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Basic	Information	
Last	Closed	Price		 USD$107.58	
12M	Target	Price	 USD$121.52	
+/-	Potential	 +13.0%
Ticker	 JBHT	
GICS	Sector	 Industrials	
GICS	Sub-Industry	 Transportation	

1Y	Price	v	Relative	Index	

Company	Description	
J.B.	Hunt	Transport	Services,	 Inc.,	along	with	 its	
subsidiaries,	provide	transportation	and	delivery	
services	 throughout	 the	 United	 States,	 Canada	
and	Mexico.	It	operates	in	four	segments,	namely	
Intermodal	 (“JBI”),	 Dedicated	 Contract	 Services	
(“DCS”),	 Integrated	 Capacity	 Solutions	 (“ICS”),	
and	Truckload	(“JBT”).	

Key	Financials	
Market	Cap		 10.5398b	
Basic	Shares	O/S	 106.3m	
Free	Float	 78.9%	
52-Wk	High-Low US$75.29	-	US$122.29	
Fiscal	Year	End 31-Dec-2019	

(US$b)	 FY18A	 FY19A	 FY20E	 FY21E	
Revenue	 8.61	 9.17	 8.26	 12.9	
Gr	Rate	(%)	 19.8	 6.4	 -9.8 12.9	
EBITDA	 1.12	 1.23	 1.11 1.26	
Margin	(%)	 13.0	 13.5	 13.5 13.5	
ROE	(%)	 24.8	 23.6	 19.2 20.7	
ROA	(%)	 10.2	 9.8	 8.1	 9.0	
ROIC(%)	 16.9	 16.3	 12.7	 12.7	
D/E	(%)	 54.7	 57.2	 83.1	 81.0	

Key	Executives	
John	Roberts	 Chief	Executive	Officer	
John	Kuhlow	 Chief	Financial	Officer	
Darren	Field	 Executive	Vice	President,	

Intermodal	
Brad	Delco	 Vice	President	of	Finance	

and	Investor	Relations	
Shelly	Simpson	 Chief	Commercial	Officer	
Nick	Hobbs	 President,	Dedicated	

We	are	initiating	coverage	on	J.B.	Hunt	Transport	Services,	Inc.	(“J.B.	
Hunt”)	with	a	BUY	rating	and	a	US$121.52	12M	price	target.	

FY19	Earnings	Highlights	
● Consolidated	 operating	 revenues	 increased	 by	 6.4%	 from

US$8.61b	in	FY18	to	US$9.17b	in	FY19		
● Increase	in	operating	revenues	was	mainly	driven	by	DCS	segment	

revenue	 growth	 of	 24.6%	 from	FY18,	which	 is	 attributed	 to	 an	
increase	in	revenue	per	truck	per	week	and	the	acquisition	of	Cory	
1st	Choice	Home	Delivery	

● ICS	segment	revenue	growth	of	1.0%	driven	by	weak	load	volume
growth	of	just	0.8%	and	revenue	per	load	remaining	relatively	flat,
increasing	by	0.3%	from	FY18	

● JBI	 segment	 revenue	 growth	 of	 0.6%,	 3.4%	 decrease	 in	 load	
volumes	partially	offset	by	an	increase	in	revenue	per	load	of	4.1%

● JBT	 segment	 revenue	 fell	 6.7%	due	 to	a	 decline	 in	 revenue	per
tractor	per	week,	accompanied	by	a	decrease	in	load	volumes	

Investment	Thesis	
● Increased	 intermodal	 load	 volume	 is	 expected	 on	 the	 back	 of

improved	 digital	 service	 offerings	 and	 higher	 operating
efficiencies	offered	by	railways,	 facilitating	 the	conversion	 from	
trucking	to	intermodal	transportation	for	long	haul	deliveries	

● Resilient	 DCS	 segment	 with	 long-term	 contractual	 agreements	
and	high	customer	retention	forms	an	economic	moat	

● Emphasis	on	ramping	up	 its	home	delivery	capabilities	through
recent	 acquisitions	 is	 expected	 to	 drive	 near	 term	 growth,	
supported	by	an	expected	acceleration	of	growth	in	the	last	mile	
delivery	market	

Catalysts	
● A	fall	in	the	number	of	new	US	coronavirus	infections	could	signal	

the	beginning	of	a	normalisation	of	economic	activity,	which	is	a
positive	sign	for	J.B.	Hunt’s	freight	volumes	

● Accelerating	 trend	 towards	e-commerce	and	digitization	 in	 the
freight	service	industry	

● Better-than-expected	operational	synergies	with	RDI	Last	Mile	&	
Cory	1st	Choice	Home	Delivery	

● A	greater	shift	in	customer	preferences	towards	fleet	outsourcing	

Valuations	
Our	 12M	 price	 target	 from	 the	 date	 of	 coverage	 is	 US$121.52.	
Valuation	was	derived	using	two	distinctive	valuation	methods:	DCF	
model,	using	an	EV/EBITDA	exit	multiple	of	9.40x	based	on	the	mean	
FY19	 multiples	 of	 J.B.	 Hunt’s	 peer	 comparable	 companies,	 and	 a	
Relative	 Valuation	 Approach,	 using	 the	 75th	 percentile	 +1FY	 P/B	
multiple	of	4.78x.	We	think	that	J.B.	Hunt’s	digitally-driven	business	
approach	and	synergistic	capabilities	of	its	asset-based	and	non-asset	
based	business	segments,	justify	the	usage	of	premium	multiple.	

Investment	Risks	
● Short-term	 liquidity	 of	 customers:	 COVID-19	 related	 supply

chain	disruptions	may	result	in	customers	being	unable	to	make	
payments	on	time	

● Non-renewal	 of	 contracts:	 Short-term	 contracts	 signed	 under
JBI,	 ICS	and	JBT	segments	will	potentially	have	a	 lower	renewal	
rate	in	view	of	suspended	businesses	during	this	downturn	

● Reliance	 on	 third	 parties:	 Dependency	 on	 contractual	
relationships,	 third-party	 carriers	 and	 independent	 contractors	
expose	J.B.	Hunt	to	external	risks	which	can	potentially	hamper	its	
operations	

J.B.	Hunt	Transport	Services,	Inc.	(JBHT)
BUY:	US$121.52	(+13.0%)	

18	April	2020Equity	Research	Department	-	Industrials
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Figure	1.	Revenue	Breakdown	by	Segment	

Source:	J.B.	Hunt	

Figure	2.	Breakdown	of	Operating	Expenses	

Source:	J.B.	Hunt	

Figure	3.	J.B.	Hunt	provides	services	to	a	
diversified	base	of	customers	

Source:	J.B.	Hunt	

Company	Overview	
J.B.	Hunt	Transport	Services,	Inc.	is	one	of	the	top	transportation	and	
logistics	companies	in	the	US	with	an	annual	turnover	of	US$8.1b	in	
FY19	and	a	market	cap	exceeding	US$10b.	Founded	in	1961,	J.B.	Hunt	
was	 one	 of	 the	 pioneers	 in	 intermodal	 transport,	 when	 it	 first	
partnered	with	Santa	Fe	Railway	to	offer	the	first	intermodal	service	
for	customers	in	the	United	States.		

They	offer	a	wide	range	of	freight	services	beyond	intermodal.		It	owns	
a	diverse	fleet	of	trucks,	tractors,	trailing	equipment	and	containers,	
working	 with	 company-hired	 drivers	 as	 well	 as	 independent	
contractors	 to	 provide	 freight	 services	 that	 cater	 to	 the	 needs	 of	
customers.	 J.B.	Hunt’s	business	 is	broken	down	 into	 four	segments:	
Intermodal	 (“JBI”),	 Dedicated	 Contract	 Services	 (“DCS”),	 Integrated	
Capacity	 Solutions	 (“ICS”),	 and	 Truckload	 (“JBT”).	 The	 revenue	
breakdown	 for	 these	 four	 segments	 are	 51.8%,	 29.4%,	 14.7%,	 and	
4.2%,	respectively.	In	terms	of	operating	income,	JBI	is	responsible	for	
60.9%	of	operating	income,	followed	by	DCS	at	a	36.6%	contribution,	
while	ICS	and	JBT	combined	contributed	a	marginal	amount	of	2.5%	in	
FY19.	

Intermodal	(JBI)	
J.B.	Hunt’s	 biggest	 revenue	driver	 is	 its	 intermodal	 business,	which	
includes	freight	transported	over	rail	as	well	as	short	distance	trucking	
services,	as	a	part	of	the	longer	supply	chain.	With	a	largely	company-
owned	trailing	equipment	fleet	that	exceeds	96,743	and	6,376	drivers,	
J.B	Hunt’s	intermodal	service	is	the	largest	intermodal	service	in	the
US,	 according	 to	 Transport	 Topics.	 FY19	 JBI	 operating	 margin	 and
EBITDA	margin	were	9.4%	and	13.2%	respectively.

Dedicated	Contract	Services	(DCS)	
Through	 Dedicated	 Contract	 Services	 (DCS),	 J.B.	 Hunt	 provides	
revenue	 equipment	 and	 drivers	 to	 a	 specific	 customer	 under	 long-
term	customer	contracts	with	specified	rates.	DCS	includes	final	mile	
delivery	services	that	are	supported	with	a	network	of	120	cross-dock	
locations.	 FY19	 DCS	 operating	 margin	 and	 EBITDA	 margin	 were	
10.0%	and	19.0%	respectively.	

