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Clear beneficiary of CV upcycle; focus on LCV to aid topline growth

We recently hosted Mr. Gopal Mahadevan, CFO & Mr. Balaji Kidambi, Dy. CFO, Ashok Leyland Ltd. as
part of our “Investors Conference Week” to gain insights into the current business environment,
demand trends & outlook, opportunities and headwinds (on account of the semiconductor shortage and
elevated commodity cost issues).

Following are the key takeaways from the meeting.

Demand trend and outlook:

- Demand traction in the domestic market across all the segments continues to remain strong. While demand for
LCVs and ICVs is witnessing strong traction due to last-mile delivery requirements from e-commerce operators,
reopening of educational institutions & corporate offices has led to a meaningful recovery in the Bus segment.
The MHCV segment is also seeing strong traction on the back of increasing construction, infra and mining
activities.

- Current average age of the fleet is ~10 years. With 5 lakh CVs on road currently, the management expects
tremendous opportunities in the replacement market to aid volume recovery in the near term.

- Exports continues to perform well and the management is confident of sequential volume growth in 2QFY23. AL
expects the export market to grow at a faster rate than the domestic market in FY23. Key focus export markets
include SAARC, the Middle-East region and Africa. AL also plans to introduce LCVs in the export markets
starting with South East Asia.

- New LCVs - Dost and Bada Dost - have been accepted very well in the market. However, semiconductor
availability issue continued to hamper volume in the LCV segment. Going forward, the management expects
semiconductor availability to improve gradually starting 2QFY23, which would aid volume recovery for LCVs.

- With the gap between Diesel and CNG prices narrowing, the management stated that there has again been a
shift in preference in the favor of diesel models as the cost advantage of CNG vehicles has reduced. Also, CNG
vehicles are priced higher than diesel models. However, the company will continue to launch new CNG models
going forward.

- The management also stated that volume share of ICVs has increased from ~20% in FY19 to ~30-35% in FY22.
However, they also mentioned that demand traction is moving from ICVs to higher tonnage segments.

Commodity costs and price hikes:

- Commodity basket continues to remain mixed. While the price of steel remains stable, that of forgings and
castings continues to increase in comparison to January'22 prices. Tyre prices have continue their upward
trajectory due to the surge in the prices of natural rubber and crude derivatives. However, the management
expects the RM basket to soften from 2HFY23.

- AL management reiterated that the CV business will continue to remain a buyer's market led by high competitive
intensity. Thus, it becomes difficult to pass on high costs to the end customer.

- The company undertook price hikes of 1.8-1.9% in 1QFY23 and expects to take 1% increase in 2QFY23. Net
realization improved by 1.7-1.8% in 1QFY23.

- While discounts for MHCVs continue to remain elevated, that for LCVs remain comparatively lower.

- The company stated that MHCV is the lowest margin product segment and it is focusing on improving the
product mix by increasing the share of spare parts, exports and LCVs.

- The management expects to touch double-digit margins going ahead on the back of improving product mix, price
hikes, softening commodity prices and operating leverage benefits.

Other Points:

- AL is adopting different strategies throughout the country to preserve and gain market share. While South India
continues to remain a key market and a stronghold for AL, it is exploring various strategies, including pricing to
penetrate further in North and East markets.

- Vehicles at Switch Mobility are being built in-house. AL is working towards building a common facility for its EV
and diesel variants.

Our view: AL has been regaining the lost market share over the last four quarters, led by ramp-up of its CNG portfolio
and new product launches. Its M&HCV market share increased by 50bps QoQ to 31.1% in 1QFY23. We expect market
share gains to continue with a robust product pipeline plugging product gaps and increasing penetration in new
markets. The pick-up in the sales of Dost & Bada Dost models post easing of supply chain issues will further drive LCV
segment volume and market share gain. We see AL to be a key beneficiary of the CV cycle recovery and expect
further expansion in margins amid an improving product mix, softening RM prices and operating leverage benefits.
However, competitive intensity remains high, preventing full pass-through of elevated input prices to end customers
and leading to higher discounts. We model volume CAGR of 22% over FY22-25E and 450bps margin expansion. We
keep our estimates unchanged and value the Auto business at 11x Sept24E EV/EBITDA and HLFL at 1x PB to arrive
at a target price (TP) of Rs171. We upgrade AL to BUY after a recent dip in share price.
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Price Performance (%)

