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Tegma Gestao Logistica S.A.
Update to credit analysis - Strong metrics sustain credit
quality

Summary
Tegma Gestão Logística S.A. (“Tegma”)'s B1/Baa2.br ratings reflect its leading position as the
largest logistics company for the automotive industry in Brazil, supported by its medium- and
long-term contracts and long-standing relationships with its client base. The ratings also take
into consideration the company's asset-light business model, which entails relatively stable
cash flow and more flexible operations in the face of market downturns.

The ratings are supported by the company's adequate liquidity following liability
management initiatives carried out during 2017-18 and its strengthened credit metrics
coming from cost-saving initiatives and material debt reduction. The ratings also incorporate
a marked improvement in automotive production in Brazil since the beginning of 2017,
as well as our view that the company’s enhanced financial flexibility will help it withstand
potential future volatility in the Brazilian automotive market without a major deterioration in
its current credit profile.

However, Tegma's high revenue concentration in the cyclical automotive industry, its
small size relative to that of its global peers and track record of high dividend distributions
constrain its ratings. Finally, uncertainties regarding regulated freight prices in Brazil and their
impact on Tegma's operations are additional concerns.

Exhibit 1

Tegma's leverage declined with debt
amortizations...
Adjusted debt/EBITDA

Exhibit 2

… and EBITDA recovery since 2015
Adjusted EBITDA

1.9x

2.3x
2.5x

2.9x

3.4x

2.6x

1.6x

1.1x

0.5x

1.0x

1.5x

2.0x

2.5x

3.0x

3.5x

4.0x

2011 2012 2013 2014 2015 2016 2017 LTM
Sep
2018

Sources: Moody's Investor Services, Tegma

279
264

304

258

169 166

219

255

0

50

100

150

200

250

300

350

2011 2012 2013 2014 2015 2016 2017 LTM
Sep
2018

B
R

L
 m

ill
io

n
 

Sources: Moody's Investor Services, Tegma

DRAF
T-

CO
NFI

DEN
TI

AL

https://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1146506


MOODY'S INVESTORS SERVICE CORPORATES

Credit strengths

» Leading position in the logistics of new light vehicles in Brazil, with around one-third market share

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

» Strengthened credit metrics and adequate liquidity

» Asset-light business model, which reduces cash flow volatility and provides good operational flexibility

Credit challenges

» Exposure to the cyclical automotive industry

» Small size compared with that of its global peers

» Track record of high dividend distributions

» Uncertainties regarding regulated freight prices in Brazil

Rating outlook
The stable outlook reflects our expectations that Tegma will maintain its leverage and profitability near current levels while prudently
managing debt amortizations, capital spending and dividend distributions to preserve liquidity.

Factors that could lead to an upgrade
A rating upgrade would require clear signs of a sustained long-term recovery in Brazil’s automotive market and business environment
and in Tegma’s operations, with its revenue returning to pre-recession levels. In addition, an upgrade would require the maintenance of
operating margins near their historical levels of 10% and adjusted leverage below 2.0x on a sustained basis. The maintenance of adequate
liquidity would also be required for an upgrade.

Factors that could lead to a downgrade
The ratings could be downgraded if the outlook for Brazil's economy and for the automotive industry worsens, or if the company’s
operations deteriorate, with declining revenue and operating margins. Quantitatively, the ratings could be downgraded if the company's
free cash flow turns negative or if its total adjusted debt/EBITDA increases above 3.0x without prospects of improvement. A deterioration
in the company’s liquidity, arising from large shareholder distributions or increased refinancing risk, would also result in a downgrade
of the ratings.

