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Investment Rationale

Focus on LCL sub-segment to remain key factor for revenue growth: In the
scenario of economic uncertainty, traders pre-plan their inventory and use LCL
services instead of air cargo services to reduce freight transport costs. Although
we expect the tough economic conditions to have an impact on the company’s
growth rates, we believe the LCL segment will help the company to mitigate that
impact as Allcargo undertakes LCL consolidation of multiple types of cargo from
various consignees in a single container through its presence in more than 51
countries through its MTO subsidiary ECU Line. Approximately 70% of Allcargo’s
total revenues in CY2008 came mainly from ECU Line’s presence in emerging
markets like Brazil, Vietham, Russia and China and in developed markets like EU
and US.

High margin CFS business to improve bottom line of AllCargo: CFS business
is a very high margin business (57.0% EBIT margin in CY2008). AllCargo has 3
main CFSs placed at strategic locations at JNPT, Chennai and Mundra. It has
placed 2 main ICDs at Indore and Dadri which ensures strong revenues and
margins for Allcargo. We expect revenues from this business to grow on the back
of its existing network at strategic location and on the back of a plan of new facility
set-up at Hyderabad, Nagpur, Goa and Bangalore in the future. The company
plans to acquire a company best suitable company within its sector.

Valuation: We have valued the stock on a weighted average price based on DCF
and Relative Valuation (EV/EBITDA & EV/Sales) methods. We have assigned
60% weight to DCF method and 40% weight to Relative Valuation. As per our
weighted average methodology, we have arrived at a target price of Rs 239 which
represents a potential upside of 23.5%. Considering the growth potential within
the industry and the company’s efforts to expand its market size, we recommend
a Buy on the stock considering a 12 months investment horizon with a
Target Price of Rs 239.

Exhibit 1: Financial Summary

Particulars CY2008 CY2009E CY2010E CY2011E CY2012E
Total Income (Rs cr) 2314.1 2010.7 2211.7 2394.0 2631.7
PAT (Rs cr) 111.6 136.7 142.8 173.3 228.6
PAT Margin (%) 4.8% 6.8% 6.5% 7.2% 8.7%
EBIDTA Margin (%) 9.5% 11.1% 11.4% 12.2% 13.9%
EPS (Rs) 10.0 11.7 12.2 14.8 195
P/E (x) 83.7 16.6 15.9 13.1 9.9
P/BV (x) 15.3 27.2 23.6 20.6 17.7
ROE (%) 18.3% 16.4% 14.8% 15.7% 17.8%
RoCE (%) 1.1% 1.2% 1.3% 1.4% 1.6%
EV/Sales (x) 4.1 11.3 10.3 9.4 8.5

Source: Company data, Parsoli Research
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Investment drivers
Availability of LCL service makes it LCL and project cargo businesses act as a guard against economic uncertainty
possible to reduce cost for traders Alicargo's NVOCC services include the leasing of container space on vessels,
in economic slowdown which is then sub-leased to various consignees. NVOCC services are classified

under two sub-categories: LCL (less than container load) and FCL (full container
load) consolidation. Allcargo is the world’s largest LCL consolidator which is a
higher margin business than FCL consolidation that provides an edge to the
company in an economic downturn, as its competitors generally offer air cargo and
FCL freight transport services. During times of economic uncertainty, traders pre-
plan their inventory and use LCL services instead of air cargo services to reduce
freight transport costs. In addition to this, traders who avail FCL services in an
economic downturn are faced with the possibility of paying full container rents even
when the container capacity is not fully utilized, increasing per unit freight
transportation costs. The cost differential between FCL and LCL consolidation
increases the demand for LCL shipping in an economic slowdown. Although, we
expect the tough economic conditions to have an impact on the company’s growth
rates, we believe the LCL segment will help the company to mitigate that impact.

Allcargo entered the equipment hiring and project cargo business in late 2007 and
currently has 53 cranes, all of which are deployed. In an economic slowdown,
engineering and construction companies prefer to hire equipment due to low free
cash and tight liquidity conditions. In addition, hiring equipment provides operating
flexibility for infrastructure builders. Most of Allcargo’s equipment has been leased
for 18 to 24 months. In its Project Cargo segment, the company had an order book
of Rs 150.0cr at the end of CY2008, of which Rs 100.0cr of orders are expected to
be completed in CY2009. This provides us with good visibility for Allcargo’s cash
flows from this segment. We believe this segment will experience robust revenue
growth in the medium to long term as the economy begins to recover and capital
intensive industries begin to ramp up operations to meet demand, resulting in
increased trade in specialized equipment.

ECU Line’s presence in emerging Wide spread diversification provides ample growth avenues

market as well as developed Allcargo has its presence in more than 51 countries through its MTO subsidiary
countries offers huge potential for ECU Line. Approximately 70% of Allcargo’s total revenues in CY2008 came from
expansion in terms of growing trade outside India due to the operations of ECU Line. The company has a major

presence in the emerging markets like Brazil, Vietham and Russia and has recently
opened two offices in China. Emerging economies offer huge potential for
expansion in terms of growing trade. This presents ample growth avenues for the
company in addition to providing a natural hedge against regional imbalances in
economic growth.

The company does not own office in the US and operates through an agent. It has
tied up with Econocaribe (the world's third largest NVOCC player) for the US-EU
corridor. We believe this strategy will benefit Allcargo as a direct presence would
have otherwise required huge investments to set-up operations.

