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Ashok Leyland Ltd.

On track for strong recovery

Ashok Leyland Ltd (ALL) is witnessing month on month improvement in
MHCYV sales as economic activities pick up with the Government opening
the economy. A progressive improvement in Index of Industrial Production
(lIP) point at picking up of industrial activities which is leading to increased
MHCV demand. We expect MHCV industry to witness stronger recovery
cycle from FY22 driven by normalisation of economic activity and pent
up demand post two consecutive years of downcycle in FY20 and FY21.
With the launch of a new LCV platform, ALL has closed an important gap
in its product portfolio and is expecting to double its addressable market
size. Margins are expected to improve 370 bps y-o-y driven by operating
leverage. We expect strong 56% earnings CAGR over FY20-23 period. Also,
the introduction of an incentive based scrapping policy would significantly
boost MHCV volumes benefitting core MHCV players like ALL. At CMP,
stock is trading at 7.8x FY23 EV/EBIDTA which is lower than its long-term
historical average of 12x. We revise our TP to Rs 98 as we rollover to FY23
earnings. We retain Buy rating on the stock.

Stronger recovery cycle for MHCV from FY22; market share gains in LCV:
MHCV volumes are improving with the pick-up in economic activities post the
unlock measures. Also, the narrowing decline in IIP indicates improvement
in industrial activity. ALL MHCV volumes decline has narrowed from 98%
y-o-y in May 2020 to 52% y-o-y in August 2020. ALL expects month on month
improvement to continue and expects September 2020 sales to be better
than August 2020. While FY21 would be impacted by COVID-19, we expect
a stronger recovery cycle from FY22 driven by normalization of economic
activity and pent up demand considering FY20 and FY21 would be two
consecutive years of downcycle. Also, with ALL unveiling its new LCV platform
(with launch of Bada Dost and plans to launch variants in future), it expects
addressable LCV market to double to 65% and expects market share gains.
Increasing proportion of LCV business would further reduce its dependence
on the highly cyclical MHCV space.

Our Call

Rollover to FY23 earnings; Maintain Buy with revised PT of Rs 98: With a
stronger recovery cycle in MHCV industry from FY22, market share gains in
LCV segment, better mix and price hikes, we expect the ALL topline to grow at
strong 15% CAGR over FY2020-2023 period. Margins are expected to improve
sharply by 370 bps y-o-y driven by benefits of operating leverage. We expect
strong 56% earnings CAGR over FY20-23 period. We have introduced FY2023
earnings in this note. At CMP, the stock is trading at 7.8x FY23 EV/EBIDTA
which is lower than its long-term historical average of 12x. We increase our TP
to Rs 98 as we rollover to FY23 earnings. We retain Buy rating on the stock.

Key Risks

Prolonged COVID-19 infection can weaken economic sentiments and delay
recovery. Pricing pressures to defend domestic market share would affect
margins.

Valuation Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Net sales (Rs cr) 29,055.0 17,467.5 13,871.0 20,564.7 26,853.9
Growth (%) 10.2% -39.9% -20.6% 48.3% 30.6%
EBIDTA (Rs cr) 31357 11737 663.9 1,736.2 2,796.8
OPM (%) 10.8% 6.7% 4.8% 8.4% 10.4%
PAT (Rs cr) 2,040.7 395.3 (87.4) 690.7 1,491.6
Growth (%) 16.9% -80.6% NA NA 127.5%
FD EPS (Rs) 7.0 1.3 (0.3) 2.4 51
P/E (x) 1.2 579 NA 331 15.4
P/BV (x) 27 3.2 3.2 31 2.8
EV/EBITDA (x) 7.0 20.9 36.1 13.3 78
RoCE (%) 226 4.0 (0.7) 8.2 15.8
RoE (%) 245 54 -1.2 9.3 18.3

Source: Company; Sharekhan estimates
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Launches LCV “Bada Dost” on new platform; to double addressable market: Recently, Ashok Leyland Ltd
(ALL) unveiled the “Bada Dost” light commercial vehicle. Bada Dostis based on a new LCV platform developed
in-house by the company with an investment of Rs 350 cr. ALL launched Bada Dost with two variants i3 (2.99
tonne Gross Vehicle Weight) and i4 (3.49 tonne Gross vehicle weight). ALL current LCV line up has Dost (2.5
to 2.8 tonnes) and Partner (7.2 to 7.5 tonnes) and Bada Dost will fill an important product gap. Also, Bada
Dost has been launched with left hand drive which would boost ALL volumes in export markets (80% of ALL
export markets are left hand drive markets). ALL plans to launch a new product every quarter on the platform
which would double its addressable market in LCV’s from current 34% to 65%. We expect the company to gain
market share in the LCV space and expect LCV proportion to improve going forward. Increased proportion of
LCV would reduce ALL dependence on highly cyclical MHCV industry.