Key indicators

Exhibit 3

Tegma Gestão e Logística S.A.
Key Indicators

USD Millions Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

LTM 

(Sep-18) 12-18 Months

Revenue 734.0 613.3 342.4 266.3 339.5 345.9 < $0.5

Operating Margin % 11.2% 10.1% 4.8% 7.2% 10.7% 13.7% 10%-20%

FFO / Debt 19.1% 0.3% 19.2% 23.8% 48.3% 61.4% 45%-65%

EBITA / Average Assets 16.1% 12.9% 7.7% 10.0% 16.7% 21.8% 20%-40%

Debt / EBITDA 2.5x 2.9x 3.4x 2.6x 1.6x 1.1x 0.5x-1.5x

EBIT / Interest Expense 5.0x 2.6x 1.1x 1.4x 4.1x 7.2x 5.0x-10.0x

All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations.
Source: Moody's Financial Metrics™

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Profile
Tegma is a logistics company focused primarily on supply chain management and products for the automotive industry in Brazil. In the
12 months ended September 2018, Tegma transported around 789,200 vehicles, representing around 21% of Brazil's light vehicle sales.
Tegma also provides delivery services, warehousing, inventory management and control, and other logistics solutions to the consumer
product segment. In the same period, Tegma reported consolidated net revenue of BRL1.2 billion ($345 million), with an adjusted EBITDA
margin of 21.1%.

Detailed credit considerations
High exposure to the cyclical automotive industry
Tegma's revenue is 87% concentrated in the automotive logistics segment. Although the company has a leading position in Brazil, with
around one-third market share, and a good client base supported by medium- and long-term contracts and long-standing relationships,
its performance is tied to the ups and downs in the automotive industry. Accordingly, the weak fundamentals of the auto industry in
Brazil strained the company's credit metrics over 2014-16, but will contribute to improved operating performance in future.

The company´s integrated logistics business accounts for 13% of its total revenue and mitigates the high dependence on the automotive
industry. In this segment, the company provides complex logistics solutions through subsidiaries that have synergies with its existing
infrastructure and where it could leverage its asset-light business model. Still, Tegma's performance in integrated logistics was also hurt
by Brazil's recession in 2015-16, posting weaker-than-expected volume and low utilization rates.

The sale of the underperforming e-commerce logistics subsidiary Direct Express to B2W in August 2014 and the creation of a joint
venture for a storage facility in Espírito Santo are contributing to higher utilization rates and improved profitability in the integrated
logistics business, which we expect to continue. But over the next several years Tegma's performance will continue to be driven mainly
by the prospects of the automotive segment.

Brazil's automotive industry set to grow in 2019, but will remain below peak level
The automotive industry in Brazil recorded an average growth rate of 14% per year between 2006 and 2012, a result of the positive
momentum in the domestic economy and booming vehicle sales. In 2013, the country was the fourth-largest light vehicle market, only
behind China, the US and Japan, with 3.6 million light vehicle registrations.

Since then, the deterioration in Brazil’s economy, which drove up unemployment, inflation and interest rates, led to a continued decline in
auto sales. As of year-end 2016, auto sales declined back to 2006 levels. According to Brazil's national association of vehicle manufacturers
(ANFAVEA), licenses and registrations of light vehicles in Brazil fell by an accumulated 44% in 2016 compared with 2013. Domestic
car sales dropped, reflecting a general decline in consumer confidence and lower consumer financing availability as Brazil's growth and
economic trends deteriorated. The federal government's decision to reduce certain tax incentives and reduce exports to Argentina strained
production further.

Tegma, in turn, recorded an accumulated 43% decrease in vehicles transported in the domestic market from 2013 through 2016, which
was aggravated by a decrease of 10% in the average transported distance. Despite the decrease in volume, the company was able to
maintain its market leadership at a somewhat stable level for the period, transporting, for the internal and external market, about 29% of
the total vehicles sold in 2016. This supported the pass-through of higher inflation and freight costs to prices, which resulted in a smaller
accumulated decrease in net sales, of 41%, in the same period.