Allcargo offers integrated port- Focus on high margin CFS/ICDs business to improve bottom line
based logistics and related support Allcargo is focusing on the container freight station (CFS) business to improve its
services through its CFSs and ICDs overall margins given that its CFS division enjoys higher margins compared to the

traditional NVOCC business. The CFS' main role is to facilitate temporary storage,
stuffing and de-stuffing of containers, customs clearance of cargo and maintenance
of container units. The two primary revenue streams under this business are ground
rent and handling & storage charges. CFS revenues are driven primarily by imports;
hence shipping lines are the main customers in this business. Allcargo offers
integrated port-based logistics and related support services through its CFSs and
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AllCargo plans six new ICDs at
various places and capacity
expansion at JINPT and Chennai CFS

JNPT plans to develop fourth terminal
to facilitate the increasing container
traffic with an annual capacity to
handle 4.4mn TEUs by itself

JNPT is the largest container port
handling 60% of the container traffic
in India followed by Chennai Port with
17% traffic
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ICDs. It plans to open inland container depots (ICDs) at six new locations while
expanding capacities at Jawaharlal Nehru Port Trust (JNPT) and Chennai CFS at a
combined capex of Rs 3.0bn. Allcargo plans to incur a capital expenditure of Rs
160.0cr to set up ICDs. This will add to the company’s value chain, as the company
already has a presence in MTO and CFS. Entering the ICD business is a step
forward for the company in becoming an integrated logistics solutions provider and
we believe this venture will aid Allcargo in consolidating its strength in the logistics
sector. The company is not only expanding its existing capacity and its network
organically but also has a plan to acquire another company in global NVOCC space.

CFS at India's largest container handling port

Allcargo has established CFS facilities at India's major container handling ports like
JNPT, Chennai and Mundra. JNPT is the largest container port handling 60% of the
container traffic in India followed by Chennai Port with 17% traffic. Allcargo's CFS at
JNPT has been able to maintain high 90-95% capacity utilization over last few years
due to its strength in quality services, infrastructure, equipment and high-end
technology. Moreover, its strong relationship with shipping lines in the NVOCC
business has helped it secure good volumes. JNPT operates three container
terminals, which together handled over 4mn TEUs in FY2008. The port is planning
to develop a fourth terminal to facilitate the increasing container traffic and is
awaiting government clearance. The new terminal with a planned capex of Rs
45.0bn will have an annual capacity to handle 4.4mn TEUSs by itself. The first phase
of this project is slated to be operational by FY2014.

Exhibit 2: Contribution of major ports to container volumes in India
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Source: Parsoli Research
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Through MTO operations, AllCargo
offers end-to-end freight services for
the export and import of cargo

Allcargo acquired an air freight
logistics company, Hindustan Cargo
Ltd, in 2007

Allcargo earns the majority of its
revenues from its NVOCC segment,
through its subsidiary ECU Line
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Company Overview

Allcargo was incorporated in August 1993 as All Cargo Movers (India) Private
Limited. Allcargo commenced operations as a shipping agency, undertaking freight
forwarding services for exporters and importers. In June 1998, Allcargo received its
MTO license from the Government of India Ministry of Shipping. The company was
re-christened Allcargo Global Logistics Private Limited in December 2005 and was
listed on the Bombay Stock Exchange in January 2006. Allcargo operates in two
broad business areas, namely the MTO (Multi-model Transport Operation)
segment and the CFS (Container Freight Station) areas. Through its MTO
operations, the company offers end-to-end freight services for the export and
import of cargo. This is done through more than one form of transport between its
LCL consolidation, FCL and multi city consolidation facilities. Through its CFS
operations, the company provides storage, handling, stuffing and consolidation of
cargo services. In 2001 the company acquired a 16.2% stake in ECU Line, a
Belgian company focusing on MTO business. In June 2006, ECU Line became a
wholly owned subsidiary of Allcargo. In January 2007, Allcargo acquired a 100%
stake in Hindustan Cargo Ltd., an Indian company operating primarily in the air
freight logistics sector. In October 2007, Allcargo acquired the projects and
equipment division of TransIindia Freight Services Private Ltd. (TFSPL). The
company has also acquired Asia lines Ltd. a Dubai based company, which has not
generated any revenues and has no assets but allowed the company to set up its
equipment rental and warehousing businesses in the Middle East.

Allcargo’s operations comprise five segments, namely MTO, Non-Vessel Owning
Container Carrier (NVOCC), CFS/ICD, Project Cargo and Equipment Hiring and Air
Freight Forwarding. Allcargo earns the majority of its revenues from its MTO
NVOCC segment, through its subsidiary ECU Line.

Exhibit 3: AllICargo's Organisation Structure
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Source: Company

A) MTO NVOCC business: Through its MTO business, Allcargo offers freight
services for the export and import of cargo via multiple modes of transportation
from their point of origin to outside of India. This is done through NVOCC services
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Allcargo's NVOCC services include
the leasing of container space on
vessels, which is then sub-leased to
various consignees

Allcargo has integrated backwards
into the CFS business to capture a
part of the growing demand for
containerization

Allcargo entered into a long term
strategic alliance with Hind Terminals
to set up, commission, operate and
manage ICDs at Hyderabad, Nagpur,
Bangalore and Goa
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and multi city consolidation services. Allcargo's multi city consolidation services
involve the movement of cargo from gateway ports to an importer’s door and vice-
versa. Allcargo has tie-ups with several freight forwarders to carry out this activity.
Allcargo's NVOCC services include the leasing of container space on vessels,
which is then sub-leased to various consignees. NVOCC services are classified
under two sub-categories: LCL (less than container load) and FCL (full container
load) consolidation. Allcargo undertakes LCL consolidation of multiple types of
cargo from various consignees in a single container. This service is beneficial for
small exporters/importers, since they often have insufficient cargo to fill an entire
container. Allcargo's FCL service involves containers that are allotted to a single
consignee, usually larger exporters/importers. Allcargo's LCL volumes are four
times higher than in its FCL service and LCL generates higher margins. Allcargo, by
acquiring ECU Line, has expanded the geographical reach of its LCL services.

B) CFS/ICD business: A CFS is a warehouse located near a port that facilitates
customs clearance of cargo, essentially acting as an extension of the port. The CFS
container yard space is equipped to handle containers and provide storage,
handling and cargo consolidation services.

Allcargo has integrated backwards into the CFS business to capture a part of the
growing demand for containerization. Allcargo's CFS business has an import-export
ratio of 9:1 (i.e. most of the containers that pass through its CFS's are entering
India). The company’s largest CFS is located at the Jawaharlal Nehru Port Trust
(INPT), Mumbai. This CFS is spread over 23 acres and has a total storage capacity
of up to 144,000 Twenty Foot Equipment Units (TEU or a container). Of this
capacity, 125,381 TEU passed through the CFS in FY2008. Encouraged by the
rapid growth in the number of containers passing through its INPT CFS, Allcargo
opened two more CFS at the ports of Chennai and Mundra in 2007. The CFS at the
Chennai port covers an area of 16 acres with a storage capacity of 84,000 TEU. Of
this, 40,377 TEU were utilized in FY2008. Allcargo’s CFS at the port of Mundra
commenced operations in FY2007 and was built with the objective of sharing cargo
loads with JNPT, given its proximity to JNPT. Total storage capacity at the Mundra
CFS is 50,000 TEU, of which the company utilized 12,429 TEU in FY2008.

