
CORPORATES

CREDIT OPINION
4 May 2016

Update

RATINGS
Tegma Gestao Logistica S.A.

Domicile Sao Paulo, Brazil

Long Term Rating B2

Type LT Corporate Family
Ratings - Dom Curr

Outlook Negative

Please see the ratings section at the end of this report
for more information.The ratings and outlook shown
reflect information as of the publication date.

Contacts

Marcos Schmidt 5511-3043-7310
VP-Senior Analyst
marcos.schmidt@moodys.com

Bruna M Borges +55-11-3043-7348
Associate Analyst
bruna.borges@moodys.com

Robert Jankowitz 212-553-1318
MD-Corporate Finance
robert.jankowitz@moodys.com

Marianna Waltz, CFA 55-11-3043-7309
MD-Corporate Finance
marianna.waltz@moodys.com

Tegma Gestao Logistica S.A.
Update following the downgrade to B2

Summary Rating Rationale

Tegma's B2 ratings continue to reflect its leading position as the largest logistics company
for the automotive industry in Brazil, supported by medium and long-term contracts and
longstanding relationships with its client base. The rating considers the company's “asset-light”
business model, which entails relatively stable cash flows and more flexible operations in face
of market downturns. In addition to its low revenue diversification, other risk factors include a
track record of aggressive dividend distributions - despite the reduction trend observed in 2014
and 2015- and growth strategy through leveraged acquisitions.

Company-specific factors constraining the rating include its high revenue concentration in
the cyclical automotive industry, challenges to increase profitability and reduce debt amid
unfavorable market conditions, track record of aggressive dividend distributions, and growth
strategy through leveraged acquisitions.

Tegma's B2 ratings and negative outlook reflect the expectation of a weakening business
environment for Tegma and impact on the company's operating performance as a consequence
of its exposure to the auto-shipment business. These conditions have been in continuous
deterioration, and there is the likelihood that the negative scenario for the Brazilian auto
industry will persist for an uncertain period of time. The auto-shipment business represented
82.5% of the company's revenues during the last twelve months ended December 31, 2015.
More specifically, there was a 21% drop in light vehicle sales in Brazil during 2015, which during
the same period translated into a 25% decrease in the number of vehicles transported by
Tegma, an almost 22% reduction in net sales and 60% decrease in EBITDA. Going forward, we
expect an additional decrease of 21% in the company´s revenues in 2016.

Partially offsetting these pressures is the company's “asset-light” business model and the
company’s actions that we expect should produce modest free cash flow (”FCF”) generation
due to lower working capital requirements and lower CAPEX. This should support the service
of upcoming debt amortizations.
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Credit Strengths

» Leading position in the logistics of new light vehicles in Brazil with approximately one third of the market

» Good client base supported by medium and long-term contracts and longstanding relationships

» Asset light business model supports stable cash flows and good level of operational flexibility

Credit Challenges

» Revenue concentration in the cyclical automotive industry

» Expected tight liquidity after the first half of 2017

» Track record of aggressive dividend distributions and sizeable acquisitions

Rating Outlook
The negative outlook considers further negative impact on the company's future operating performance given its exposure to the Brazilian
automotive industry, consumer products, and the Brazilian economy in general. None are showing signs of recovery at this point. The
ratings outlook could be stabilized if there are clear signs of recovery in the automotive industry and if Tegma is successful in prudently
managing dividends, CAPEX, and consequently leverage while maintaining solid liquidity position during the downturn scenario.

Factors that Could Lead to an Upgrade
The rating could be upgraded if operating margins increase to its historical levels of 10% and if leverage decreases to below 3.0x. Tegma is
expected to maintain its leadership position, ensure healthy operating margins and debt protection metrics even during the down cycle.

Factors that Could Lead to a Downgrade
The ratings could be downgraded if the effects from the economic downturn are larger than anticipated combined with no clear signs of
recovery in the automotive industry or if the company is not able to generate positive FCF during down cycle. Quantitatively, the ratings
could be downgraded if revenues decline in by more than 20% in 2016, if FCF turns negative or if total adjusted debt to EBITDA increases
above 4.0x. Further downgrade pressure may arise in case Tegma cannot sustain its leading market position. Also, a significant increase
in the level of secured debt could cause a downgrade of the rated unsecured debentures.