1M 6M 1Yr
Ashok Leyland 05 16.5 17.7
Nifty Index 9.9 39 8.4
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1QFY23 result
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Financials
Exhibit 1: Income statement Exhibit 2: Cash flow
Y/E March (Rsmn) FY20 FY21 FY22  FY23E  FY24E  YIE March (Rsmn) FY20 FY21  FY22 FY23E  FY24E
Net Sales 174675 153,015 216,883 296,317 364,400  OP/(loss) before tax 5039 (2,126) 2418 14655 25606
% Growth (39.9) (12.4) 41.7 36.6 23.0  Depreciation & amortization 6,698 1477 7528 7,865 8,648
Raw material 123692 114033 167,611 220,756 269,656  Other income 1233 1,195 761 980 1,136
Gross margin (%) 29.2 255 22.7 255 260  (Inc.)/dec. in working capital (4950) (3861) 12,070 2,675  (2,299)
Staff costs 16151 15839 16946 19261 21,864  Direct taxes paid (1,073) 42 (122) (2720) (5109)
Other expenses 23,096 17,791 22,381 33,780 38,626  Otherlextra-ordinary ltems (13,170) (615) 6,223 (605)  (1,209)
Total expenses 162,938 147,663 206,938 273,797 330,146 (E:Iag)h flow from operations (after (6,223) 2’113 28,877 22,851 26,772
OE/B(';TDA , 11;:3;7 5sz 9:542 2:25:3 34'5225: Capital expenditure (-) (17,964) (7.722) (1,257) (7,500)  (8,000)
o Growth ] ( 6 ) 3 ) .s .s 9' Net cash after capex (24187) (5609) 27,620 15351 18,772
gi’TD_A margin (%) 1 23; 1 19: 7‘21 920 1 13; Other investing activities (831) (3491) (17,509) (5000)  (6,000)
| : erincome s s a0t s trgg DVCendspade) (1468) (1,761) (2936) (2936) (5.871)
nterest costs ’ ’ ' ' ' Inc./(dec.) in total borrowings 25975 3342 (4,935) (10534) (11,698)
Depreciation 6,698 7477 7528 7865 8648
Profit before tax (before Others i i i
exceptional items) SA77 - (3.999) 168 13602 25544 cash from financial activities 24507 1,581 (7,871) (13469) (17,569)
Exceptional items 1,558 121 (5,108) - - Opening cash balance 13,736 13,225 8,230 10,470 7,351
Tax 1,224 (982) (142) 2,720 5109  Closing cash balance 13,225 5705 10470 7,351 2,554
Adj PAT 3953  (3,016) 310 10,881 20435 Change in cash balance (511) (75200 2240 (3,118)  (4,797)
% Growth (80.6)  (176.3)  (110.3)  3,410.1 87.8  Source: Company, Nirmal Bang Institutional Equities Research
Adj PAT margin (%) 2.3 (2.0) 0.1 3.7 5.6
EPS (R 13 1.0 0.1 3.7 7.0 . .
(Rs) 10 Exhibit 4: Key ratios
% Growth (80.6)  (176.3)  (110.3)  3,410.1 87.8
DPS (Rs) 05 06 0 10 s0 YEMarch FY20  FY21  FY22 FY23E FY24E
Payout (incl. div. tax) (%) 705  (64.6) 62.3 31.0 330 Pershare(Rs)
EPS 13 10 0.1 37 70
Source: Company, Nirmal Bang Institutional Equities Research 10
EPS Growth (%) (80.6) (1763) (110.3) 3410.1 87.8
Exhibit 3: Balance sheet Cash EPS 36 15 21 B4 99
Book val h 247 238 250 275 320
Y/E March (Rsmn) FY20  FY21  FY22 FY23E FY24E oo¢ auepershare
Sh ital 293 2936 2936 2936 2,936 DS 05 06 19 "9 20
are caplita s y y y y . .
re cap! Payout (indl. div. tax) % 705  (646) 623 310 330
Reserves 69,704 66,837 70434 77,775 91129 .
Net worth 72640 69772 73369 80,710 94,065 Valuation ()
Tet TVZ bt 31 ‘053 37‘463 351539 271039 16‘539 PIE 1143 {148.9) 14583 45 221
Nota d fe d tax liabili 2‘648 1‘708 11444 11444 1‘444 Cash PIE 424 013 o7 241 195
ce 'te Ierre |ax l: " 1061341 1031943 110’351 109’192 112Yo47 EVIEBITDA 3T 842 431 186 e
GapI ablemkp " 96,199 105,576 108’609 116’109 124,109 EViSales 25 29 20 14 '
Dross i OtC 28,163 351072 42‘600 50‘465 5911 13 PRV 62 65 62 >0 48
epreciation y A , ) , . .
preciat Dividend yield (%) 03 04 06 06 13
Net block 68036 70504 66,000 65644 64,996 _
Capital work-i 5041 3719 1,943 1943 1,943 Return ratios (%)
| apl? Wotr T 271196 301687 48,196 53,196 59Y196 RoCE >3 09) 29 13 239
fvestments ‘ ‘ ! ! " RoE 54 (43 04 135 217
Inventories 12380 21423 20752 24355 39934 o
Profitability ratios (%)
Debtors 11804 28163 31111 40591 49918 _
EBITDA margin 6.7 35 46 76 94
Cash 13225 8230 10470 7,351 2554 ,
Loans & advances & Other PAT margin 2.3 (2.0) 0.1 37 5.6
current assets 25314 21774 24858 25355 25862  Tumover ratios
Total current assets 62,723 79,590 87,190 97,652 118,268  Debtors (days) 25 67 52 50 50
Creditors 26239 51647 68752 81,183 99,836 Inventory (days) 26 51 35 30 40
grtg;;igfsrem labilties & 31316 23909 24234 28060 32521 Creditors (days) 55 123 116 100 100
Total current liabilities 57555 75556 92086 100243 132356 t“’"""er_ ® 2 ! 2 3 3
Net current assets 5168 4033  (5797) (11,590) (14,088) "e"e’agf' Ratio
Application of funds 106341 108943 110351 109,192 112,047 Debveauity () 04 05 05 03 02