Allicargo recently entered into the ICD (Inland Container Depots) Business. An ICD
is a warehouse located in a particular CFS’s hinterland where cargo from multiple
clients is consolidated and transported to ports or the CFS for export and vice-
versa. Operations started at Allcargo’s first ICD at Pithampur (Indore) in December
2008. Allcargo entered in to the 50:50 joint venture with Container Corporation of
India Ltd. (Concor). Concor is the largest and most established player in the Indian
container freight service sector. Together the two firms will set up an ICD at Dadri,
Noida which is expected to commence operations in H2FY2009. In addition,
Allcargo entered into a long term strategic alliance with Hind Terminals to set up,
commission, operate and manage ICDs at Hyderabad, Nagpur, Bangalore and Goa.

C) Project Cargo: Through this segment, Allcargo undertakes the transportation of
high value specialized equipment, like oil field equipment, power plant equipment
and compressor station equipment. Allcargo has specially designed containers and
equipment to carry Over Dimensional Cargo (ODC) and over weight cargo. The
scope of this work involves both packaging and the ocean and land transportation of
the cargo. Upon the acquisition of TFSPL's hiring business, Allcargo received the
necessary specialized equipment to carry out this venture. The company had a
Project Cargo order book of around Rs 150.0cr at the end of FY2008. Of this, the
company expects to complete orders of Rs 100.0cr in FY2009.
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AllCargo owns 53 cranes and all of
them have been deployed

There are around 199 ports in India, 12
of which are major ports which handle
around 75% of total port traffic

Third party logistics providers
specialize in integrated operations,
warehousing and transportation
services
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D) Equipment Hiring: Allcargo leases infrastructure equipment to large engineering
and construction companies in India. Allcargo received 233 trailers, 18 cranes, 6
reach stackers and 40 forklifts upon the acquisition of TFSPL. In addition, the
company purchased 23 cranes with tonnage capacities ranging from 200 to 750
tons for Rs 1,000mn in FY2008. Currently, all 53 cranes owned by the company
have been deployed. Allcargo’s clients in this business include large companies like
Larsen & Toubro Ltd., Jindal Steel & Power Ltd., Reliance Industries Ltd. and
Suzlon Energy Ltd.

E) Air Freight Forwarding: Allcargo entered the air freight forwarding business
through its acquisition of Hindustan Cargo Ltd. from Thomas Cook India Ltd. in
FY2007. Hindustan Cargo specializes in air freight forwarding and has nine offices
and 120 agents worldwide. Air freight transport is generally used for high value
items and perishable goods due to the increased safety and shorter delivery times.

Industry Overview

Logistics refers to all activities relating to the procurement, transport and storage of
goods. The fortune of a company operating in the Indian logistics sector is closely
linked to India’s overall GDP growth. The Indian economy has witnessed fast paced
growth over the last decade, making it one of the preferred investment locations
across the globe. This has resulted in demand for world class logistics and
warehousing services in India, leading to transformation of the logistics sector. The
size of the global logistics industry was close to US$ 2,000.0bn in FY2008, with
India making up US$ 90.0bn of this, a 4.5% share. The logistics industry in India is
still evolving, with the majority of work carried out through contracts for shipping,
trucking, forwarding, brokerage, CFS and ICD. There are around 199 ports in India,
12 of which are major ports which handle around 75% (464mn tones in FY2007-
2008) of total port traffic.

The rise of third party logistics providers

As companies focus on their core competencies, they are outsourcing ancillary
activities to third party service providers. Outsourcing logistics requirements to third
party logistics players has improved customer service, enhanced flexibility and
reduced costs. Third party logistics providers specialize in integrated operations,
warehousing and transportation services that can be scaled and customized
according to a client’s requirements. However, this sector is at a very nascent stage
in India. Currently, third party logistics players in India handle only 7% of total
logistics business, compared to more than 50% in developed economies.

Exhibit 4: Indian Logistics industry
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Source: Parsoli Research
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Container rail haulage

The container rail haulage business in India has grown at a CAGR of 14.8% from
FY2001 to FY2007. CONCOR used to be the sole provider of container rail haulage
services in India until the government allowed private players to enter the market
with their own rolling stock. The increased competition has acted to reduce prices in
this sector, aiding freight forwarding companies. This highly profitable business has
a cost advantage over roadways for the movement of heavy cargo over long
distances as transporting goods via India's poor quality road network can be more
time consuming and increase the probability of goods being damaged in transit.
Allcargo expects this sector will grow at a CAGR of 30% from CY2008-CY2012.

LCL is a higher margin business MTO business
compared to FCL, due to value added According to Allcargo, the size of the Indian MTO market is approximately Rs
by consolidation 20.0bn. Since MTO is a low capital business, there are virtually no barriers to entry.

Therefore, it is currently a very fragmented sector dominated by unorganized
players. The MTO business is a low margin business, and economic viability only
comes with high volumes. Of the MTO businesses, LCL is a higher margin business
compared to FCL, due to value added by consolidation. NVOCC operates its MTO
business as an LCL and a FCL sea freight forwarder and undertakes the
consolidation of cargo by renting space on vessels for their own containers.
According to Allcargo, in FY2008 the value of the global LCL market was
approximately Rs 400.0bn. In the logistic sector, Allcargo expects the overall MTO
business in India to grow at a CAGR of 7-8% over the next five years.

The Government of India recently CFS business

launched the National Maritime Freight forwarders and MTOs are the key clients of CFS operators. The
Development Program which  will performance of operators in this market sector is essentially determined by their
invest more than Rs 500.0bn in port ability to balance volume throughput and dwell time. The Indian CFS sector is
infrastructure currently worth approximately Rs 20.0bn and Allcargo expects this business to grow

at a CAGR of approximately 20% over the next five years, mainly driven by growth
in trade and the increased usage of containerized cargo. The use of containerized
cargo is set to increase, not only because of the increased protection of the content
but also due to declining containerized cargo tariffs. New entrants are set to enter
the market to take advantage of government initiatives to develop port infrastructure
resulting in increasing competition and driving down tariffs. The Government of India
recently launched the National Maritime Development Program (NMDP), which will
invest more than Rs 500.0bn in port infrastructure.