Integrated	Capacity	Solutions	(ICS)	
Integrated	Capacity	Solutions	provides	freight	brokerage	to	customers	
using	 a	 combination	 of	 third-party	 carriers	 and	 company-owned	
equipment.	 In	 2014,	 J.B.	 Hunt	 launched	 J.B.	 Hunt	 360,	 a	 transport	
management	 system	 that	 provides	 real-time	 information	 to	
customers.	 In	2017,	 they	 further	expanded	 J.B.	Hunt	360	 to	 include	
Marketplace,	 which	 connects	 shippers	 to	 carriers	 using	 artificial	
intelligence	 capabilities.	 J.B.	 Hunt	 Carrier	 360,	 launched	 in	 2017,	
further	enhanced	the	experience	of	small	fleets	and	owner-operators.	
FY19	 ICS	 operating	margin	was	 -1.0%	due	 to	 increased	 technology	
spending	 on	 the	 J.B.	 Hunt	 360	 platform.	 No	 depreciation	 and	
amortization	expenses	were	allocated	to	ICS.		

Truckload	(JBT)	
In	 the	 truckload	 segment,	 J.B.	 Hunt	 offers	 full-load,	 dry-van	 freight	
services	to	customers	using	their	fleet	of	845	company-owned	tractors	
and	868	drivers.	In	addition,	986	independent	contractors	operated	in	
the	 truckload	 segment.	 FY19	 JBT	 operating	 margin	 and	 EBITDA	
margin	were	7.5%	and	15.9%	respectively.		

Market	Segmentation	of	JBI	and	JBT	Services	By	Length	Of	Haul	
Intermodal	helps	shippers	to	generate	most	cost	savings	for	long	haul	
deliveries	 as	 compared	 short	 haul	 deliveries.	 Conversely,	 truckload	
tends	to	be	more	cost	effective	for	short	haul	deliveries.	This	is	clearly	
reflected	 by	 the	 IHS	Markit	 Journal	 of	 Commerce	 (“JOC”)	 Domestic	
Spot	 Intermodal	 Savings	 Index	 (“Spot	 ISI”)	 which	 measures	
intermodal	cost	savings	over	trucking	in	the	spot	market.	Index	values	
greater	than	100	signify	that	intermodal	is	cheaper	while	values	below	
100	indicate	that	truckload	is	cheaper.	As	of	FY19,	lanes	which	are	less	
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Figure	4.	Average	Length	of	Haul	for	JBI,	DCS	&	
JBT	Business	Segments	(Miles)	

Source:	J.B.	Hunt	

Figure	5.	J.B.	Hunt's	Intermodal	revenues	lead	
the	market	

Source:	Transport	Topics	

Figure	6.	DCS	segment	was	the	main	driver	of	
growth	in	FY19	

Source:	J.B.	Hunt	

Figure	7.	World	trade	projected	to	follow	a	V-
shaped	recovery	

Source:	WTO	

than	700	miles	 had	 a	 12-month	 average	 Spot	 ISI	 of	 89	while	 lanes	
between	1,200	and	2,000	miles	had	a	12-month	average	of	about	105.	
For	distances	between	800	to	1,200	miles,	this	is	where	there	is	the	
most	 competition	 between	 truckload	 and	 intermodal	 with	 a	 12-
average	Spot	ISI	of	100.	The	data	aligns	well	with	J.B	Hunt’s	market	
segmentation	where	the	FY19	average	length	of	haul	(“ALOH”)	for	its	
JBI	and	 JBT	segments	were	1,679	miles	and	415	miles	respectively.	
This	avoids	any	potential	risks	of	cannibalization	between	JBI	and	JBT.		
In	other	words,	any	potential	capturing	of	load	volumes	within	each	
segment	would	not	be	at	the	expense	of	the	other.		

Operating	Cost	Structure	
The	 bulk	 of	 J.B.	 Hunt’s	 operating	 expenses	 comes	 from	 rents	 and	
purchased	 transportation	 cost.	 These	 expenses	 arise	 from	 the	
payments	made	to	3rd	party	rail	and	truck	carriers	within	the	JBI	and	
ICS	segments.	From	FY18	to	FY19,	rents	and	purchased	transportation	
costs	 increased	 by	 2.1%,	 primarily	 due	 to	 increased	 rail	 and	 truck	
transportation	 rates	 and	 JBI	 rail	 purchased	 transportation	 costs.	
Salaries,	wages	and	employee	benefits	also	take	a	significant	portion	
of	 J.B	Hunt’s	operating	expenses,	 increasing	by	12.5%	 from	 in	FY19	
due	to	an	increase	in	the	number	of	employees	and	a	tighter	supply	of	
drivers.	Depreciation	and	amortization	expenses	increased	by	14.5%	
in	FY19	which	was	primarily	driven	by	equipment	purchased	related	
to	DCS	long-term	customer	contracts.	Fuel	and	fuel	taxes	rose	by	0.9%	
in	2019	due	to	an	increase	in	road	miles,	offset	by	lower	fuel	prices.	
J.B.	 Hunt	 has	 a	 fuel	 surcharge	 programme	 with	 a	 majority	 of	 its	
customers	 which	 is	 adjusted	 based	 on	 changes	 in	 prevailing	 fuel	
prices,	 though	 there	 exists	 a	 time	 lag	 before	 fuel	 surcharge	
adjustments	are	reflected	in	revenues.	Fuel	costs	associated	with	3rd	
party	 payments	 are	 classified	 under	 purchased	 transportation	
expense.		

Other	 operating	 expenses	 include	 operating	 supplies	 and	 expenses	
(+9.7%),	 general	 and	 administrative	 expenses(+17.6%),	 insurance	
and	claims	(+21.5%),	operating	taxes	and	licenses	(+8.3%)	and	lastly,	
communication	and	utilities	expenses	(+12.6%).	Increased	technology	
spending	 on	 J.B.	 Hunt	 360,	 advertising	 expenses	 and	 FMS	 network	
facility	 costs	 accounted	 for	 the	 large	 increase	 in	 general	 and	
administrative	expenses.		

Operating	cost	margins	are	primarily	dictated	by	changes	in	market	
conditions,	 third	 party	 contract	 negotiations	 as	well	 as	 changes	 in	
freight	 mixes.	 Hence,	 we	 made	 a	 simplifying	 assumption	 that	
operating	ratios	remain	constant	at	the	FY19	level	of	92.0%	in	our	cost	
projections.		

FY19	Earnings	Review	
● Consolidated	operating	revenues	increased	6.4%	from	US$8.61b

in	FY18to	US$9.17b	in	FY19
● DCS	segment	revenue	of	US$2.69b,	a	24.6%	y-o-y	increase	from	

FY18,	mainly	attributed	to	an	increase	in	revenue	per	truck	per	
week	of	8.0%,	primarily	due	to	the	acquisition	of	Cory	1st	Choice
Home	Delivery	and	the	addition	of	new	customer	accounts

● ICS	 segment	 saw	 increased	 load	 volumes	 of	 0.8%	while	 the	 JBI
segment	 saw	 a	 higher	 revenue	 per	 load	 of	 4.1%	 which	 was
partially	offset	by	a	decreased	load	volume,	 leading	to	marginal	
revenue	increases	of	1.0%	and	0.6%,	respectively

● Operating	 income	 of	 ICS	was	 negative	 due	 to	 higher	 expenses	
spent	 on	 the	 J.B.	 Hunt	 360	 digital	 platform,	 marketing,	 and	
personnel

● JBT	segment	witnessed	a	reduction	in	rates	per	loaded	mile	and
the	number	of	operating	tractors;	operating	income	decreased	by	
21.6%		due	to	higher	competition	and	driver	shortage

● Despite	 the	cost	pressures,	overall	operating	margins	 remained
relatively	constant	at	8.0%	in	FY19	as	compared	to	7.9%	in	FY18,
due	to	profit	margin	increases	from	the	JBI	and	DCS	segments
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Figure	8.	US	is	facing	the	coronavirus	pandemic	
in	most	states	

Source:	NY	Times	

Figure	9.	Unprecedented	rise	in	US	jobless	
claims	

Source:	Labour	Department	

Figure	10.	Intermodal	traffic	is	down	y/y	due	to	
coronavirus	and	long-term	pressures	

Source:	Association	of	American	Railroads	

Figure	11.		Number	of	COVID-19	cases	in	China	
are	tapering	

Source:	World	Economic	Forum	

Industry	Outlook
Economic	Recession	Due	To	COVID-19	Imminent	
Multiple	data	points	suggest	that	the	global	economy	is	about	to	enter	
into	 a	 recession,	 induced	 by	 the	 damaging	 effects	 of	 the	 COVID-19	
pandemic.	The	IMF	has	projected	that	the	global	economy	will	contract	
by	3%,	predicting	the	worst	financial	crisis	since	the	Great	Depression.	
According	 to	projections	 from	the	World	Trade	Organisation,	world	
trade	is	expected	to	fall	by	between	13%	and	32%,	depending	on	the	
trajectory	of	 the	virus.	Most	 regions	are	expected	 to	 record	double-
digit	declines	in	imports	and	exports,	with	US	trade	expected	to	fall	by	
between	17.1%	and	40.9%.	If	the	economy	begins	to	recover	by	the	
latter	half	of	2020	or	early-2021,	US	trade	could	recover	by	between	
19.3%	 to	 23.7%.	 Against	 the	 backdrop	 of	 a	 worldwide	 global	
recession,	 transportation	 loads	 are	 expected	 to	 face	 downward	
pressure	as	manufacturing	and	industrial	activity	falls.	