Source: Company, Nirmal Bang Institutional Equities Research

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
23 March 2018 Buy 142 167
23 May 2018 Buy 141 165
19 July 2018 Buy 111 129
18 September 2018 Buy 127 152
15 February 2019 Buy 84 152
2 August 2019 Buy 69 80
23 September 2019 Buy 75 80
13 November 2019 Buy 79 92
18 February 2020 Buy 82 98
30 March 2020 Buy 43 56
29 June 2020 Acc 52 52
14 August 2020 Acc 62 64
22 September 2020 Buy 75 103
09 November 2020 Buy 84 103
06 January 2021 Buy 108 128
15 February 2021 Acc 128 130
9 April 2021 Acc 126 150
28 June 2021 Buy 123 150
13 August 2021 Buy 130 150
15 November 2021 Buy 152 175
14 February 2022 Buy 124 170
22 May 2022 Buy 124 169
18 August 2022 Buy 147 171
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also a
registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or its
associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an officer,
director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject company.

Analyst Certification: |, Mr. Varun Baxi, the research analyst and the author of this report, hereby certify that the views expressed in this
research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from
engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the
reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to
all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their receiving
this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or licensing
requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this
report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should
rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is
appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities
can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international
investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions
expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability whatsoever for any direct,
indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it may be noted that neither
NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including
lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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