National highways in India account for Profitability of logistics companies hampered by poor infrastructure support
less than 2% of the total road network The amount spent on logistics in India is around 13%-15% of GDP, higher than
but carry 40% of the traffic developed countries due to poor infrastructure and undeveloped services. National

highways in India account for less than 2% of the total road network but carry 40%
of the traffic, resulting in a national average speed of commercial vehicles in India of
20 miles per hour, compared to around 60 miles per hour in some developed
economies. The lifespan of a vehicle in India is directly correlated with the condition
of India’s roads. Poor condition increases logistical operating costs and reduces
efficiency. Furthermore, rail transportation in India is around 3-4 times more
expensive than the same service in some European countries. These additional
costs are compounded by India’s cumbersome and substandard custom clearance
processes. For example, the average time taken to clear import and export cargo at
a port in India is 19 days, compared to 3-4 days in Singapore. These factors are
increasing margins and driving down the profitability of Indian logistics companies.

Government support to aid the Logistics sector

The development of world class logistics in India is hampered by India’s
underdeveloped support infrastructure, translating into higher costs. The
Government of India’s NMDP investment plan aims to develop 276 ports by
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Government  of India’s  NMDP
investment plan aims to develop 276
ports by FY2012

According to new guidelines, private
operators are required to set up their
own terminals with railway siding and
allowed to co-use others’ terminals

FY2012. The majority of the investment will be spent on constructing and upgrading
ports, improving rail/road connectivity and the installation of new port equipment.
The NMDP investment plan will streamline India’s logistics support infrastructure,
reducing operating costs for logistics service providers, and setting a logistics spend
target of approximately 10% of the GDP, in line with that of China.

Regulations for setting up of ICDs & entering into rail haulage business

After 1992, to monitor the growth of ICD/CFS, a regulatory authority in the form of
Inter-Ministerial Group (IMC), under the chairmanship of Additional Secretary
(Infrastructure), Ministry of Commerce was set up. Amongst other things, IMC
examines the feasibility of ICDs, land requirement, design and layout, equipment,
rail head and tariff. Till 2006, there were about 245 ICDs/CFSs which had received
approvals from IMC.

According to new guidelines, an operator will have to invest in land, terminal, tracks

connecting to nearest rail head of Indian Railway and also in rolling stocks/
containers. While 11 out of 14 new entrants have Category | license for JNPT to
NCR route, 4 companies have opted for route specific license for category Il and Il

Private operators are required to set up their own terminals with railway siding and
allowed to co-use others’ terminals.

The industry is driven by rising export
with  the aid of outsourcing,
government investment on port
infrastructure and the entry of private
players

Bright future of Logistics sector

The prospects of Indian Logistics sector are closely related with the growth in key
economic indicators such as GDP and foreign trade growth. We expect
approximately 6% per annum growth in GDP for the next three years in India. We
also expect at least 10-12% per annum growth in foreign trade for the next three
years. The industry being driven by rising export with the aid of outsourcing,
government investment on port infrastructure and the entry of private players in the
industry is undoubtedly on a road to success. Many major companies want to
concentrate on their core business activities and they have started outsourcing the
logistics function. Increased flows of FDI in automobile, retail and capital goods will
further boost the need of logistics services. An investment of Rs 558bn has been
earmarked for National Maritime Development Program (NMDP) port projects in
order to handle additional projected traffic of 615mn tonnes at major ports by 2012.

Exhibit 5: Construction of terminal for the Eleventh Five Year Plan
Ports Rs (bn)
JNPT 34.5

Construction Activities

Extension of container berth & construction of 4th terminal

Chennai 5.0 Construction of 2nd container terminal

Tuticorin 1.5 Conversion of Berth-8 as container terminal
Kolkata 3.5 Installation of a flating container handelling terminal
Cochin 21.2 Construction of International container transhipment termin
Kandla 2.4 Construction of 12th cargo berth

Haldia 5.3 Development of western dock system

Mumbai 12.3 Construction of 2 offshore container terminal
Vishakapatanam 1.3  Extension of container terminal

New Manglore 7.0  Construction of container transhipment terminal
Mormugoa 18.5 Construction of cruise cum container berth at Bania
Ennore 13.0 Construction of new container terminal

Source: Working Group for port sector for the Eleventh Five Year Plan
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Favorable investment environment
has led to India being a key
outsourcing destination for MNCs
thereby  driving demand for
container traffic in India

Allcargo entered into a JV with
CONCOR and a long term strategic
alliance with Hind Terminals Pvt.
Ltd. in order to set up ICDs across
India
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India being a key outsourcing destination for MNCs due to favorable investment
environment is likely to drive demand for container traffic in the country. With
expected rise in container volumes, we believe companies which provide ancillary
services like CFS and ICD, wagon manufacturers, MTO, container terminal operators,
the entire construction sector, etc. would be key beneficiaries. We expect Allcargo
Global, Concor and GDL to be major beneficiaries due to increase in containerized
traffic. Previously, only basic goods were suitable for shipment in containers.
However, today most items can be shipped in a container. It has been estimated that
75% of total general cargo can be containerized. Currently, the containerization level
is at 30% as compared to 70% globally which shows that there is still room for growth
driven by improvement in infrastructure. The ministry of railway has allowed entry of
private players in the rail container business, earlier dominated by Concor, in order to
boost container traffic. Fourteen private container train operators have signed the
model concession agreement (MCA) with the railways. Private players have to pay a
license fee of Rs 500mn or Rs 100mn to railways depending on the route they
operate. As per MCA, private players will have to invest on their own in ICDs and
wagons which make this business quite capital intensive.