Lower inflation and interest rates as well as a gradual recovery in the labor market and in credit concessions will all support car sales,
and, consequently, Tegma's credit metrics. Brazil’s auto production will continue to grow in 2018-19, but not at the runaway pace
of 2017, and overall production and sales will remain below 2013 peak level. Brazil’s full-year auto production grew by 25% in 2017,
driven mainly by a 51.6% surge in exports. Domestic sales also increased, but at a more normalized level of around 9.4%, according to
ANFAVEA.

For 2018 and 2019, auto production will grow around 10%, reflecting a similar increase in domestic sales and supported by improved
consumer confidence, auto-loan rates and disposable income in Brazil. Exports are expected to decrease by 10.9% in 2018 relative
to 2017, and should remain relatively stable in 2019, given the tougher comparison base and our expectations of weaker demand
from neighboring countries, where Brazil sends most of its auto exports, specially Argentina. But even with the increase in production
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in 2018-19, the sector would remain smaller than the peak 2013 levels. Therefore, Tegma will also remain smaller in size relative to
historical levels.

Exhibit 4

Brazil's auto production is recovering
Million units

Exhibit 5

Tegma's profitability is above pre-recession levels
In BRL millions
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Improved credit metrics
Tegma's credit metrics have improved since 2017 because of cost-saving initiatives and the marked improvement in automotive
production in Brazil. In the 12 months ended September 2018, the company’s revenue increased 31% from 2016 after an accumulated
decline of 41% over 2014-16, while its operating margin reached 13.7% after a bottom of 4.8% in 2015.

In addition, Tegma's adjusted leverage declined to 1.1x from a peak of 3.4x in 2015, while its interest coverage (measured by adjusted
EBIT/interest expense) increased to 7.2X from 4.1x in December 2017. The company was able to generate free cash flow even during the
recession, which allowed it to amortize BRL365 million in debt since 2013 and resulted in a capital structure that takes into account the
lower level of demand.

We expect Tegma's operating performance to continue to improve in 2019 because of (1) the recovery in Brazil’s automotive
industry; and (2) cost-saving initiatives including reduced labor, the divestiture of nonprofitable units and a focus on higher capacity
utilization. With higher auto sales in 2018-19, Tegma will benefit both from higher transportation volume and from higher distances of
transportation, with the company’s profitability likely remaining above the pre-recession level of around 10% in 2019. The company's
adjusted leverage will also remain strong at around 1.0-1.5x in 2019, with higher EBITDA and stable debt levels.

In our view, the current level of financial flexibility will help Tegma withstand potential future volatility in the Brazilian automotive
market without a major deterioration in its current credit profile. Nevertheless, the uncertainties surrounding regulated freight prices in
Brazil and their impact on Tegma's operations and business model raise concerns and constrain the assigned ratings.

Asset-light business model provides flexibility
Tegma's asset-light business model has been one of its key strategic pillars. In the automotive division, around 95% of the fleet is
outsourced to independent truck drivers, which has helped the company maintain low investment requirements and focus on operational
efficiency to generate attractive returns. This approach provides operating flexibility because Tegma can rapidly adjust its size in the face
of unfavorable market conditions or through an industry expansion cycle. Nevertheless, this model requires the company to maintain
long-standing relationship with independent truckers to support stable margins and cash flow in the future.
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Liquidity analysis
Tegma’s liquidity is adequate. Since the beginning of 2017, the company pursued refinancing initiatives that lengthened its debt
amortization schedule. In June 2017, Tegma raised BRL50 million in new credit lines due 2019 and 2020 and used proceeds to pay short-
term debt, and later, in September 2017, it announced the extension of a BRL50 million debt maturity from 2018 to 2020 and 2021. In
August 2018, Tegma raised BRL50 million in credit lines with Banco Itaú due 2020 to refinance upcoming debt maturities. As a result,
the company’s current cash position of BRL98 million covers short term debt by 1.8 times.