ALL LCV line up
2.5to 2.8 tonnes 2.99 to 3.49 tonnes 7.2 to 7.49 tonnes
Dost (Existing product) Bada Dost (New launch) Partner (Existing product)

MHCYV volumes picking up; stronger recovery cycle from FY22: With the Government opening up the economy
under the unlock measures, business activities are picking up. Key indicators such as IIP are also showing
improvement on a month on month basis indicating a pickup in industrial activities. With improving economy,
MHCV volumes are picking up on month on month basis. From 98% y-o-y drop in May 2020, ALL MHCV
volumes decline has narrowed down to 52% y-o-y in August 2020. ALL expects month on month improvement
to continue with September 2020 volumes expected to be better than August and the company is further
raising production capacity. While FY21would be impacted by COVID-19, we expect MHCV industry to witness
strong recovery cycle from FY22. Expected normalization of economic activity coupled with pent up demand
(FY20 and FY21 would be two consecutive years of downcycle) would boost MHCV volumes from FY22.
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Operating leverage to drive margin expansion: ALL MHCV volumes are expected to grow in strong double-
digits from FY22 driven by normalisation of economic activity and pent up demand. Also, LCV volumes are
expected to increase with the launch of “Bada Dost” variant and doubling of addressable market. We expect
ALL volumes to grow at robust 10% CAGR over FY20-23 period driven by uptick in MHCV and increased
LCV volumes. With increased share of higher tonnage trucks and price increases due to BS6, we expect ALL
revenues to grow at strong 15% CAGR over FY20-23 period. ALL is likely benefit from the operating leverage
due to strong topline growth. We expect ALL margins to improve sharply 370 bps y-o-y to 10.3% in FY23.

Incentive based Scrappage policy can significantly boost volumes: The Government of India is close to
finalizing a scrappage policy for the automotive sector. MHCV are expected to be biggest beneficiaries of the
scrappage policy given the higher population of older vehicles. An incentive based scrappage policy is likely
to encourage fleet owners to scrap their old vehicles and replace them with new trucks thereby boosting the
demand.
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Financials in charts
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Outlook

Stronger recovery cycle for MHCV from FY22; market share gains in LCV: MHCV volumes are improving
with a pick-up in economic activities post the unlock measures. Also, the narrowing decline in IIP indicates
improvement in industrial activity. ALL MHCV volumes decline has narrowed from 98% y-o-y in May 2020 to
52% y-o-y in August 2020. ALL expects month on month improvement to continue and expects September
2020 sales to be better than August 2020. While FY21 would be impacted by COVID-19, we expect stronger
recovery cycle from FY22 driven by normalization of economic activity and pent up demand considering
FY20 and FY21 would be two consecutive years of downcycle. Also, with ALL unveiling its new LCV platform
(with the launch of Bada Dost and plans to launch variants in future), it expects addressable LCV market to
double to 65% and expects market share gains. Increasing proportion of LCV business would further reduce
ALL dependence on highly cyclical MHCV space.

Valuation

Rollover to FY23 earnings; Maintain Buy with revised PT of Rs 98: With stronger recovery cycle in MHCV
industry from FY22, market share gains in LCV segment, better mix & price hikes, we expect ALL topline to
grow at strong 15% CAGR over FY2020-2023 period. Margins are expected to improve sharply by 370 bps
y-o-y driven by benefits of operating leverage. We expect strong 56% earnings CAGR over FY20-23 period.
We have introduced FY2023 earnings in this note. At CMP, stock is trading at 7.8x FY23 EV/EBIDTA which
is lower than its long-term historical average of 12x. We increase our TP to Rs 98 as we rollover to FY23
earnings. We retain our Buy rating on the stock.
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About company

Ashok Leyland (ALL) is the flagship company of the Hinduja Group and is the second-largest domestic
manufacturer of medium and heavy commercial vehicles (MHCVs). ALL derives 70% of volumes from MHCV
segment, while light commercial vehicles (LCVs) form the balance 30%. ALL is the market leader for MHCV
buses with a market share of 41%, while it is the second-largest player in MHCV trucks having a market share
of 33%. Domestic revenue contributes 87% of the revenues while exports contribute the balance 13%.

Investment theme

Ashok Leyland Ltd (ALL) is witnessing month on month improvement in MHCV sales as economic activities
pick up with Government opening up economy. Progressive improvement in lIP point at picking up of industrial
activities which is leading to increased MHCV demand. We expect MHCV industry to witness stronger recovery
cycle from FY22 driven by normalisation of economic activity and pent up demand post two consecutive
years of downcycle in FY20 and FY21. With the launch of new LCV platform, ALL has closed an important
gap in its product portfolio and is expecting to double its addressable market size. Margins are expected to
improve 370 bps y-o-y driven by operating leverage. We expect strong 56% earnings CAGR over FY20-23
period. Also, the introduction of incentive based scrapping policy would significantly boost MHCV volumes
benefitting core MHCV players like ALL. At CMP stock is trading at 7.8x FY23 EV/EBIDTA which is lower than
its long-term historical average. Hence, we retain Buy rating on the stock.

Key Risks
¢ Prolonged COVID-19 infection can weaken economic sentiments and delay recovery.
¢ Pricing pressures to defend domestic market share would affect margins.

Additional Data

Key management personnel

Mr Dhiraj Hinduja Chairman

Vipin Sondhi Managing Director & CEO
Gopal Mahadevan Chief Financial Officer
Nitin Seth Chief Operating Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Hinduja Automotive Ltd 3473
2 Hinduja Bank Switzerland 494
3 JP Morgan Chase & Co 4.4
4 Kuwait Investment Authority 172
5 Government Pension Fund Global 1.63
6 Norges Bank 1.63
7 ICICI Prudential Life Insurance Company 1.5
8 Vangaurd Group Inc 147
9 Blackrock Inc 143
10 Life Insurance Corp of India 1.36

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
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Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.