Peer comparison

Allcargo operates in a highly fragmented sector. The company faces competition from
India’s organized businesses (private, public and foreign owned businesses) as well
as the unorganized businesses (individual and family owned businesses). Primary
competitors in the organized logistics sector include CONCOR. Gati Ltd (Gati),
Gateway Distriparks Ltd (GDL), Transport Corporation of India Ltd (TCIL) and Sical
Logistics Ltd (Sical). Allcargo is a leading player in the MTO market, a market that has
low barriers to entry with ever increasing competition as new players enter the market.
However, the company’s proven MTO business track record coupled with its global
footprint, gives it a distinct advantage over its competitors. The CFS/ICD segment is
highly capital intensive, making it a high entry barrier business. Allcargo faces stiff
competition from CONCOR, GDL and Sical in this market sector. Competition is
primarily based on the quality of the services offered, the scope of infrastructure
facilities and container handling capability. Allcargo’s JNPT CFS operated at higher
capacity utilization rate compared to an average capacity utilization of 50% for the
JNPT CFSs owned by Allcargo’s competitors. In order to capitalize on the growing
opportunity in the CFS/ICD segment, Allcargo entered into a JV with CONCOR and a
long term strategic alliance with Hind Terminals Pvt. Ltd. in order to set up ICDs
across India. The JV with CONCOR will also enable Allcargo to take advantage of
CONCOR'’s extensive rail network, giving Allcargo a competitive advantage over other
players in the rail container haulage market sector.

In the Air Freight Forwarding segment, Allcargo faces stiff competition from large
established players like Air India, Jet Airways India Ltd, Kingfisher Airlines Ltd and
Gati. Competition in this sector will further intensify after the launch of a new cargo
airline by Capt. G.R. Gopinath (founder of Air Deccan). Furthermore, Allcargo does
not own any freight aircraft and there is always a possibility the company will be
unable to obtain leased space from air cargo providers.

Allcargo recently diversified into the equipment hiring and project cargo business.
These businesses are both highly capital intensive and witness high margins.
Allcargo's diversification of its operations gives it an edge over its pure play logistics
competitors. The company has more than 400 pieces of construction equipment,
including more than 50 cranes, which are currently deployed in various part of India.
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Exhibit 6: Peer Comparision (FY2009)

Particulars Allcargo*  Concor Gati GDL TCIL  SICAL
Net Revenues 2,314.1 3,452.3 7904 451.0 1,351.3 674.6
yoy growth (%) 43.4% 2.6% 10.3% 66.2% 8.7%  (5.7%)
EBITDA 2,094.0 926.8 32.8 147.1 98.1 74.6
yoy growth (%) 54.6% 5.5% (2.1%) 423% 12.9% (11.9%)
EBITDA margin (%) 9.5% 26.8% 4.1% 32.6% 7.3% 11.1%
Net income# 111.6 769.7 (2.1) 79.0 36.1 28.8
yoy growth (%) 46.4% 6.9% (24.1%) 7.6% 9.1% (25.2%)
Net margin (%) 4.82% 22.3% (0.3%) 17.5% 2.7% 4.3%
EPS (Rs) 10.0 57.5 0.0 6.8 4.5 4.6
Source: Company data, Parsoli Research *figures for CY2008 #adjusted profit

We have considered five companies in our peer comparison: Concor, Gati, GDL, TCIL
and Sical. These companies operate across a variety of different sectors of the
logistics industry and therefore are not fully comparable with Allcargo. We have
chosen our peer group as the companies together cover a broad section of the
logistics industry in India.

Concor is the largest and most established player in the Indian container freight
service sector. The state owned company handles approximately 33% of India’s
container traffic, including rail and road. After the privatization of container freight
services in India in FY2007, Concor has been offering various incentives, including
volume based discounts, to retain customers. The company has significant presence
at most major ports and has a long standing relationship with the state owned railway
company, Indian Railways. This provides the company with a distinct competitive
advantage over its peers.

Concor has significant presence at
most major ports and has a long
standing relationship with the state
owned railway company, Indian
Railways

GDL is the largest private player in port based logistics service in India, in terms of
volumes shipped, accounting for 5.0% of total container traffic through CFS's in
FY2008. It is also the largest private container rail haulage operator in India. GDL
currently owns eight trains, which it expects to increase to 20 by FY2010. GDL’s CFS
business contributes the majority of its revenues (around 70% in FY2008).

GDL is the largest private player in
port based logistics service in India

Gati is a major distribution and supply chain player in the express cargo business in
India with a strong distribution network and the capability to deliver to 594 of India’s
602 districts. Its surface (express) cargo business contributes more than 50% of total
sales for the company. In December 2007, the company acquired Kausar India Ltd. in
order to secure entry into the high growth and high margin cold—chain logistics
business. Gati Ltd has also entered into a strategic alliance with General Logistics
Systems (GLS), one of the three largest parcel services providers in Europe, to
diversify it geographical presence.

TCIL is the largest organized player in the domestic road freight business, with around
a 15% market share. The company also operates in the sea freight sector, and
currently has a fleet of five ships (total capacity exceeding 16,000 DWTO0) and expects
to add a ship each year for the next three years.

Sical is an integrated multi modal solution provider for bulk container logistics. It
manages the movement of dry and liquid bulk cargo at ports. The company is also in
the CFS business. All the companies, except for SICAL, witnessed robust top-line
growth in FY2009. Allcargo’s revenue growth outpaced the peer group average top-
line growth rate in FY2009. However, Allcargo’s profitability margins were significantly
below that of GDL and Concor, reflecting the low margin nature of its primary

Al'l cargo’s revenue
the peer group average top-line
growth rate
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Al l cargo’ s pr o é&si business i.e. NVOCC. Furthermore, GDL’s exceptional profitability reflects the
significantly below that of GDL and company presence in the high margin business of CFS/ICD. Generally the CFS/ICD
Concor, reflecting the low margin business operates at approximately a 55% margin. AllCargo’s net profit growth
nature of NVOCC business outpaced all its competitors mainly due to its well diversified business portfolio.