The	US	is	one	of	the	countries	that	is	hit	the	hardest	by	the	coronavirus	
outbreak.	It	is	currently	the	global	epicentre	of	the	pandemic	with	the	
highest	 number	 of	 total	 confirmed	 cases	 among	 all	 countries	 at	
583,220;	New	York	has	become	a	hotbed	for	the	virus	spread,	with	a	
total	 of	 195,000+	 confirmed	 cases,	 according	 to	 Johns	 Hopkins	
University	 as	 of	 18	 April	 2020.	 In	 the	 light	 of	 the	 coronavirus	
pandemic,	the	federal	government	and	states	have	issued	stay-home	
orders	 and	 encouraged	 social	 distancing	 measures	 and	 this	 would	
have	 a	 huge	 impact	 on	 the	 economy	 as	 businesses	 shut	 down.	 As	
economic	activity	slows,	the	number	of	jobless	claims	are	rising.	A	total	
of	 17	million	 Americans	 have	 filed	 for	 unemployment	 claims	 since	
mid-March,	pointing	to	an	unemployment	rate	of	close	to	15%	in	the	
coming	weeks.	The	unprecedented	level	of	unemployment	is	a	strong	
indicator	that	an	economic	recession	is	imminent.	

In	the	near-term,	we	expect	rail	traffic	volumes	to	decline	due	to	both	
supply	 and	 demand	 side	 pressures.	 Ports	 are	 seeing	 less	 container	
volume	owing	to	slowdown	in	trade.	The	Port	of	Los	Angeles	has	seen	
nearly	60	blank	sailings	–	where	a	sailing	has	been	cancelled	–		and	the	
US	as	a	whole	has	seen	roughly	110	blank	sailings	from	early	February	
to	early	April,	according	to	maritime	research	group	Sea-Intelligence.	
Cargo	volume	in	the	Port	of	Los	Angeles	was	down	25%	in	February.	
A	decline	in	port	activity	will	likely	ripple	throughout	transportation	
and	 logistics	 networks	 and	 lead	 to	 declines	 in	 intermodal	 and	
truckload	activities.	Furthermore,	the	US	economy	will	likely	see	a	fall	
in	demand	as	the	pandemic	continues	and	this	will	weigh	on	freight	
volumes.	 According	 to	 the	 Association	 of	 American	 Railroads,	
intermodal	container	traffic	has	fallen	9%	year	over	year	to	997,683	
intermodal	containers.	

Freight	Volumes	Could	See	a	V-Shaped	Recovery	
Despite	the	economic	downturn	that	has	resulted	in	freight	volumes	
decreasing,	 the	 transportation	 industry	 as	 a	 whole	 is	 likely	 to	 be	
relatively	more	resilient	to	the	impact	of	the	coronavirus	as	essential	
goods	still	require	freight	services.	While	volumes	may	face	pressure	
on	 the	 back	 of	 decreased	 demand,	 the	 transportation	 industry	 is	
unlikely	 to	 see	 precipitous	 declines	 that	 other	 companies	may	 face	
during	 this	 pandemic.	 J.B.	Hunt	 has	a	 diversified	 base	 of	 customers	
from	multiple	industries	and	this	could	help	to	cushion	the	impact	of	
near-term	 freight	 volume	 declines	 in	 the	 hardest-hit	 industries.	
Essential	 goods	 will	 still	 need	 to	 be	 transported	 and	 their	 supply	
chains	are	unlikely	to	be	hit	as	hard	by	the	pandemic.	

In	 the	 more	 optimistic	 scenario,	 supply	 chain	 disruptions	 may	 be	
resolved	as	lockdown	measures	gain	traction	in	limiting	the	number	
of	 coronavirus	 cases.	 There	 are	 some	 signs	 pointing	 towards	 the	
pandemic	slowing	its	pace.	In	China,	the	number	of	new	cases	has	been	
on	the	decline,	as	they	have	managed	to	‘flatten	the	curve’	of	COVID-
19	cases.	According	to	the	Ministry	of	Industry	and	Information,	over	
95%	of	industrial	companies	in	Hubei	and	76.8%	of	small	and	midsize	
companies	across	China	have	resumed	work	as	at	March	13,	2020.	As	
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Figure	12.	Coronavirus	pandemic	in	the	US	
likely	to	peak	soon	

Source:	Institute	for	Health	Metrics	and	Evaluation	

Figure	13.	About	~20%	of	truckload	miles	are	
driven	empty	

Source:	Convoy	

Figure	14.	C.H.	Robinson's	Navisphere	

Source:	C.H.	Robinson	

Figure	15.	J.B.	Hunt's	360	Platform	allows	for	
digital	load-matching	

Source:	J.B.	Hunt	

Figure	16.	Last	mile	delivery	market	growth	
expected	to	accelerate	

Source:	Technavio	

long	as	China	continues	on	its	current	trajectory,	 it	appears	that	the	
global	supply	chain	could	experience	a	recovery	in	the	second	half	of	
2020.	

The	bigger	question	is	whether	demand	will	recover	in	the	US.	With	
supply-chain	disruptions	likely	out	of	the	way,	a	V-shaped	recovery	is	
possible	as	companies	restock	inventories	that	were	not	replenished	
due	to	the	supply	chain	disruptions.	This	is,	of	course,	contingent	upon	
the	pandemic	situation	improving	in	the	US.	Gradually,	states	and	the	
federal	 government	 are	 planning	 to	 reopen	 the	 economy	 based	 on	
hopes	 that	 the	 number	 of	 new	 fatalities	 has	 peaked.	 J.B.	 Hunt’s	
intermodal	 segment	should	be	well-positioned	 to	 take	advantage	of	
the	 increases	 in	 freight	 volumes.	 Precision	 schedule	 railroading	 is	
likely	to	make	it	easier	for	railway	service	providers	to	accommodate	
rapid	increases	in	volumes.	

Shift	Towards	Technology-Enabled	Service	Offerings	
Technology	is	set	to	disrupt	the	transportation	industry	as	companies	
roll	out	digital	platforms	that	can	track	in	real-time	any	excess	capacity	
and	eliminate	it.	Apps	like	Uber	Freight	and	Convoy	are	attempting	to	
gain	market	share	from	incumbents	by	providing	brokerage	services	
that	promise	to	eliminate	inefficiencies	in	the	logistics	sector.	While	
apps	like	Uber	have	already	brought	wide-changing	disruptions	to	the	
private	 car-for-hire	 industry,	 the	 automation	 change	 within	 the	
logistics	sector	has	been	more	slow-paced.	

Among	 the	new	players	 in	 the	digitalization	push	are	Silicon	Valley	
start-ups	 like	 Uber	 Freight	 and	 Convoy,	 but	 established	 industry	
players	 like	 C.H.	 Robinson	have	also	 ventured	 into	 technology	with	
their	 Navisphere	 which	 offers	 load-matching	 and	 billing	 status	
updates.	XPO	Logistics	has	launched	their	XPO	Connect	platform	that	
promises	 to	 automate	 the	 freight	 brokerage	 process.	 Technology	
automation	using	artificial	intelligence	can	help	companies	to	increase	
utilisation	of	their	trucks,	given	that	an	estimated	~20%	of	trucking	
miles	are	driven	empty.	J.B.	Hunt’s	offering	in	digital	freight	matching	
is	made	through	its	J.B.	Hunt	360	platform,	a	multi-modal	platform	that	
allows	shippers	to	choose	between	full	truckload,	less-than-truckload,	
and	intermodal.	

We	can	expect	to	see	more	market	consolidation	as	3rd	party	logistics	
providers	 step	 up	 their	 digitalisation	 efforts.	 Smaller	 logistics	
brokerage	firms	may	have	trouble	finding	the	capital	to	build	up	their	
own	 digital	 capabilities	 and	 may	 have	 to	 venture	 into	 more	 niche	
services	 to	 remain	 competitive.	 Competition	 to	 provide	 value	 to	
shippers	 and	 carriers	 will	 become	 tougher,	 and	 the	 ones	 that	 will	
thrive	in	this	environment	are	those	companies	that	are	able	to	offer	a	
full	suite	of	service	offerings.	Scale	of	the	digital	platforms	will	be	key	
to	 improving	 the	 automated	 load-matching	 and	price	 visibility	 that	
will	help	companies	gain	market	share	in	the	brokerage	segment.	In	
that	regard,	we	believe	that	J.B.	Hunt	is	well-positioned	to	fully	take	
advantage	of	 this	 industry	 trend	using	 their	 large	base	of	 company-
owned	assets.	With	a	long	standing	history	of	operational	experience	
in	the	industry,	J.B.	Hunt	has	a	competitive	advantage	over	those	with	
less	transportation	and	logistics	experience	such	as	Uber	Freight.	