We expect Tegma to continue to generate modestly positive free cash flow, based on low capital spending needs and prudent dividend
distribution. While Tegma will maintain its dividend payout at the historical levels of 50%-60% of net income, we expect the outflow to
continue to match the company’s cash generation, thus avoiding refinancing risk in the medium term. Tegma proved to have conservative
financial management during the downturn in the Brazilian market, reducing its dividend payments and adjusting costs and capital
spending to preserve liquidity. We expect the company to maintain this approach during future downturns. In this sense, the company's
flexible asset-light business model and enhanced financial flexibility following a material gross debt reduction during the last four years
will help maintain an adequate credit profile even if there is a reversal in the recovery in Brazil's automotive industry.

Tegma's covenant compliance is also adequate and is expected to improve as the company continues to improve operations and pursue
liability management initiatives. Financial covenants require its reported net debt/EBITDA to be lower than 2.5x (0.3x in the 12 months
ended September 2018) and reported EBITDA/net interest expense coverage to be higher than 1.5x on a consolidated basis.

Exhibit 6

Tegma's debt amortization schedule
In BRL million
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52

86

25
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Cash & Equivalents Debt

Sources: Moody's, Tegma's financials as of September 2018

Corporate governance
Tegma has been publicly listed on the B3 stock exchange (formerly Bovespa) since 2007 under Novo Mercado, the level with the
highest standards of corporate governance. Tegma's largest shareholder is the Itavema-Sinimbu group through its Mopia Participações
e Empreendimentos Ltda. and Cabana Empreendimentos e Participações Ltda. subsidiaries, collectively holding 31.4% of total and
voting shares, followed by Coimex Empreendimentos e Participacoes Ltda., the holding company of the Coimex group, with a 20%
stake.

The Itavema-Sinimbu and Coimex groups vote together based on a shareholders' agreement that is valid until 2037. The board of
directors, consisting of six members, is composed of two members appointed by the Coimex group, two by the Itavema group and two
independent (including the board's president) members as per B3's definition. The election of an independent board president took
place in 2017 and illustrates Tegma's progress in corporate governance standards.

Tegma has had an independent nonpermanent fiscal council since April 2011, with one of the three members appointed by the
minority shareholders. The company installed a permanent auditing committee in November 2014, which we view as credit positive. In
our view, the implementation of formal risk policies to support management's decision would be additional credit enhancements.
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Rating methodology and scorecard factors

Tegma's grid-indicated rating under our Global Surface Transportation and Logistics Companies Industry rating methodology maps to a
Baa3 rating, four notches above the current assigned ratings. Prospectively, our 12-18-month forward view also maps to a Baa3 rating,
with stability across all subfactors. The grid-indicated rating primarily reflects Tegma's strong credit metrics, while the assigned ratings are
constrained by the company's small size, exposure to Brazil's business environment and freight prices, and cyclical automotive industry.

Exhibit 7

Rating factors
Tegma Gestão e Logística S.A.

Surface Transportation and Logistics Industry Grid [1][2]

Current 

LTM 9/30/2018

Factor 1 : Business Profile (15%) Measure Score Measure Score

a) Business Profile Ba Ba Ba Ba

Factor 2 : Scale (20%)

a) Revenue (USD Billion) $0.3 Ca < $0.5 Ca

Factor 3 : Profitability, Cash Flow, and Returns (20%)

a) Operating Margin 13.7% Baa 10%-20% Baa

b) FFO / Debt 61.4% Aa 45%-65% Aa

c) EBITA / Avg. Assets 21.8% A 20%-40% A

Factor 4 : Leverage and Coverage (30%)

a) Debt / EBITDA 1.1x Aa 0.5x-1.5x Aa

b) EBIT / Interest Expense 7.2x A 5.0x-10.0x A

Factor 5 : Financial Policy (15%)

a) Financial Policy Ba Ba Ba Ba

Rating:

a) Indicated Rating from Grid Baa3 Baa3

b) Actual Rating Assigned B1

Moody's 12-18 Month Forward View

As of 11/13/2018 [3]

All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 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. As of 9/30/2018(L).
Source: Moody's Financial Metrics™

Ratings

Exhibit 8
Category Moody's Rating
TEGMA GESTAO LOGISTICA S.A.