Financial Performance

We expect revenues to decline in CY2009, largely due to declining volumes in the
MTO NVOOC and CFS segments in the wake of the global economic slowdown.
However, Allcargo’s robust Project Cargo order book and an increase in demand for
leased equipment in CY2009 will partially offset the decline in revenues as we expect
this business to grow exponentially going forward. The decline in revenues for
Allcargo’s MTO segment will be largely driven by the overall reduction in consumer
consumption in CY2009, reflected by a decline in India’s trade activity. In line with this
decline in MTO demand, we expect volumes in the CFS segment will decline in
CY2009. However, we have assumed there will be signs of a global economic
recovery from H2CY10, resulting in a recovery in import and export activities,
positively impacting Allcargo’s revenue growth. Moreover, the Government of India’s
plan to invest in port development and upgrades will further benefit Allcargo’s revenue
growth from CY2010 onwards. We expect robust revenue growth from Allcargo’s
Project Cargo segment, due to its order book of Rs 150.0cr in CY2009. Furthermore,
Allcargo has leased out all of its cranes and we do not expect any of these leases to
end in CY2009. In addition to this, the company plans to acquire and lease out more
cranes in CY2010. Therefore, going forward, we expect robust revenue growth from
the equipment hiring business.

Exhibit 7: Total revenues (CY2008-CY2012E) Rs cr
3,000 12.5%
2,500 11.7%
2,000 10.8%
1,500 10.0%
1,000 9.2%

500 8.3%
0 7.5%

CY2008 CY2009E CY2010E CY2011E CY2012E

Total revenues —— EBIT margin

Source: Company data, Parsoli Research

We expect depreciation expenses to We expect Allcargo’s y-0-y operating margin will remain relatively flat in CY2009,
remain high in CY2009 and CY2010, | despite our forecast of a decline in revenues. This is as we have forecast a decline in
considering Allcargo's increased | operating expenses and lower employee cost in CY2009. As most of Allcargo’s
capex plan to set up ICDs by 2012 operating expenses are variable expenses, we expect them to fall in line with the
decline in revenues in CY2009. In addition, most of ECU Line’s back office work has
been outsourced to India based WNS Global Services, reducing employee cost in
CY2009 onwards. However, we expect depreciation expenses to remain high in
CY2009 and CY2010, considering Allcargo's increased capex plan to set up ICDs by
CY2012. Allcargo has reduced its capex plan for CY2009, from approximately Rs
1,500cr to around Rs 550cr. For the period from CY2010 to CY2012, the company is
planning on increasing its capex spend to set up ICDs and acquire equipment for its

25" November, 2009 FOR PRIVATE CIRCULATION

11



Parsoli Corporation Limited

In Touch with Your Investment Needs

AllCargo

BUY

Since the country’s growth has
positive correlation with Logistics
industry, AllCargo’s performance
will be affected if India’s growth will
slow down going forward

Any delay from congestion at ports
would decrease the number of
containers handled and would lead
to lesser revenues for the company
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equipment hiring segment. Therefore, we expect Allcargo’s asset turnover ratio will
decline from CY2009 onwards, reflecting the company’s increased focus on its highly
capital intensive businesses.

We expect Allcargo’s debt to reduce going forward. In CY2008, debt to capital ratio
was 30%, which we expect will decline to 7.5% in CY2010. Allcargo’s CY2009 capex
will be financed by internal accruals because of its healthy cash position. Most
importantly, its FCCDs amounting to Rs 100.9cr get converted into equity in CY2009,
which reduced its debt to capital ratio to 7.5%.

Concerns

Economic sl owdown may have an adverse i
The Logistics industry has witnessed strong traffic growth due to robust economic
growth in India. However, India faces the risk of economic slowdown in future. The
RBI is forecasting a lower GDP year over year and delivered a GDP of 5.7% for
FY2010 which is lower than earlier forecasts. Since the country’s growth has positive
correlation with Logistics industry, AllCargo’s performance will be affected if India’s
growth will slow down going forward.

Congestion at ports may decelerate c o mp a ngyowth

AllCargo charges ground rent for keeping client’s containers in its CFS and can collect
more rent by taking containers faster from the port. Any delay from congestion at ports
would decrease the number of containers handled and also the duration of keeping
the container in its CFS. This would lead to lesser revenues for the company.

Changes in regulatory environment may impact negatively in the long run

The market in which the company operates is highly regulated. Any changes in oil
prices or on tax structure declared by regulatory authorities will have an impact on
company’s margins. In addition to this, AllCargo is subject to a variety of agreements.
There is no assurance that an agreement between AllCargo and other party will
continue going forward. Any unfavorable regulatory changes will have an adverse
effect on the business of Indian logistics companies.

Increase in fuel prices will reduce margins of the company

The transportation charge mainly depends upon crude oil prices. Though the current
prices are at lower level, any sharp rise in the global market may force the Indian
Government to hike the domestic fuel prices and thereby would increase the cost of
the company.

FOR PRIVATE CIRCULATION
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We expect focus on expansion of
CFS/ICDs network to improve
margin picture in the coming years

We believe AllCargo as an attractive
stock  considering its  strong
presence in NVOCC business and
aggressive capex plans for
expanding its CFS/ICDs network
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Future Outlook

We expect operating revenues to increase at a CAGR of 6.1% between CY2008 and
CY2018 to Rs 4,446.7cr mainly due to ECU Line business as well as due to its
domestic MTO business. We believe revenue from ECU Line to increase on the back
of its presence in emerging markets like Brazil, Russia and now also in China. In its
Project Cargo segment, the company had an order book of Rs 150.0cr at the end of
CY2008, of which Rs 100.0cr of orders are expected to be completed in CY2009. This
provides us with good visibility for Allcargo’s cash flows from this segment. Going
forward, we expect EBITDA margin and net margin to improve on the back of
company’s continuous focus on its CFS/ICDs business which is a high margin
business. Allcargo has established CFS facilities at India's major container handling
ports like INPT, Chennai and Mundra and its strong relationship with shipping lines in
the NVOCC business helps it secure good volumes. AllCargo plans to open inland
container depots (ICDs) at six new locations while expanding capacities at INPT and
Chennai CFS at a combined capex of Rs 3.0bn.