Growth	In	Big-Box	Last	Mile	Delivery		
With	 the	 disruption	 of	 e-commerce,	 traditional	 brick-and-mortar	
stores	have	seen	a	drop	in	sales	in	recent	years.	Sears,	a	major	retailer	
of	appliances,	has	been	closing	hundreds	of	stores	per	year	and	Macy’s,	
a	department	chain	carrying	furniture,	has	been	seen	closing	its	store	
count	by	25%	since	2014.	Such	declines	have	been	more	apparent	in	
retailers	of	furniture	and	appliances	due	to	the	advent	of	technology.	
The	hassle	of	customers	previously	having	to	drop	by	a	retail	location	
has	been	removed	through	the	use	of	augmented	reality	applications,	
which	 allow	 customers	 to	 visualize	 3D-rendered	 furniture	 in	 their	
homes.	Naturally,	this	has	led	to	a	rise	in	the	number	of	pure-play	e-
commerce	 furniture	 retailers.	 According	 to	 GoodData,	 pure-play	 e-
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Figure	17.	Porter’s	5	Forces	

Source:	NUS	Investment	Society	Estimates	

Figure	18.	Recent	acquisitions	by	prominent	
players	in	the	industry	

Source:	Crunchbase	

Figure	19.	Truck	driver	shortage	becoming	
more	prevalent		

Source:	American	Trucking	Association	

commerce	retailer	sales	are	up	34%	y-o-y	in	the	U.S.	and	Canada	and	
the	number	of	orders	has	increased	52%	y-o-y	as	of	March	this	year.	

The	 shift	 towards	 adopting	 an	 omnichannel	 approach	 has	 also	
contributed	 to	 the	 growing	 emphasis	 placed	 on	 e-commerce	 sales,	
which	presents	an	opportunity	to	transport	and	logistics	companies	
such	as	J.B.	Hunt.	Those	with	the	ability	to	offer	high-quality	last	mile	
services	will	be	seen	as	a	major	asset	to	such	retailers	as	they	can	help	
to	fill	in	gaps	within	the	supply	chain.		

Robust	growth	in	the	last	mile	delivery	market	is	expected	to	be	seen	
in	North	America.	The	market	 is	expected	 to	grow	by	44.88b	 (14%	
CAGR)	from	2019	to	2024	according	to	Technavio.	The	main	driving	
force	 behind	 this	 uptrend	 is	 the	 rapid	 growth	 in	 the	 e-commerce	
market,	 which	 is	 expected	 to	 grow	 by	 20%	 this	 year	 according	 to	
Armstrong	&	Associates.	We	believe	this	growth	potential	will	largely	
be	 captured	 by	 industry	 leaders	 as	 we	 see	 a	 trend	 in	 market	
consolidation	to	extend	existing	last	mile	capabilities	and	cross	selling	
opportunities,	thereby	weeding	out	the	smaller	players.	

Porter’s	Five	Forces	
Putting	the	points	into	a	Porter’s	Five	Forces	diagram,	we	observe	that	
the	 expected	 competition	 will	 be	 moderate	 given	 that	 the	 current	
industry	is	facing	a	consolidation	in	the	market.	Due	to	high	barriers	
to	entry,	it	is	unlikely	that	there	will	be	new	entrants,	particularly	in	
the	near	 term.	Given	 that	 freight	volumes	could	see	a	 recovery,	 the	
industry	will	 likely	 face	 an	 increasing	 need	 for	 drivers	 to	meet	 the	
demand.			

Competition	within	industry	-	Moderate	
The	dynamic	 nature	 of	 the	 industry	 has	 pushed	 forth	 digitalisation	
which	 has	 heightened	 the	 competition	 within	 the	 industry.	 Such	
competition	 has	 been	 intensified	 through	 an	 increasing	 rate	 of	
acquisitions	 by	 established	 players,	 such	 as	 Knight-Swift	 and	 XPO	
Logistics.	On	the	other	spectrum,	we	foresee	an	extended	slowdown	in	
the	industry	due	to	economic	headwinds,	creating	pressures	from	an	
overcapacity,	forcing	players	out	of	the	market.	

Threat	of	new	entrants	-	Low	
The	capital	intensive	nature	in	terms	of	owning	a	fleet	of	containers	
and	 drayage	 fleets	 acts	 as	 a	 significant	 barrier	 to	 entry	 for	 new	
entrants.	This	is	coupled	with	strong	headwinds	due	to	the	COVID-19	
pandemic	 acting	 as	 a	 form	 of	 deterrence	 in	 the	 short-term.	
Furthermore,	 the	 growing	need	 to	 innovate	and	 build	 digitalisation	
capabilities	requires	a	high	investment	of	time	to	be	spent	on	research	
and	development.	

Threat	of	substitutes	-	Low	
With	the	utilization	of	various	modes	of	transportation,	the	threat	of	
substitutes	is	relatively	weak	in	the	industry.	We	observe	that	there	
are	currently	little	alternatives	around	intermodal	freight,	especially	
with	established	players	offering	a	full	suite	of	services.	Additionally,	
intense	capital	requirements	to	achieve	J.B.	Hunt’s	scale	serve	as	an	
additional	deterrence	to	substitutes.	

Bargaining	power	of	buyers	-	Moderate	
With	 the	rise	in	companies	offering	a	wider	 range	of	 services	and	a	
greater	price	transparency,	buyers	have	the	power	over	businesses	as	
differentiation	is	lowered.	Although	buyers	have	the	ability	to	locate	
similar	services	at	more	affordable	rates,	the	overall	switching	cost	is	
moderate	as	existing	customers	are	less	likely	to	defect	to	competitors	
given	other	qualitative	factors.	The	marginal	difference	in	cost	might	
not	 incentivize	them	to	bear	a	greater	exposure	to	uncertainty	risks	
such	as	timely	and	safe	delivery	of	goods.	
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Figure	20.	Carrier	count	on	J.B.	Hunt	360	
Marketplace	has	been	increasing	rapidly	

Source:	J.B.	Hunt	

Figure	21.	US	Domestic	Spot	Intermodal	
Savings	Index		

Source:		IHS	Markit	

Figure	22.	Terminal	dwell	time	at	Class	I	
railroads	have	been	declining	

Source:		Breakthrough	

Figure	23.	Railroads	have	become	more	
efficient	in	the	past	three	years	

Source:	Breakthrough	

Bargaining	power	of	suppliers	-	High	
Cost	margins	could	increase	should	the	railroads	demand	higher	fees	
for	 transportation	 across	 railroads.	 Furthermore,	 a	 shortage	 of	
independent	 contractors	 or	 third-party	 carriers	 will	 cause	 	 supply	
chain	 disruptions	 resulting	 in	 shipping	 delays	 and	 higher	 storage	
costs.	The	struggle	that	was	first	surfaced	15	years	ago	has	been	made	
more	apparent	as	unfilled	truck	driver	positions	have	swelled	by	20%	
in	recent	years.		

Investment	Thesis	
1. Increased	Intermodal	Load	Volumes	From	Digital	Marketplace	
And	Better	Rail	Service	Offerings
While	intermodal	 load	volumes	have	been	 facing	 tough	competitive
pressures	from	trucking	and	the	coronavirus-related	retail	slump,	load
volumes	could	exceed	expectations	towards	the	latter	half	of	the	year	
as	economic	activity	begins	to	normalize.	Volumes	will	be	increased	in	
part	 due	 to	 J.B.	Hunt	 360,	 where	 opportunities	 for	 conversion	 into	
intermodal	from	trucking	may	arise.	Precision	scheduled	railroading
(“PSR”)	by	Class	I	railroads	has	given	intermodal	a	competitive	edge
over	truckload	for	long	haul	deliveries.	As	JBI	is	precisely	targeted	at
long	 haul	 delivery	 services,	 its	 intermodal	 volumes	 should	 benefit	
from	its	digitization	efforts.	Furthermore,	recent	trends	in	the	Spot	ISI
indicate	that	the	cost	effectiveness	of	intermodal	has	been	improving
for	 distances	 800	 miles	 and	 above.	 With	 greater	 price	 discovery	
enabled	 through	 the	 J.B.	 Hunt	 360	 digital	 brokerage	 platform,	 this
presents	a	potential	opportunity	for	JBI	to	capture	additional	market	
share	 in	 the	 long	 haul	 delivery	market.	 Though	 in	 the	short-term	 a	
truck	driver	surplus	is	likely	to	occur	due	to	the	COVID-19	slowdown,
a	 long-term	 trend	 of	 truck	 driver	 shortage	 (Figure	 19)	 should	 also
drive	up	trucking	prices	which	will	facilitate	a	greater	conversion	from	
trucking	to	intermodal	for	freight	customers.

The	 J.B.	 Hunt	 360	Marketplace	 shows	 promising	 signs	 of	 achieving	
scale;	the	number	of	carriers	on	the	platform	has	increased	29%	year	
over	year	to	reach	682,000,	and	it	is	likely	to	continue	growing	given	
the	continuing	amount	of	 capital	expenditures	poured	 into	building	
the	 digital	 platform.	Management	 estimates	 that	 between	7	 and	11	
million	shipments	are	able	to	transition	to	intermodal.	As	the	J.B.	Hunt	
360	 platform	 achieves	 scale,	 more	 shippers	 will	 be	 able	 to	 access	
transparent	 rates,	 and	 this	 could	 accelerate	 the	 conversion	 to	 the	
intermodal	 mode	 of	 transport.	 J.B.	 Hunt	 360	 is	 likely	 to	 have	 a	
competitive	advantage	over	other	digital	brokerage	platforms	because	
they	are	able	to	integrate	their	large	base	of	company-owned	assets	to	
provide	a	comprehensive	multi-modal	service	offering.	

