
front with a 4.7% QoQ decline (including ISRE). IT services revenue fell 7.3%
QoQ in US dollar terms (–7.5% CC) vs. our estimate of a 6.1% drop. In a
positive surprise, segmental EBIT margin in IT services increased 150bps QoQ
to 19% vs. our forecast of 150bps QoQ contraction. Cost of revenues
contracted 260bps QoQ, showcasing good operational efficiency. Traditional
levers such as variable workforce cost reduction, automation, better utilisation
and higher offshore realisation were used to the fullest.

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII

3Cs to drive demand: With a new CEO at the helm, WPRO’s key focus is on
profitable growth and tight control over operations. Operating margins are
expected to hold within a narrow band around 19% in Q2FY21. Stability is
returning in the consumer business, technology services and communications.
Company expects the 3Cs – Cloud, Collaboration and Cybersecurity – to fuel
demand going forward.
KEY FINANCIALS
Y/E 31 Mar
Total revenue (Rs mn)

FY19A

FY20A

FY21E

FY22E

FY23E

5,89,060

6,13,401

5,96,647

6,32,299

6,79,365

EBITDA (Rs mn)

1,21,661

1,24,867

1,17,460

1,24,983

1,38,503

Adj. net profit (Rs mn)

90,074

95,295

87,207

91,316

1,03,522

Adj. EPS (Rs)

14.9

16.7

14.8

15.5

17.6

Adj. EPS growth (%)

12.3

11.6

(10.9)

4.7

13.4

Adj. ROAE (%)

17.1

16.9

14.6

13.5

13.6

Adj. P/E (x)

15.1

13.5

15.2

14.5

12.8

EV/EBITDA (x)

11.3

10.4

10.4

9.7

8.4

Source: Company, BOBCAPS Research
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STOCK PERFORMANCE
WPRO

(Rs)
300
270
240
210
180
150

Jul-17
Oct-17
Jan-18
Apr-18
Jul-18
Oct-18
Jan-19
Apr-19
Jul-19
Oct-19
Jan-20
Apr-20
Jul-20

Pipeline expected to improve in H2FY21: The current deal pipeline is robust,
with a YoY increase in order book. While slower decision-making remains a
concern, deal wins are gaining momentum in IMS, cloud, digital, and
engineering and security services.

WPRO IN/Rs 225
US$ 17.1bn
5,715mn
US$ 22.9mn
Rs 276/Rs 159
74%/9%/17%

Source: NSE
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Cloudy revenue visibility
Mindtree (MTCL) reported an operational beat in Q1FY21 led by aboveexpected margins. Despite a challenging environment, operating margins
expanded 110bps QoQ on 1.9% QoQ CC topline growth. Deal wins were healthy,
albeit led by renewals. Management expects continued margin resilience in
the near term but the revenue outlook remains cloudy. We raise FY21/FY22
EPS by 9%/10% on upbeat operating margins. Rolling valuations forward, we
have a revised Jun’21 TP of Rs 930 (Rs 880 earlier). Retain REDUCE.

Ruchi Burde | Seema Nayak
research@bobcaps.in

Margins surprise positively: MTCL reported an above-expected operating
performance on the back of a margin beat. Revenue at US$ 253mn was down
9.1% QoQ vs. our estimate of an 8% decline. EBITDA margins at 16.9%
expanded 110bps QoQ against our estimate of a 50bps decline. Margin
expansion was supported by higher offshore volumes (+5.9% QoQ) and SG&A
expense optimisation (–29% QoQ or 490bps operating margin tailwind).
Lower subcontracting expenses and travel costs collectively contributed
320bps in margin tailwinds.

Ticker/Price
Market cap
Shares o/s
3M ADV
52wk high/low
Promoter/FPI/DII

Revenue outlook uncertain: Management expects continued margin gains in Q2FY21
aided by the absence of visa costs and knowledge transfer revenue flow-through from
deals under transition. The revenue outlook remains uncertain but MTCL expects a
better Q2. Management anticipates slow recovery in travel, transportation and
hospitality while hinting at positive traction in the hi-tech and CPG verticals.
KEY FINANCIALS
Y/E 31 Mar

FY19A

FY20A

FY21E

FY22E

FY23E

Total revenue (Rs mn)

70,215

77,643

78,448

89,137

97,686

EBITDA (Rs mn)

10,645

10,623

12,972

16,113

17,659
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7,845

9,743

10,835
65.8

Adj. net profit (Rs mn)
Adj. EPS (Rs)

45.8
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32.1

(16.3)

24.3

24.2

11.2

Adj. ROAE (%)