We expect Logistics industry to perform well on the back of various infrastructure
development activities such as ports expansion/modernization mentioned in the
Eleventh Planning Commission report (total outlay Rs 2,618bn) and different
expansion plans of Allcargo for setting up ICDs/CFS. AllCargo has a strong presence
in NVOCC business through wide network of ECU Line and also has a strong hold on
its domestic MTO business. Going forward, we expect AllCargo to achieve growth in
top line on the back of ECU Line and MTO business. We also expect AllCargo to
show better margin picture by expanding its CFS/ICDs network. Through the
established contacts, maintained over the years with shipping companies, AllCargo
plans to capture CFS/ICDs revenues from the clients of NVOCC and MTO business
CFS revenues are driven primarily by imports; hence shipping lines are the main
customers in this business. Moreover, the company is not only expanding its existing
capacity and its network organically but also has a plan to acquire another company in
global NVOCC space. Therefore, we expect the company to grow well in its well-
established NVOCC business. We expect an established presence in NVOCC
business and current focus on expansion of CFS/ICDs business to drive future
revenue growth as well as profitability for the company supported by an aggressive
capex plan for expanding its network of CFS/ICDs across India. After a recent surge in
the world market, AllCargo is still available at a very attractive market price. Therefore,
we strongly expect the stock to perform well for 12 months time horizon on the back of
its aggressive plans for expansion of CFS/ICDs network and its established position in
NVOCC business.
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Valuation

For valuing the company, we have used the Discounted Cash Flow (DCF) and
comparative valuations based on EV/EBITDA and Price (Market capital)/sales
multiples. The DCF method values the stream of future cash flows discounted to the
present day using the company’s Weighted Average Cost of Capital (WACC), and as
such is a good measure of the company’s value in absolute terms. While a
comparative valuation using EV/EBITDA methodology helps in comparing the
company’s enterprise value with respect to its operating performance prior to noncash
and finance expenditures, Market cap/sales multiple aids in comparing the current
market value of the company with respect to its sales as compared with its peers. We
have taken a 12 month investment horizon for this stock.

Comparative valuation
In our DCF model we have derived explicit free cash flow projections till CY2018 after

which we have assumed a terminal value. Based on a WACC of 16.4% and a
perpetual growth rate of 3% we arrive at a DCF target price of Rs 230.3 per share.

We arrive at a target price of Rs
230.3 for the Allcargo stock using
DCF valuation method

The peer group average is not directly comparable as all the companies operate in
different areas of the logistics industry. AllCargo’s stock is currently trading at 47.1%
discount to its peer group average. We have assigned a target EV/EBIDTA multiple of
11.87x, which is higher than the current EV/EBIDTA multiple of 9.66x as we expect
appreciation in market price would outpace increase in company’s earning on the
back of well diversified business portfolio as well as aggressive plan of organic and
inorganic expansion. Employing this multiple on our CY2010 earning estimate, we
arrive at a target price of Rs 253.9 per share.

Allcargo’s stock is currently trading at 56.0% discount to its peer group average. We
have assigned a target Price/sales multiple of 1.32x to value the stock, higher than
current Price/sales multiple of 1.06x. We have assigned a higher multiple as we
expect the stock’s valuation will be justified by the realization of the expected growth
going forward. Employing this target multiple on our CY2010 sales estimate, we derive
a target price of Rs 249.7 per share.

We arrive at weighted average 12- Exhibit 8: Weighted Average Pricing for AllCago's Stock
?I?(r:]gr] garget price of Rs 238.9 for Pricing Weight Target Weighted
9 Methodologies assigned price average price

Target price using DCF approach 60.0% 230.3 138.2
Target price using EV/EBITDA approach 20.0% 253.9 50.8
Target price using Price/Sales approach 20.0% 249.7 49.9
Weighted average target price (Rs) 238.9
Current common stock price (Rs) 1935
Upside/(downside) from current levels 23.5%
Source: Parsoli Research
By taking the weighted average of the price estimated through DCF and relative
methodologies, we arrive at a target price of Rs 239 representing an upside of 23.5%.
We recommend a BUY on the stock with a Target Price of Rs 239 over a 12
months horizon.
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Financial Statements

Exhibit 10: Income Statement (Consolidated) Rs cr
Particulars CY2008 CY2009E CY2010E CY2011E CY2012E
Net Sales 2314.1 2010.7 2211.7 2394.0 2631.7
% chg 0.0% (13.1%) 10.0% 8.2% 9.9%
Total Expenditure 2094.0 1787.0 1959.4 2103.1 2266.7
% chg 0.0% (14.7%) 9.6% 7.3% 7.8%
EBIDTA 220.1 223.7 252.3 290.9 365.1
Margin (%) 9.5% 11.1% 11.4% 12.2% 13.9%
Other Income 10.6 31.1 194 15.0 19.6
Depreciation & Amortisation 44.7 50.2 48.6 53.7 56.5
Interest 24.9 26.0 29.2 16.8 17.7
PBT 161.2 178.5 193.9 2354 310.4
Margin (%) 6.9% 8.7% 8.7% 9.8% 11.7%
Total Tax 35.7 32.1 41.7 50.6 66.7
(% of PBT) 22.2% 18.0% 21.5% 21.5% 21.5%
PAT 1254 146.4 152.2 184.8 243.7
Minority Interest 13.9 9.1 9.4 114 15.1
Adj. PAT 111.6 137.4 142.8 173.3 228.6
% chg 4.8% 23.1% 4.0% 21.4% 31.9%
Margin (%) 4.8% 6.7% 6.4% 7.2% 8.6%

Source: Company data, Parsoli Research

Exhibit 11: Balance Sheet Rs cr
Particulars CY2008 CY2009E CY2010E CY2011E CY2012E
SOURCES OF FUNDS

Equity Share Capital 51.8 52.8 52.8 52.8 52.8
Reserves & Surplus 558.0 781.4 909.8 1048.5 1231.3
Net Worth 609.7 834.2 962.6 1101.3 1284.2
ESOPs Out standing 1.6 1.6 1.6 1.6 1.6
Total Loans incl Deffered tax & Minority Interest 368.2 267.2 164.6 171.6 180.7
Capital Employed 979.5 1103.0 1128.9 12745 1466.5
APPLICATION OF FUNDS