While	 past	 declines	 in	 intermodal	 load	 volumes	 were	 due	 to	 the	
temporal	disruption	caused	by	the	PSR	trends,	greater	supply	chain	
efficiencies	can	be	expected	in	the	near	term.	With	most	of	the	low-
volume	 lanes	 already	 closed,	 increased	 railroad	 train	 speeds	 and	
decreased	dwell	times	should	lead	to	greater	operating	efficiency	and	
this	should	make	intermodal	transportation	more	competitive	relative	
to	trucking	in	the	long	run.		

J.B.	 Hunt	 360	 has	 also	 made	 further	 improvements	 with	 the	
introduction	of	the	its	new	service	called	J.B	Hunt	360box	in	May	2019	
which	 integrates	 its	 company-owned	 trailer	 equipment	 assets	with	
the	 digital	 brokerage	 platform.	 The	 company	will	 be	 dedicating	 its	
trailer	 asset	 from	 its	 JBT	 segment	 to	 360box,	 allowing	 shippers	 to	
reserve	 them	 for	 drop-and-hook	 solutions.	 Drop-and-hook	 setups	
enable	shippers	to	pre-load	trailing	equipment	for	carriers	to	pick-up	
immediately,	thus	eliminating	the	time	wastage	at	docks	waiting	for	
live	loading.	This	increased	efficiency	is	ideal	for	both	shippers	as	well	
as	 carriers.	With	 its	 large	 fleet	 of	 assets	 that	 is	 can	 use	 to	 support	
360box,	J.B.	Hunt	will	be	able	to	rapidly	scale	this	service	if	there	is	a	
rapid	 increase	 in	 customer	 demand.	 We	 think	 this	 synergistic	
relationship	between	its	asset-based	business	segments	and	non-asset	
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Figure	24.	FMCSA	ELD	Rule	Implementation	
Timeline	

Source:	FMCSA	

Figure	25.	Rapid	Productivity	Gains	In	DCS	
Segment	

Source:	J.B.	Hunt	

Figure	26.	Market	Size	of	US	Furniture	and	
Appliances	E-commerce	(US$b)	Expected	to	
Grow	

Source:	Statista	(Forecast	adjusted	for	expected	
impact	of	COVID-19)	

Figure	27.	Expansion	of	US	Online	Sales	
Channels	for	Furniture	and	Appliances	(%	of	
total	market	revenue)		

Source:	Statista	

based	 ICS	will	 help	 J.B	Hunt	 to	 further	acquire	market	 share	 in	 the	
freight	brokerage	business.		

It	 is	 also	 important	 to	 highlight	 that	 the	 engagement	 of	 3rd	 party	
carriers	via	the	digital	platform	is	 in	no	way	a	cannibalization	of	 its	
asset-based	businesses	as	JBI	and	JBT	services	can	be	used	to	execute	
customers’	 freight	 needs	 as	 well.	 In	 turn,	 the	 increased	 market	
penetration	enabled	by	J.B.	Hunt	360	should	help	it	to	strengthen	its	
geographical	presence	within	North	America	and	stimulate	additional	
growth	in	its	asset-based	divisions.	

2. Resilient	 DCS	 Segment	 With	 Rapid	 Growth	 &	 Proven	 Track
Record	Forms	An	Economic	Moat	
The	business	model	for	J.B.	Hunt’s	DCS	segment	focuses	on	converting
customers’	 in-house	 managed	 private	 fleets	 into	 long-term	
outsourcing	 agreements.	 Being	 one	 of	 the	 pioneers	 in	 the	 industry
with	over	50	years	of	long-standing	supply	chain	success,	J.B.	Hunt	has	
built	up	a	diverse	spread	of	Fortune	500	customers	under	its	belt,	such
as	 PPG	 Industries	 and	 Walmart.	 Contracts	 falling	 under	 its	 DCS
segment	typically	consist	of	long-term	agreements	ranging	from	3	to
10	years,	with	an	average	of	5	years.	This	provides	a	safety	net	in	the
short-term	 and	minimizes	 its	 exposure	 to	 the	 risk	 of	 non-renewals	
given	 the	 current	 COVID-19	 pandemic.	 With	 regards	 to	 periodic
renewals	 in	 the	 long	 run,	 J.B.	 Hunt’s	 DCS	 segment	 has	managed	 to	
preserve	a	98%	customer	retention	rate,	which	is	a	testament	to	the
high	quality	of	service	and	value	provided	to	its	customers.

With	its	well-renowned	brand	name	and	close	engagement	with	key	
customers	to	solidify	working	relationships,	we	believe	that	J.B.	Hunt’s	
core	 value	 propositions	 would	 make	 customers	 more	 inclined	 to	
renew	 long	 term	 contracts	 with	 the	 company	 for	 their	 fleet	
outsourcing	needs.	In	this	regard,	we	believe	that	DCS	would	continue	
to	serve	as	J.B.	Hunt’s	cash	cow	with	stable	business	growth	moving	
forward,	especially	in	the	long	run.		

DCS	revenues	(excluding	FMS	contributions)	have	increased	by	19.0%	
from	FY19	to	FY20	and	the	business	has	also	shown	huge	productivity	
gains	with	revenue	per	truck	per	week	having	grown	at	a	5.0%	CAGR	
from	 FY15	 to	 FY19.	 Additionally,	 of	 the	 972	 new	 trucks	 that	were	
added	to	DSC’s	operations,	58%	consist	of	private	fleet	conversions.	
Given	the	electronic	logging	device	(“ELD”)	mandate	that	was	issued	
last	year	by	 the	U.S.	Department	of	Transportation’s	Federal	Motor	
Carrier	 Safety	 Administration	 (“FMCSA”),	 which	 requires	 all	 truck	
drivers	to	use	ELDs,	this	increased	inconvenience	should	discourage	
customers	 from	managing	 private	 fleets,	 in	 turn	 creating	 a	 greater	
inclination	 towards	 fleet	 outsourcing.	 This	 new	 regulation	 should	
serve	as	a	tailwind	for	the	DCS	business.	

All	 in	all,	we	 think	 that	 J.B.	Hunt’s	proven	 track	record	of	providing	
high	 quality	 supply	 chain	 solutions	 to	 customers,	 coupled	 with	 a	
growing	 preference	 for	 private	 fleet	 conversion,	 make	 the	 DCS	
segment	a	robust	economic	moat.		

3. Ramping	 Up	 Of	 Home	 Delivery	 Capabilities	 Through	
Acquisitions,	Bolstered	By	Robust	Growth	In	Last	Mile	Delivery
Market
Delivery	of	big-box	items	and	demand	for	white	glove	service	is	set	to
grow	 as	 more	 furniture	 and	 appliance	 retailers	 take	 on	 an	
omnichannel	 approach,	 driving	 traffic	 to	 their	 e-commerce	 sites.	
Coupled	with	 the	 rise	 in	 sales	 volume	 from	 pure-play	 e-commerce
furniture	retailers,	the	last	mile	delivery	market	in	the	US	is	becoming
an	 increasingly	 attractive	 investment	 opportunity	 for	 many
transportation	 and	 logistics	 (“T&L”)	companies.	 The	market	 should
see	 greater	 consolidation	 going	 forward	 as	 larger	 T&L	 companies	
acquire	smaller,	pure-play	final	mile	delivery	companies.	 In	January
2020,	 before	 the	 COVID-19	 pandemic	 came	 into	 full	 effect,	 experts
predicted	 better	 activity	 in	 acquisitions	 of	 final	 mile	 companies,	
according	to	Transport	Topics.	With	its	well-integrated	suite	of	assets
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Figure	28.	XPO	Logistics	Highly	Levered	

Source:	XPO	Logistics	

Figure	29.	List	of	XPO	Logistics’	Acquisitions	

Source:	XPO	Logistics,	Reuters	Eikon	

along	the	entire	supply	chain,	coupled	with	a	healthy	balance	sheet,	we	
think	 that	 J.B.	Hunt	 is	well-poised	 to	 capture	market	 share	 through	
additional	strategic	acquisitions.	

To	date,	 J.B.	Hunt	has	made	 three	acquisitions	 to	grow	 its	 last	mile	
delivery	 capabilities	 –	 Special	 Logistics	 LLC	 in	 July	 2017,	 Cory	 1st	
Choice	Home	Delivery	in	September	2019	and	most	recently,	RDI	Last	
Mile	 Co	 (“RDI”)	 in	 December	 2019.	 The	 cumulative	 value	 of	 these	
acquisitions	 amount	 to	 US$253.2m.	 As	 of	 3Q19,	 management	
announced	that	the	company’s	Final	Mile	network	had	expanded	by	
over	 40%.	 From	 FY18	 to	 FY19,	 FMS	 revenue	 has	 increased	 by	 a	
whopping	51.1%.	The	acquisition	of	RDI	is	expected	to	further	drive	
revenue	growth	through	an	expansion	of	customer	accounts,	as	well	
as	 improved	 asset	 integration	 and	 operational	 synergies.	 This	
emphasis	on	FMS	being	a	key	component	of	future	growth	has	been	
made	apparent	by	the	management	as	it	will	be	reflected	as	a	separate	
segment	 in	 its	 financial	 reports	moving	 forward.	FMS	 segment	was	
previously	parked	under	DCS.		