24.9

19.5

23.2

25.0

24.1

Adj. P/E (x)

21.4

25.5

20.5

16.5

14.9

EV/EBITDA (x)

15.0

15.0

12.1

9.5

8.3

Source: Company, BOBCAPS Research
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STOCK PERFORMANCE
MTCL

(Rs)
1,170
1,020
870
720
570
420

Jul-17
Oct-17
Jan-18
Apr-18
Jul-18
Oct-18
Jan-19
Apr-19
Jul-19
Oct-19
Jan-20
Apr-20
Jul-20

Renewals prop up deal wins: Deal win TCV at US$ 391mn (+21% YoY, –0.5%
QoQ) was healthy, but aided by renewals. Surprisingly, renewal deal TCV at
US$ 315mn stood at a record high. Management indicated that large deal
closures have slowed. The company discontinued disclosures on digital contract
wins from Q1FY21.

MTCL IN/Rs 978
US$ 2.1bn
165mn
US$ 14.6mn
Rs 1,063/Rs 652
74%/11%/15%

Source: NSE
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Management commentary holds key in washout quarter
Q1FY21 will be a non-event as consensus estimates and stock prices already
bake in an abysmal quarter. Instead, management commentary on growth
recovery and on-the-ground trends would be in focus and will drive earnings
revisions, in our view. Revenue for our coverage universe is set to plummet in
the range of 16-67% YoY, with only CCRI posting net profits. On the positive
side, it appears that Q1 will bear the brunt of the pandemic as lead indicators
in June herald gradual demand recovery. TCIEXP remains our top pick.

Sayan Das Sharma
research@bobcaps.in

Q1FY21 to be a non-event: Q1 will be a peculiar quarter where challenging
externalities wreak havoc on the operating performance of all logistics players
irrespective of business segments. Logistics companies under our coverage are
estimated to witness YoY revenue declines in the range of 16-67%, with all but
two companies reporting operating losses. Nonetheless, Q1 is likely to be a
non-event as stock prices already reflect the near-term headwinds. Instead,
management’s commentary on growth outlook, on-ground demand trends, and
working capital will take centerstage and determine earnings revisions.

RECOMMENDATION SNAPSHOT

CCRI, TCIEXP to post operating profit: Among our coverage universe, we
expect only Container Corp (CCRI) to post operating and net profits, as
container rail was the least affected segment. TCI Express (TCIEXP) is likely to
just about break even thanks to its low operating leverage and cost cuts. Abysmal
auto production numbers will severely dent the performance of Mahindra
Logistics (MLL) and Transport Corp’s (TPRC) 3PL segment. Road transporters
– VRL Logistics (VRLL) and TRPC’s freight business – are expected to be the
worst hit as the lockdown has exacted the heaviest toll on trucking.
Worst is behind us: Q1 is likely to have seen the worst of the pandemic as lead
economic indicators suggest steady recovery. Originating traffic of the Indian
Railways dipped only 8% YoY in June, after a 35%/22% plunge in April/May.
The downslide in major port cargo has also eased to 15% YoY vs. drops of 21%/
23% in April/May. E-way bill generation has reached 434mn in June, ~80% of
pre-Covid levels. With gradual easing of restrictions, demand for logistics
services should rise, though full-fledged recovery is still a few months away.
Prefer companies with strong balance sheets: We retain our preference for
companies with strong balance sheets and low operating leverage. TCIEXP
remains our top pick in the sector.
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Disclaimer
Recommendations and Absolute returns (%) over 12 months
BUY – Expected return >+15%
ADD – Expected return from >+5% to +15%
REDUCE – Expected return from -5% to +5%
SELL – Expected return <-5%
Note: Recommendation structure changed with effect from 1 January 2018 (Hold rating discontinued and replaced by Add / Reduce)
Rating distribution
As of 30 June 2020, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 49 have BUY ratings, 23 have ADD ratings, 12 are
rated REDUCE, 10 are rated SELL and 1 is UNDER REVIEW. None of these companies have been investment banking clients in the last 12 months.
Analyst certification
Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are
not associated persons of BOBCAPS.
Important disclosures
This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.
General disclaimers
BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category I Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.
BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.
BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.
BOBCAPS 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, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.
Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.
This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.
The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in
this material, but regulatory, compliance, or other reasons may prevent us from doing so.
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We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.
For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.
BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the
Risk disclosure document before entering into any derivative transactions.
In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.
No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.
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BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the
subject company at the end of the month immediately preceding the date of publication of this report.
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BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.
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securities in the subject company at the end of the month immediately preceding the date of publication of this report.
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