Key Indicators

Exhibit 1

Key Indicators
Tegma Gestão Logistica S.A

All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's
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Detailed Rating Considerations
DIVERSIFICATION STRATEGY ENTAILS CERTAIN RISKS

In order to mitigate the high dependence on the automotive segment, which has a more commoditized nature and is more vulnerable to
economic slowdowns, Tegma implemented a large diversification strategy to expand into integrated logistic segments that had significant
growth prospects. In this segment, the company provides complex logistic solutions through subsidiaries that have synergies with its
existing infrastructure and where it could leverage its asset light business model.

Owing primarily to weaker than anticipated volumes and low utilization rates due to adverse economic environment in Brazil, the
operating performance of its integrated logistics business has been weak. The adjusted EBITDA margin was 1.8% for the segment during
2015 from 6.0% in the same period in 2014.

The selling of its underperforming e-commerce logistics subsidiary Direct Express to B2W (unrated) in June 2014 did not fully offset these
operational challenges, but it helped monetize a part of the company relatively easy to divest. After the sale, Tegma's integrated logistics
business, included warehousing, inventory management and control and other inbounded logistics services for industrials and consumer
products segments. Yet, despite these efforts, the integrated logistics segment does not look set to return to profitability before mid-2017.

DEBT LEVEL REMAINS HIGH

The company's increasing investments to expand the integrated logistics businesses have resulted in negative free cash flow generation
and higher leverage measured by adjusted gross debt to EBITDA that peaked 3.4x in the end of 2015 from 3.0x in the end of 2014. Despite
this peak at year end levels, in May 2015, Tegma repaid part of its outstanding debt, mainly loans denominated in foreign currency and
reduced gross debt by approximately BRL 135 million. Today the company has no foreign currency debt exposure on its balance sheet.

Under the more challenging business environment, we expect the company's leverage measured by the adjusted gross debt to EBITDA
ratio to remain in the 2.5x to 3.5x range at least until mid-2017. Partially offsetting these pressures is the expected improvement in the
company's liquidity profile and operating margins with the sale of Direct Express.

Additional leverage is somewhat limited by financial covenants embedded in Tegma's debt arrangements. These financial covenants
require the net-debt-to-EBITDA ratio to be lower than 2.5x (1.5x in the last twelve months ended December 31, 2015) and the EBITDA-to-
net-interest expense coverage to be higher than 1.5x on a consolidated basis (3.0x in the last twelve months ended December 31, 2015).

WEAK PROSPECTS FOR THE AUTOMOTIVE MARKET

Tegma's credit metrics have been historically supported by the robust growth rates of the automotive industry in Brazil, representing 78%
of the company's consolidated revenues. During the last five years, the company experienced an average revenue growth rate of around
15% per year in this segment, a consequence of the positive momentum of the domestic economy and booming vehicle sales in Brazil. In
2013, the country was the fourth largest light vehicle market, only behind China, US and Japan, with 3.6 million light vehicle registrations,
a 1.5% decrease from 2012 driven by more generous government tax exemptions that year.

According to Brazil's national association of vehicle manufacturers (ANFAVEA), licenses and registrations of light vehicles in Brazil fell
26.5% in 2015 compared to the same period in 2014, and another 28.6% decrease in the first trimester of 2016 when compared to
the same period in 2015. Domestic car sales dropped reflecting a general decline in consumer confidence and lower consumer financing
availability as Brazil's growth and economic trends deteriorate. The federal government's decision to reduce certain tax incentives and
reduced exports to Argentina added further pressure in production. There are no signs of recovery in the short to medium term.

Tegma in its turn recorded a 29% volume decrease of vehicles transported in the domestic market during the full year of 2015 compared
to the same period last year, that is aggravated by the decrease of 2.1% in average transported distance. Despite the decrease in volumes,
the company was able to maintain its market leadership position in a somewhat stable level for the period, transporting, for the internal
and external market, about 28.2% of total sold vehicles in the year of 2015. This supported the pass-through of higher inflation and
freight costs to prices that resulted in a smaller decrease in net sales, of 22% in the twelve months ended December 31, 2015 when
compared to the same period in 2014.
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We expect the auto industry sector to recover only after mid-2016. Despite Tegma's expertise and longstanding relationships with key
car manufacturers, we see limited potential for significant market share expansion. As a result, our projections consider Tegma's market
share virtually stable in the 27% to 30% range.