J.B.	 Hunt’s	 closest	 competitor,	 XPO	 Logistics,	 is	 also	 a	 key	 market	
player	in	the	final	mile	delivery	market,	having	acquired	a	total	of	four	
final	 mile	 logistics	 companies	 between	 FY13	 to	 FY15,	 with	 a	
cumulative	value	of	about	US$487.1m.	Despite	 its	 size,	 its	Last	Mile	
business	 segment	 saw	 a	 18.0%	 decrease	 in	 revenues,	 reflecting	
underlying	 operational	 weaknesses.	 In	 January	 2020,	 the	 company	
also	announced	a	possible	sale	or	spinoff	of	one	or	more	of	its	business	
units,	on	the	back	of	weaker	earnings	amidst	the	pandemic.		

As	a	company	who	relies	heavily	on	aggressive	acquisition	strategies	
to	 grow	 its	 business	 (17	 acquisitions	 from	 FY11	 to	 FY15),	 XPO	
Logistics	has	also	taken	on	large	amounts	of	debt.	As	of	FY19,	its	debt-
to-equity	(“D/E”)	ratio	stands	at	whopping	260.2%	and	has	an	interest	
coverage	ratio	(“ICR”)	of	3.3x.	On	the	other	hand,	J.B.	Hunt	still	has	an	
ample	debt	headroom	with	a	D/E	ratio	of	57.2%	and	an	ICR	of	13.4x.	

Having	 displayed	 stronger	 last	mile	 delivery	 revenue	 performance,	
paired	with	lesser	debt	burden,	we	think	this	puts	J.B.	Hunt	in	a	better	
position	 to	 consolidate	 the	 market	 through	 further	 strategic	
acquisitions.	There	is	the	potential	for	significant	economies	of	scale	
can	be	reaped	from	this	market	consolidation.		

Catalysts	
● A	fall	in	the	number	of	new	US	coronavirus	infections	could	signal	

the	beginning	of	a	normalisation	of	economic	activity,	which	is	a
positive	sign	for	J.B.	Hunt’s	freight	volumes	

● Accelerating	 trend	 towards	e-commerce	and	digitization	 in	 the
freight	service	industry

● Better-than-expected	operational	synergies	with	RDI	Last	Mile	&	
Cory	1st	Choice	Home	Delivery	

● Potential	 penalties	 and	 general	 inconvenience	 associated	with	
non-adherence	 to	 ELD	 mandate	 will	 drive	 a	 greater	 shift	 in	
customer	preferences	towards	fleet	outsourcing
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Figure	30.	J.B.	Hunt's	FY19	ROE	Drivers	VS	
Peers	(Bubble	size	represents	Market	Cap)	

Source:	Reuters	Eikon,	NUS	Investment	Society	
Estimates	

Figure	31.	J.B.	Hunt’s	Strong	ROE	Despite	Lower	
than	Average	Leverage		

Source:	Reuters	Eikon,	NUS	Investment	Society	
Estimates	

Figure	32.	J.B.	Hunt’s	Historical	and	Projected	
Leverage		

Source:	Reuters	Eikon,	NUS	Investment	Society	
Estimates	

Figure	33.	J.B.	Hunt’s	Debt	Maturity	Profile	
&	Outstanding	Payments	(US$b)	

Source:	NUS	Investment	Society	Estimates	

Financial	Analysis	

Overview:	
The	table	above	shows	the	historical	and	projected	financial	ratios	for	
J.B.	Hunt.	Overall,	we	see	that	despite	shrinking	margins,	J.B.	Hunt	has	
sustained	 strong	 asset	 turnover	 ratios	 and	 achieved	 strong	 returns	
while	deleveraging	its	capital	structure.	These	financial	indicators	are	
a	testament	to	J.B.	Hunt’s	strong	operating	efficiency	which	reinstates	
its	robust	position	in	the	industry.	

Strong	Financial	Position	
J.B.	Hunt	has	a	debt-to-equity	ratio	of	57.2%	as	compared	to	its	peer	
average	 of	 70.5%,	 indicating	 that	 the	 company	 is	 less	 leveraged	
relative	 to	 competitors.	 J.B.	 Hunt’s	 relatively	 conservative	 capital	
structure	is	crucial	as	it	grants	them	further	capability	to	withstand	a	
prolonged	economic	recession	and	possibly	fund	future	acquisitions	
in	technology	and	last-mile	services.	

Higher	Asset	Turnover	Relative	to	Industry	
The	asset-heavy	nature	of	the	logistics	and	trucking	industry	suggests	
that	 revenues	 are	 highly	 dependent	 on	 asset	 turnovers.	 J.B.	 Hunt’s	
total	 asset	 turnover	 of	 1.74	 is	 higher	 than	 its	 peer	 average	 of	 1.22,	
which	 likely	 reflects	 better	 utilisation	 of	 assets	 due	 to	 their	
digitalisation	efforts	and	greater	scale	in	securing	shipment	loads.	

Higher	Returns	than	Peers	Despite	Lower	Margins	
J.B.	 Hunt’s	 FY19	 ROE	 of	 23.6%	 is	 higher	 than	 its	 peers	 average	 of	
18.4%.	Its	ROA	of	9.8%	is	also	higher	than	the	peer	average	of	8.6%.	
As	 such,	 in	 spite	 of	 its	 lower	 operating	margins	as	 compared	 to	 its	
peers,	it	still	generates	higher	returns	through	greater	asset	efficiency	
while	being	less	reliant	on	debt.	We	think	that	J.B.	Hunt’s	higher	asset	
efficiency	can	be	explained	by	its	well-integrated	services	along	 the	
supply	chain,	giving	it	the	flexibility	to	move	assets	between	segments	
when	needed.	This	is	further	supported	by	its	J.B.	Hunt	360	platform	
which	leverages	on	3rd	party	assets	to	drive	revenue.		

We	expect	the	broad-based	economic	slowdown	to	weigh	on	ROE	in	
FY20,	with	a	gradual	pick-up	thereafter	as	the	economy	recovers.	

Company	Debt	Profile		
As	of	FY19	J.B.	Hunt	has	three	separate	issuances	of	senior	notes	that	
are	outstanding.	They	are	US$250m	of	3.85%	senior	notes	issued	in	
March	2014	and	due	in	March	2024,US$350m	of	3.30%	senior	notes	
issued	 in	 Aug	 2015	 and	 due	 in	 Aug	 2022,	 and	 lastly,	 US$700m	 of	
3.875%	senior	notes	issued	in	March	2020	and	due	in	March	2026.	On	
top	 of	 these,	 at	 31st	 December	 2019,	 J.B.	 Hunt	 was	 authorized	 to	
borrow	up	to	US$750m	under	a	senior	revolving	line	of	credit	matures	
in	September	2023.	This	senior	credit	facility	allows	for	an	additional	
borrowing	of	up	to	US$250m	and	one	year	extension	of	the	maturity	
date.	Given	our	estimates	and	assumptions	on	minimum	cash	holdings,	
we	think	the	current	funds	would	be	insufficient.	Revenue	headwinds	
posed	 by	 the	 COVID-19	 pandemic	 and	 continued	 usage	 of	 cash	 for	
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Figure	34.	Revenue	Growth	Projections	(US$b)	

Source:	J.B.	Hunt,	NUS	Investment	Society	Estimates		

Figure	35.	Cass	IM	&	TL	Price	Index	History		

Source:	Cass	Transportation	Index	Report	2020	

Figure	36.	IHS	Markit	JOC	TL	Rates	VS	DCS	
&	JBT	Implied	Prices	($/mile)	

Source:	IHS	Markit,	NUS	Investment	Society	
Estimates	

Figure	37.	Projected	Trend	In	ICS	Revenue	
(US$b)	

Source:	J.B.	Hunt,	NUS	Investment	Society	Estimates	

Figure	38.	Projected	Trend	In	FMS	Revenue	
(US$b)	

regular	maintenance	 of	 operations	 and	 technological	 developments	
would	require	J.B.	Hunt	to	issue	additional	debt	in	FY23	based	on	our	
projections.	For	 simplicity,	we	assumed	 that	 this	would	 be	 another	
senior	revolving	line	of	credit.	That	being	said,	we	see	no	near	term	
risk	of	default	as	the	servicing	of	maturity	profile	is	relatively	spread	
out	 and	 J.B.	 Hunt	 also	 has	 additional	 headroom	 to	 accommodate	
additional	debt.		

Valuation	
Valuation	Price	Target:	$121.52	(+13.0%)	as	of	18th	April	2020.	

Revenue	Model	
J.B.	 Hunt’s	 revenue	was	 projected	 using	 a	 segmented	 approach	 by	
looking	at	each	of	its	four	main	business	segments	individually	–	JBI,	
DCS,	ICS	and	JBI.	We	leveraged		on	key	operating	metrics	reported	in	
J.B.	Hunt’s	company	filings	on	segment	loads,	revenue	per	load,	ALOH,	
as	well	as	 	 industry	specific	data	on	freight	pricing	provided	by	IHS	
Markit	 and	 Cass	 Information	 Systems	 (“Cass”)	 to	 derive	 our	
underlying	revenue	drivers.	

Due	to	the	lack	of	information	on	J.B.	Hunt’s	prices,	we	derived	implied	
prices	in	terms	of	revenue	per	mile	by	multiplying	revenue	per	load	by	
load	volume	and	then	dividing	this	by	average	miles.	Collectively,	we	
forecast	operating	revenue	to	achieve	a	CAGR	of	7.3%	over	the	next	
five	years.	We	expect	a	contraction	in	FY20	due	to	the	broad	economic	
slowdown	caused	by	the	COVID-19	pandemic,	followed	by	a	large	pick-
up	 in	 FY21	 as	 economic	 activity	 recovers	which	 then	 tapers	 off	 in	
subsequent	years.	