Gross Block 708.4 806.1 956.1 1056.1 1156.1
Less: Acc. Depreciation 146.0 196.2 244.8 298.5 355.0
Net Block 562.4 610.0 711.3 757.7 801.1
Capital Work-in-Progress 74.1 46.7 51.1 54.0 56.8
Investments 82.8 111.8 111.8 111.8 111.8
Current Assets 567.3 582.8 522.5 635.6 795.0
Current Liabilities 307.5 248.3 267.8 284.5 298.3
Net Current Assets 259.9 3344 254.6 351.1 496.7
Miscellaneous Expenditure 0.3 0.1 0.0 0.0 0.0
Capital Deployed 979.5 1103.0 1128.9 12745 1466.5

Source: Company data, Parsoli Research
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Exhibit 12: Key Ratios

Particulars CY2008 CY2009E CY2010E CY2011E CY2012E
Per Share Data (Rs)

EPS 10.0 11.7 12.2 14.8 195
Cash EPS 14.0 15.9 16.3 194 24.3
DPS (incl tax on dividend) 1.0 1.2 1.2 3.0 3.9
Book Value 54.5 7.1 8.2 9.4 11.0
Returns (%)

ROE 18.3 16.4 14.8 15.7 17.8
ROCE 11 1.2 13 1.4 1.6
Dividend Payout Ratio 10.1 10.0 10.0 20.0 20.0
Valuation Ratios (x)

P/E 83.7 0.0 0.0 0.0 0.0
P/CashEPS 59.7 12.1 11.8 10.0 8.0
P/BV 15.3 27.2 23.6 20.6 17.7
EV/Total Sales 4.1 11.3 10.3 9.4 8.5
EV/EBITDA 43.6 101.5 90.0 7.7 61.6

Source: Company data, Parsoli Research

Exhibit 13: Cash Flow Statement Rs cr
Particulars CY2008 CY2009E CY2010E CY2011E CY2012E
Profit before tax 161.2 177.9 193.9 235.4 310.4
Depreciation & Amortisation 44.7 50.2 48.6 53.7 56.5
Change in Working Capital (138.1) 46.7 (8.3) (5.1) (17.6)
Direct taxes paid & Fringe Benefit Tax 35.73 32.13 41.70 50.61 66.74
Other Non-cash Exp/(Inc) (14.11) 17.17 19.87 5.41 2.61
Cash Flow from Operations 89.38 259.84 212.46 238.73 285.21
(Inc.)/Dec. in Fixed Assets (174.2) (97.7) (150.0) (200.0) (100.0)
Cap WIP (33.6) 27.4 (4.4) (2.9) (2.8)
Free Cash Flow (118.4) 189.6 58.0 135.8 182.4
Inc./(Dec.) in Investments (109.8) (29.0) 0.0 0.0 0.0
Inc./(Dec.) in Capital 0.30 0.00 0.00 0.00 0.00
Inc./(Dec.) in Loans 217.7 (101.0) (102.6) 7.0 9.1
Dividend paid (incl. tax) (4.9) (13.7) (14.3) (34.7) (45.7)
Interest paid (Net) (24.9) (26.0) (29.2) (16.8) a7.7)
Cash Flow from Financing 213.0 (39.8) (146.0) (44.5) (54.3)
Inc./(Dec.) in Cash 39.5 121.3 (88.1) 91.3 128.0
Opening Cash balances 63.1 101.2 222.5 134.4 225.7
Closing Cash balances 102.7 2225 134.4 225.7 353.8

Source: Company data, Parsoli Research
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Glossary

ICD/CFS (Inland Container Depot/Container Freight Station): The primary function of the CFS or ICD is warehousing
and handling of the cargo. CFS/ICD play a critical role in port logistics by providing consolidation/deconsolidation of the
cargo, bonded warehousing, custom clearance and logistics services to the final destination. Almost similar in terms of
working, CFS is situated near the port and ICD at the hinterland.

TEUs (Twenty Feet Equivalent Units): Twenty Feet Equivalent Units are usually built on the basis of ISO standards, and
are used for the movement of conventional dry cargo in the containerized form.

Pallet: Pallet is a flat transport structure that supports goods in a stable fashion while being lifted by a forklift.

Guide to PCL's research approach

Valuation Methodologies
We apply the following methodologies to triangulate the ‘fair value’ for the stock assessed fundamentally:

DCF valuation:- The DCF method values the stream of future cash flows discounted to the present day, most often
using the company’s WACC. This method is used to estimate the attractiveness of an investment opportunity and as
such provides a good measure of the company’s value in absolute terms. There are several approaches to discounted
cash flow analysis, including Free Cash Flow to Firm and Free Cash Flow to Equity. The selection of a particular
approach depends on the particular company being researched and valued.

Comparative valuation:- In Comparative valuation or Relative valuation, various comparative multiples including
Price/Earnings, Price/Sales, Enterprise Value/Sales, EV/EBITDA ratios are used to assess the relative worth and
performance of companies which operate in the same industry/industries and are thereby in the same peer group. In
general at least two multiples will inform the valuation of every stock.

Other methodologies:- Other methodologies such as Dupont Analysis, EVA, Dividend Discount Method and P/NAV are
applied where appropriate.

The target price derived from each methodology is then weighted, based on industry characteristics, to provide a
weighted average target or ‘fair value’ for the stock.

25" November, 2009 FOR PRIVATE CIRCULATION
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Disclaimer

This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an
investment decision. Nothing in this document should be construed as investment or financial advice, and nothing in this
document should be construed as an advice to buy or sell or solicitation to buy or sell the securities of companies
referred to in this document. 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.

Parsoli Corporation Limited has not independently verified all the information given in this document. Accordingly, no
representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information
and opinions contained in this document. This information is subject to change without any prior notice. The Company
reserves the right to make modifications and alternations to this statement as may be required from time to time without
any prior approval or notification. Parsoli Corporation Limited, its affiliates, their directors and the employees may from
time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities
mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit
investment banking or other business from, any company referred to in this report. Each of these entities functions as
separate, distinct and independent of each other. The recipient should take this into account before interpreting the
document.

This report has been prepared on the basis of information, which is already available in publicly accessible media or
developed through analysis of Parsoli Corporation Limited. The views expressed are those of the analyst and the
Company may or may not subscribe to all the views expressed therein. This document is being supplied to you solely
for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied, in whole or in part, for any purpose.

Neither the Company, nor its directors, employees, agents nor representatives shall be liable for any damages whether

direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in
connection with the use of the information.
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