ASSET LIGHT BUSINESS MODEL PROVIDES FLEXIBILITY

The asset light business model has been one of the key pillars of Tegma's strategy. In the automotive division, approximately 95% of
the fleet is outsourced to independent truck drivers, which has helped the company to maintain low investment requirements and focus
on the operational efficiency to generate attractive returns. On a positive note, this approach has been proving to provide operating
flexibility, as Tegma could rapidly adjust in face of unfavorable market conditions or through an industry expansion cycle. Nevertheless,
the company's longstanding relationship with independent truckers will continue to be critical to support stable margins and cash flows
in the future.

Liquidity Analysis
Although the overall risk has increased, Tegma's liquidity is still adequate with a cash balance of BRL 214 million in the end of December
2015 and a total reported debt of BRL 364 million to be amortized until the end of 2019. Tegma has about BRL 189 million in debt
amortizations until the end of 2017 (see exhibit 2). In 2018 the company has another important amortization of BRL 117 million, which
could be a concern if market conditions do not improve until then and the company is not able to refinance at least part of its indebtedness.
We expect that management will address 2017 and 2018 maturities on a timely fashion in order to preserve liquidity during the downturn
period. Cash position was reinforced by the BRL 78 million in proceeds received in 2015 related to the sale of its underperforming e-
commerce logistics subsidiary, Direct Express. We expect that the company will use cash proceeds from its recent asset divesture to
reduce gross leverage and maintain a solid cash balance, while a more challenging environment for the automotive industry still holds.

Exhibit 2

Tegma: Cash Availability and Debt Amortization Schedule, 2016-2019
As of December 2015

Source: Moody's Investor Services and Tegma Gestão Logistica S.A

Tegma's dividend payout ratio has been historically aggressive and leading to negative pressure on the company's liquidity. According to
their public dividend policy , minimum dividend payout is 50%. Yet, the average dividend distribution during the last four years averaged
approximately 80%. In 2015, Tegma distributed BRL 5 million in dividends.

Further pressure may arise from the payment of contingent liabilities. In the end of December 2015, the company disclosed up to BRL
106 million of potential losses without provisions (up from BRL 102 million in FYE 2014). The company is part of several disputes, mainly
fiscal disputes, and the termination of certain agreements for chemical's transportation & storage.
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Profile
Tegma is a logistics company, primarily focused on supply chain management and products for the automotive industry mainly in Brazil. In
the last twelve months ended December 31, 2015, Tegma transported approximately 766 thousand vehicles representing approximately
28.2% of Brazil's light vehicle sales. Tegma also provides delivery services, warehousing, inventory management and control and other
logistic solutions to the consumer product segment. In the twelve months ended December 31, 2015, Tegma reported consolidated net
revenues of BRL 1.1 billion.

Tegma's largest shareholder is Sinimbu Participacoes Societarias e Empreendimentos owned by the Itavema group, which controls
approximately 34% of total and voting shares, followed by Coimex Empreendimentos e Participacoes Ltd., the holding company of
Coimex Group, with a 25% stake.

Corporate Governance
Tegma is publicly listed in the Novo Mercado, the highest level of Bovespa, since 2007. Transportadora Sinimbu and Coimex vote together
based on a shareholders' agreement which is valid until 2037. The Board of Directors, consisting of five members, is composed of two
members appointed by Coimex (including the Board's president), two by Transportadora Sinimbu and one independent (as per Bovespa's
definition).

Tegma has an independent non-permanent Fiscal Council since April 2011. One of the three members of the Fiscal Council was appointed
by the minority shareholders, which reflects Tegma's progress in corporate governance standards. The company installed a permanent
Auditing Committee in November 2014, which is viewed as credit positive by Moody's. In our view, a higher level of independence of the
Board and the implementation of formal risk policies to support management's decision would be viewed as credit enhancements.

Rating Methodology and Scorecard Factors

Exhibit 3

Tegma Gestão Logistica S.A

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
[2] As of 12/31/2015;
[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures.
Source: Moody’s Financial Metrics™

RATING METHODOLOGY GRID
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The grid implied rating from Moody's 12-18 month forward view of the Global Surface Transportation and Logistics Companies Industry
Rating Methodology rating factors is B1, which is one notch higher than Tegma's ratings. The one notch difference reflects the company's
exposure to the Brazilian automotive industry, consumer products, and the Brazilian economy in general, all in a downturn and showing
no signs of recovery.

Ratings

Exhibit 4
Category Moody's Rating
TEGMA GESTAO LOGISTICA S.A.

Outlook Negative
Corporate Family Rating -Dom Curr B2
Senior Unsecured -Dom Curr B2
NSR Corporate Family Rating Ba2.br
NSR Senior Unsecured Ba2.br

Source: Moody's Investors Service
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