JBI	Revenue	
JBI	revenues	can	be	projected	by	multiplying	annual	average	miles	by	
the	intermodal	price	per	mile.	Annual	average	miles	was	derived	by	
multiplying	the	ALOH	(which	is	defined	as	miles	per	load)	by	the	total	
annual	 load	 volume.	 As	 intermodal	 services	 are	 significantly	
influenced	 by	 overall	 economic	 activity,	 where	 the	 demand	 for	
transportation	of	goods	and	services	is	tied	to	aggregate	consumption	
levels,	we	pegged	load	volume	growth	projections	to	expected	US	GDP	
growth.	 We	 regressed	 the	 historical	 rail	 freight	 intermodal	 traffic	
growth,	obtained	from	the	Association	of	American	Railroads,	against	
historical	US	GDP	growth	and	used	the	parameters	to	estimate	and	the	
year	over	year	growth	in	loads.	We	assigned	a	25%	weightage	to	actual	
historical	load	growth	from	1Q19	to	1Q20,	and	a	75%	weightage	to	our	
regression	estimates	to	obtain	our	FY20	projections.	We	assume	that	
ALOH	remains	flat,	implying	that	underlying	freight	capacity	does	not	
change.		

From	1Q19	to	1Q20,	the	Cass	Intermodal	(“IM”)	Cost	Index	fell	by	4.0%	
due	to	demand	headwinds.	We	assumed	that	would	carry	forward	to	
the	rest	of	FY20.	Subsequently,	we	applied	the	15’-19’	CAGR	of	the	Cass	
IM	Cost	Index	for	FY21	to	FY24.		

A	 final	 adjustment	 was	 done	 to	 account	 for	 the	 potential	 synergy	
between	 J.B.	Hunt	 360	and	 JBI	 revenue.	 As	 of	 1Q20,	US$34m	of	 JBI	
revenues	were	driven	by	the	execution	of	3rd	party	transactions	on	the	
platform,	which	is	about	14.5%	of	the	platform’s	revenue	generation.	
As	such,	we	assumed	that	for	each	year,	JBI	revenue,	in	absolute	terms,	
would	 increase	by	an	additional	0.145x	 the	projected	 J.B.	Hunt	360	
revenue.		

We	project	the	19’-24’	CAGR	of	JBI	revenues	to	be	at	1.8%,		accounted	
for	by	huge	damages	in	FY20	and	a	gradual	recovery	thereafter.		

DCS	&	JBT	Revenues	
For	 both	DCS	 and	 JBT	 load	projection,	we	 regressed	 historical	 load	
growth	 in	 these	 segments	 against	 US	 GDP	 growth	 to	 obtain	 our	
parameters.	Similarly,	a	25%	weightage	was	applied	to	the	historical	
load	growth	from	1Q19-1Q20	for	the	FY20	projection.	
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Source:	J.B.	Hunt,	Frost	&	Sullivan,	NUS	Investment	
Society	Estimates	

Figure	39.	Scatterplot	of	US	GDP	Growth	
Against	Rail	Intermodal	Traffic	Growth	

Source:	Congressional	Budget	Office,	Association	of	
American	Railroads,	NUS	Investment	Society	
Estimates	

Figure	40.	Scatterplot	of	US	GDP	Growth	
Against	DCS	Load	Volume	Growth	

Source:	J.B.	Hunt,	Congressional	Budget	Office,	NUS	
Investment	Society	Estimates	

Figure	41.	Scatterplot	of	US	GDP	Growth	
Against	JBT	Load	Volume	Growth	

Source:	J.B.	Hunt,	Congressional	Budget	Office,	NUS	
Investment	Society	Estimates	

From	our	implied	prices,	we	notice	that	both	these	services	price	their	
services	 at	 a	 premium	 over	 the	 IHS	 Markit	 JOC	 truckload	 (“TL”)	
shipper	 rates.	DCS	operates	based	on	 long-term	customer	contracts	
with	customers	while	JBT	is	more	exposed	to	spot	market	activity.	The	
FY19	percentage	premium	of	DCS	prices	over	the	JOC	contract	average	
TL	 shipper	 rate	 holds	 at	 about	 107.5%	while	 the	 FY19	 percentage	
premium	of	JBT	prices	over	the	spot	rate	holds	at	about	101.7%.	We	
think	 these	 premiums	 can	 be	 possibly	 explained	 by	 additional	
provisions	 in	 customer	 contracts	 as	 well	 as	 J.B.	 Hunt’s	 company-
specific	revenue	booking	policies.	Co-movement	between	our	implied	
prices	and	JOC	TL	rates	validates	the	usage	of	the	latter	as	a	proxy.	To	
derive	our	future	prices,	we	first	assumed	that	both	the	JOC	contract	
and	spot	TL	rates	grow	at	the	historical	15’-19’	CAGR	of	the	Cass	TL	
Cost	Index	from	FY21	onwards.	For	FY20,	we	assumed	that	the	1Q19-
1Q20	fall	in	the	Cass	TL	Index	of	6.33%	would	carry	forward	to	the	rest	
of	 the	 year.	 We	 then	 applied	 the	 historical	 premiums	 to	 their	
respective	JOC	TL	rate	estimates.	Additionally,	we	assumed	that	non-
paid	empty	miles	remain	at	their	FY19	levels	for	the	JBT	segment.		We	
project	the	19’-24’	CAGR	of	DCS	and	JBT	revenues	to	be	at	-8.5%	and	
4.2%	respectively.	

FMS	Revenue	
The	FMS	 segment	was	 evaluated	 separately	 from	 the	DCS	 segment.	
The	recent	company	presentation	on	the	segmentation	of	revenue	for	
DCS	and	FMS	 for	FY19	and	FY18	was	used	 to	derive	our	estimates.	
Operating	 metrics	 on	 the	 number	 of	 stops	 completed	 in	 the	 FMS	
segment	were	reported.	With	this,	we	assumed	that	revenue	per	stop	
remained	 at	FY19	 levels	while	 the	 number	 of	 stops	would	 grow	by	
14%	yoy	based	on	industry	estimates	on	the	expected	market	growth	
in	 last	 mile	 delivery	 service.	 A	 25%	weightage	 was	 applied	 to	 the	
historical	 growth	 in	 FMS	 stops	 from	 1Q19-1Q20	 for	 the	 FY20	
projection.	We	project	the	FMS	segment	to	achieve	a	19’-24’	CAGR	of	
16.5%.		

ICS	Revenue	
From	 FY17	 to	 FY19,	 the	 transition	 into	 J.B.	 Hunt	 360	 has	 caused	
revenue	 contributions	 by	 J.B.	 Hunt	 360	 to	 increase	 rapidly	 while	
traditional	 revenue	 contributions	 have	 declined.	 As	 a	 percentage	 of	
total	 ICS	revenue,	J.B.	Hunt	360	revenue	contribution	has	 increased	
from	just	12.3%	in	FY17	to	62.3%	in	FY19.	From	1Q19	to	1Q20,	J.B.	
Hunt	 360	 revenue	 increased	 by	 42.8%,	 while	 non-J.B.	 Hunt	 360	
revenues	fell	by	12.0%.		

Frost	and	Sullivan	projected	the	Truck-as-a-Service	(“TaaS”)	market,	
which	 includes	 digital	 freight	 brokerage,	 to	 hit	 	 US$79.2b	 by	 2025,	
from	the	2019	market	size	of	US$11.2b.	The	implied	CAGR	of	32.3%	
was	used	to	project	growth	in	J.B.	Hunt	360	revenues.	Non-J.B.	Hunt	
revenue	is	projected	to	decline	at	a	rate	of	7.7%	growth	based	on	the	
trend	observed	from	FY15	to	FY19.	A	25%	weightage	was	applied	to	
the	 historical	 revenue	 growth	 from	 1Q19-1Q20	 for	 the	 FY20	
projections.	

Collectively,	 we	 expect	 the	 19’-24’	 CAGR	 of	 ICS	 revenues	 to	 be	 at	
23.1%,	reinstating	our	strong	confidence	in	the	potential	of	J.B.	Hunt	
360	platform.		

Discounted	Cash	Flow	Model	
A	Discounted	Cash	Flow	Model	was	used	as	 the	primary	method	of	
valuation	 for	 JB	Hunt,	with	a	5-year	 forecast	 (FY20E	 to	FY24E).	We	
used	the	EV/EBITDA	exit	multiple	method	(“EMM”),	taking	the	mean	
FY19	EV/EBITDA	multiple	of	its	peer	companies	of	9.40x.	We	derived	
an	implied	share	price	of	$125.56.	