Outlook Stable
Corporate Family Rating -Dom Curr B1
Senior Unsecured -Dom Curr B1
NSR Corporate Family Rating Baa2.br
NSR Senior Unsecured Baa2.br

Source: Moody's Investors Service
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Exhibit 9

Peer comparison
Tegma Gestao Logistica S.A.

(in USD millions)

FYE

Dec-16

FYE

Dec-17

LTM

Sep-18

FYE

Dec-16

FYE

Dec-17

LTM

Jun-18

FYE

Dec-16

FYE

Dec-17

LTM

Jun-18

Revenue $266 $340 $346 $14,619 $15,381 $16,636 $4,698 $4,891 $5,001

EBITDA $48 $69 $73 $1,934 $1,990 $2,146 $489 $482 $492

Total Debt $135 $106 $72 $7,241 $6,910 $6,870 $2,764 $2,697 $2,681

Cash & Cash Equiv. $59 $45 $25 $373 $397 $361 $137 $92 $159

Operating Margin 7.2% 10.7% 13.7% 4.6% 4.9% 5.0% 4.6% 4.2% 4.2%

EBIT / Int. Exp. 1.4x 4.1x 7.2x 1.5x 1.8x 2.4x 1.0x 1.0x 1.0x

FFO / Debt 23.8% 48.3% 61.4% 19.1% 24.2% 25.9% 11.1% 10.9% 11.3%

EBITA / Avg. Assets 10.0% 16.7% 21.8% 6.4% 6.2% 7.0% 9.4% 8.6% 8.7%

Debt / EBITDA 2.6x 1.6x 1.1x 3.7x 3.5x 3.2x 5.7x 5.6x 5.5x

Tegma Gestao Logistica S.A. XPO Logistics, Inc. YRC Worldwide Inc.

B1 Stable Ba2 Stable B3 Positive

All figures & ratios calculated using Moody’s estimates & standard adjustments. FYE = Financial Year-End. LTM = Last 12 Months. RUR* = Ratings under Review, where UPG = for upgrade
and DNG = for downgrade.
Source: Moody’s Financial Metrics™

Exhibit 10

Moody's-adjusted debt breakdown
Tegma Gestao Logistica S.A.

(in USD Millions)

FYE

Dec-13

FYE

Dec-14

FYE

Dec-15

FYE

Dec-16

FYE

Dec-17

LTM Ending

Sep-18

As Reported Debt 223.8 191.6 92.1 89.6 67.2 40.8

Operating Leases 108.5 88.2 49.6 41.3 37.2 30.9

Non-Standard Adjustments -11.2 -2.3 2.8 3.9 1.8 0.0

Moody's-Adjusted Debt 321.1 277.5 144.4 134.7 106.2 71.7

All figures are calculated using Moody’s estimates and standard adjustments.
Source: Moody’s Financial Metrics™

Exhibit 11

Moody's-adjusted EBITDA breakdown
Tegma Gestao Logistica S.A.

(in USD Millions)

FYE

Dec-13

FYE

Dec-14

FYE

Dec-15

FYE

Dec-16

FYE

Dec-17

LTM Ending

Sep-18

As Reported EBITDA 90.9 73.3 32.0 34.2 55.5 61.4

Operating Leases 39.7 33.3 19.9 12.9 12.9 11.8

Unusual 10.8 4.2 0.2 0.2 -0.1 0.0

Non-Standard Adjustments 0.0 -1.0 -0.6 0.6 0.2 -0.1

Moody's-Adjusted EBITDA 141.3 109.8 51.5 47.9 68.6 73.1

All figures are calculated using Moody’s estimates and standard adjustments.
Source: Moody’s Financial Metrics™
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