Weighted	Average	Cost	of	Capital	(WACC)	
We	used	the	CAPM	model	to	determine	J.B.	Hunt’s	WACC.	The	risk-free	
rate	of	0.65%	is	based	on	the	current	yield	to	maturity	of	the	US	10-
year	 Treasury	 Note.	 We	 used	 most	 recent	 estimates	 of	 a	 forward	



12	

Figure	42.	WACC	Calculation	

Source:	Reuters	Eikon,	Fenebris.com,	NUS	
Investment	Society	Estimates	

Figure	43.	Sensitivity	Tables	

Source:	NUS	Investment	Society	Estimates	

Figure	44.	Football	Field	Analysis	

Source:	Reuters	Eikon,	NUS	Investment	Society	
Estimates	

Figure	45.	Blended	Target	Price	Calculation	

Source:	NUS	Investment	Society	Estimates	

Figure	46.	Investment	Risk	Matrix	

Source:	NUS	Investment	Society	Estimates	

looking	implied	market	return	in	the	US	to	derive	our	expected	equity	
return	 of	 6.24%.	 Using	 a	 levered	 beta	 of	 0.94	 (Reuters	 Eikon),	 we	
arrived	at	a	cost	of	equity	of	5.90%.	The	pre-tax	cost	of	debt	of	3.88%	
was	determined	by	taking	the	interest	rate	of	the	most	recently	issued	
J.B.	Hunt	bond	which	matures	in	FY26	(JBHT	3.875	01-MAR-2026	'26).	
With	an	effective	tax	rate	of	24.2%	and	a	capital	structure	of	63.6%	
equity	and	36.4%	debt,	the	WACC	is	determined	to	be	4.83%.	

Relative	Valuation	
We	compared	the	+1FY	EV/EBITDA,	EV/EBIT,	P/E	and	P/B	multiples	
of	J.B.	Hunt	and	its	peer	comparable	companies	with	similar	industry	
exposure	and	size.		

	J.B.	 Hunt	 is	 currently	 trading	 at	 a	 premium	 for	 all	 four	metrics.	 In	
particular,	 it	 is	 trading	 above	 the	 75th	 percentile	 +1FY	 P/E	 and	
EV/EBIT	multiples.	Our	DCF	 valuation	 of	US$125.56	 lies	within	 the	
25th-75th	percentile	range	for	the	EV/EBITDA	price	range.	However,	it	
lies	above	the	25th-75th	percentile	range	for	the	P/E,	EV/EBIT	and	P/B	
price	ranges.	

We	 think	 that	 J.B	 Hunt’s	 premium	 over	 the	 mean	 P/B	 multiple	 is	
deserving	at	it	has	a	strong	software-focused	business	approach	and	
has	also	managed	to	achieve	synergy	between	its	non-asset	based	ICS	
segment	and	its	assed-based	divisions.	The	high	premium	over	mean	
P/E	and	EV/EBIT	multiples	is	also	justified	given	J.B.	Hunt’s	stronger	
earnings	 potential,	 on	 the	 back	 of	 unrealized	 gains	 from	 its	 recent	
acquisitions	 and	 digital	 marketplace.	 Taking	 into	 J.B.	 Hunt’s	 large	
holdings	 of	 physical	 assets,	 the	 high	 depreciation	 and	 amortization	
costs	 associated	 with	 a	 its	 large	 asset	 base	 results	 in	 a	 magnified	
premium,	moving	from	the	EV/EBITDA	to	the	EV/EBIT	multiple.	Given	
the	different	D&A	policies	associated	with	varying	asset	holdings,	we	
used	 the	 EV/EBITDA	 and	 P/B	 multiples	 as	 our	 primary	 valuation	
benchmarks.	

We	applied	the	75th	percentile	+1FY	P/B	multiple	of	4.78x	to	analyst	
estimates	of	J.B	Hunt’s	net	asset	value	per	share	to	obtain	a	relative	
valuation	of	US$109.68.	

Blended	Price	Target	
Applying	 a	 75/25	 weightage	 split	 between	 our	 DCF	 and	 Relative	
Valuation	 approached,	we	 arrived	 at	 our	 blended	 PT	 of	 US$121.52	
which	 presents	 an	 13.0%	 upside	 from	 the	 current	 share	 price	 of	
$107.58	(18th	April	2020).	We	remain	confident	that	J.B.	Hunt’s	strong	
fundamentals	and	robust	business	model	will	enable	it	to	outperform	
the	 market	 in	 the	 next	 12	 months.	 Hence,	 we	 recommend	 a	 BUY	
position.		

Investment	Risks	
Business	Risk	(B1)	
1) Short-term	 liquidity	 of	customers:	 As	 the	COVID-19	pandemic	
situation	drags	on	and	its	effects	become	more	pronounced,	J.B.	Hunt	
may	 run	 into	 liquidity	 issues	 as	 receivables	 turnover	 decreases.	 Its	
current	receivables	turnover	is	9.06,	better	than	the	industry	average	
of	8.55,	but	the	economic	downturn	could	exacerbate	the	short-term	
loss	 in	 income	 for	 its	 customers	 and	 lead	 to	 difficulty	 in	 collecting	
payment.	

Market	Risk	(M2)	
2) Non-renewal	of	contracts:	JBI,	ICS,	JBT	segments	will	be	directly
affected	 by	 the	 COVID-19	 pandemic,	 particularly	 if	 it	 results	 in	 an
extended	downturn.	As	 the	mentioned	segments	consist	of	 shorter-
term	contracts,	there	will	be	a	lower	renewal	rate	in	view	of	suspended	
businesses.	This	adverse	impact,	however,	could	be	cushioned	as	these
three	segments	are	subject	to	seasonal	variations	in	which	J.B.	Hunt	
receives	 higher	 freight	 volumes	 during	 the	 period	 of	 August	 to	
November.	Given	existing	border	closures	and	soft	 lockdowns	 in	 its
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areas	 of	 operations,	 the	 situation	 could	 potentially	 be	 uplifted	 by	
3Q20.	

Business	Risk	(B3)	
3) Reliance	 on	 third	 parties:	 The	 nature	 of	 J.B.	 Hunt’s	 business	
creates	 a	 dependency	 on	 third	 parties	 which	 include	 contractual
relationships	 with	 railroads,	 third-party	 carriers	 and	 independent	
contractors	in	its	business	operations.	As	the	majority	of	its	business
travels	on	BNSF	and	Norfolk	Southern	railways,	a	material	change	in	
the	relationship	would	have	an	adverse	effect	on	its	operations.	Work	
stoppages	 or	 any	 disruptions	 at	 the	mentioned	ports	 could	 also	 be
detrimental.	This	risk,	however,	may	be	mitigated	by	the	long-standing
relationship	 that	 JBHT	 	 has	 historically	 had	 with	 the	 railroad	
providers.	Given	that	JBHT	is	a	large	customer	with	the	necessary	asset
base	to	provide	intermodal	services,	the	relationship	with	third-party
railroad	 providers	 is	 unlikely	 to	 significantly	 disadvantage	 JBHT.	
Additionally,	third-party	carriers	and	contractors	utilised	to	complete	
its	services	are	subject	to	similar	regulatory	requirements	which	may	
have	a	more	significant	 impact	on	their	operations,	causing	them	to	
exit	the	industry.	Besides	the	company’s	best	in	class	recruitment	and	
retainment	 practices,	 its	 inability	 to	 obtain	 reliable	 replacements	
could	potentially	hamper	its	operations.	Growth	in	intermodal	loads
might	also	be	limited	due	to	the	consolidation	of	railroads	driven	by	
the	PSR	transition.

Disclaimer	

This	research	material	has	been	prepared	by	NUS	Invest.	NUS	Invest	specifically	prohibits	the	redistribution	of	this	material	in	whole	or	in	
part	without	the	written	permission	of	NUS	Invest.	The	research	officer(s)	primarily	responsible	for	the	content	of	this	research	material,	in	
whole	or	in	part,	certifies	that	their	views	are	accurately	expressed	and	they	will	not	receive	direct	or	indirect	compensation	in	exchange	for	
expressing	 specific	 recommendations	 or	 views	 in	 this	 research	material.	Whilst	 we	 have	 taken	 all	 reasonable	 care	 to	 ensure	 that	 the	
information	 contained	 in	 this	 publication	 is	 not	 untrue	 or	 misleading	 at	 the	 time	 of	 publication,	 we	 cannot	 guarantee	 its	 accuracy	 or	
completeness,	and	you	should	not	act	on	it	without	first	independently	verifying	its	contents.	Any	opinion	or	estimate	contained	in	this	report	
is	 subject	 to	 change	without	notice.	We	have	not	given	any	 consideration	 to	and	we	have	not	made	any	investigation	of	 the	 investment	
objectives,	financial	situation	or	particular	needs	of	the	recipient	or	any	class	of	persons,	and	accordingly,	no	warranty	whatsoever	is	given	
and	no	liability	whatsoever	is	accepted	for	any	loss	arising	whether	directly	or	indirectly	as	a	result	of	the	recipient	or	any	class	of	persons	
acting	on	 such	information	or	opinion	or	 estimate.	You	may	wish	 to	 seek	advice	 from	a	 financial	 adviser	 regarding	 the	 suitability	of	 the	
securities	mentioned	herein,	taking	into	consideration	your	investment	objectives,	financial	situation	or	particular	needs,	before	making	a	
commitment	to	invest	in	the	securities.	This	report	is	published	solely	for	information	purposes,	it	does	not	constitute	an	advertisement	and	
is	not	to	be	construed	as	a	solicitation	or	an	offer	to	buy	or	sell	any	securities	or	related	financial	instruments.	No	representation	or	warranty,	
either	expressed	or	 implied,	 is	provided	in	relation	to	the	accuracy,	completeness	or	reliability	of	 the	 information	contained	herein.	The	
research	material	should	not	be	regarded	by	recipients	as	a	substitute	for	the	exercise	of	their	own	judgement.	Any	opinions	expressed	in	this	
research	material	are	subject	to	change	without	notice.	

©	2020	NUS	Investment	Society	
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