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Ashok Leyland (AL) Standalone revenue increased 19.9% YoY at INR 48.1 bn. Realizations improved ~12% YoY and was flat QoQ.
Volume increased ~7% YoY/ 72% QoQ to 3.8k units. Despite favourable mix of 50% share of MHCV, EBITDA margin came in at 5.3%.
EBITDAM was impacted due to impact of higher raw material cost. EBITDA for the quarter stood at INR 2.5 bn, AL had a onetime
exception loss of INR 460mn due to VRS. Adjusting for that, PAT for the quarter stood at INR 267 mn (-11%YoY), due to higher
depreciation. Net debt for the company reduced from INR30.8bn in 2QFY21 to INR 28.8bn in 3QFY21.

Other highlights

e In3QFY21, M&HCV trucks industry volume grew by ~16% YoY.
For AL, M&HCV trucks grew at twice the industry growth rate,
leading to market share gains in 3QFY21. Within M&HCVs,
segments like ICV witnessed good growth with the rise in
infra spends. Union Budget's thrust on investment in public
infrastructure augurs well for the CV industry.

e Going forward, with the higher spending on mining and infra
and broad-based economic recovery, demand for Tippers, Multi-
axles vehicles and Tractor-trailers is set to rise. Green shoots
are already visible and the management expects pick-up in
replacement demand going forward. Vehicle scrapping policy is
afavourable announcement but further details are still awaited.
Industry is seeking an incentive based scrappage policy.

e LCV business is doing very well and demand is driven largely
by e-commerce, Agri and Swach Bharat segments. Recent
launch of 'Bada Dost' has been very well received. With the
launch of Bada Dost, AL's addressable market went up from
18.3% to 20.3% and while the industry volume in the
addressable market grew by 17%, volume growth for AL's LCV
segment stood at over 30%, leading to market share gains.

e AL took a price hike of ~¥2% in Oct'20 and took further price
hike of ~1.5% in 4QFY21 to partially pass on RM inflation.
'Project Reset' focuses on enhancing profitability by focusing
on optimizing material cost, manufacturing & other
overheads, value and volume enhancement, cash and capex
management. The management expects the benefits of this
program to be clearly visible in the coming quarters as the
volume picks up. AL achieved cost saving of “Rs5.4bn in FY20
on efficient cost management across all the functions.

e Capex incurred in 9MFY21 stood at Rs4.5bn towards modular
platform, Phoenix variants and EVs. Capex for FY21 is expected at
~Rs7.5bn. Investment in 9MFY21 stood at Rs2.6bn, of which
Rs0.9bn was for capital infusion in HLFL and Rs1.5bn was invested
in Switch (Optare) during the quarter. Going forward, there will
be some investment in HLFL (mainly growth capital) and Switch.

e Al generated Rs1.6 bn operating cash flow in 3QFY21, driven by
reduction in working capital (WC) and consequently its net
debt at the end of 3QFY21 stood at ~Rs28.8bn. Its D/E stood at
0.43x. AL raised debtin 1QFY21 to manage the WC requirements
and expects debt to fall significantly by the end of FY21.

e Exportvolume grew by ~26% YoY in 3QFY21 on the back of new
product launches and opening up of overseas economies. AL
has redrawn its exports strategy and has a much larger
product portfolio to offer to its customers globally. AL is
focusing on enhancing its product capabilities and
strengthening its dealerships in the Middle-east, Africa and
SAARC regions and is looking to enter South East Asian markets.

Valuation & Outlook

While the near-term demand outlook to remain positive, we believe
these positives are priced in. For FY22, with improved economic
activities and a low base, we expect Revenue/EBITDA CAGR of
19%/29.9% from FY20 to FY22E and margins expanding by ~129
bps to 8%. AL is likely to gain share in domestic MHCVs from 32%
in FY20 to 33-34% in FY22E, led by new products based on the
modular platform. Similarly, market share is expected to increase
from 9% in FY20 to 14-15% in FY22E, led by new product Phoenix
LCV in 2.5-4.9T segments. Considering bottoming out in the
domestic M&HCV sales volume, we value ASHLEY's standalone
business at 15x FY22 EV/EBITDA and assign INR 8/sh for HLFL stake
and recommend HOLD on the stock with a target of INR 120.
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Quarterly performance

INR mn 3QFY21 3QFY20 2QFY21 % Chg YoY % Chg QoQ 9M FY21 9M FY20 % Chg YoY
Net Sales 48,135 40,157 28,366 19.9 69.7 83,010 136,290 -39.1
Total Expenditure 45,597 37,905 27,562 20.3 65.4 83,000 126,383 -34.3
RM Cost 35,824 29,532 20,201 21.3 77.3 60,199 96,402 -37.6
Operating Expenses 5,228 5,645 3,625 -7.4 44.2 10,978 17,928 -38.8
Employee Cost 4,545 2,728 3,736 66.6 21.6 11,823 12,053 -1.9
PBIDT (Excl OI) 2,538 2,252 804 12.7 215.5 10 9,907 -99.9
Other Income 341 223 219 52.5 55.7 816 889 -8.3
Operating Profit 2,878 2,475 1,023 16.3 181.4 825 10,796 -92.4
Interest 656 337 872 94.9 -24.8 2,297 764 200.9
Exceptional Items 460 22 17 (494) (871)

PBDT 1,762 2,116 134 -16.8 1,218.7 -1,966 9,162 -121.5
Depreciation 1,944 1,575 1,712 23.5 13.6 5,293 4,821 9.8
PBT -183 542 -1,578 -133.7 -88.4 (7,258) 4,340 -267.2
Tax 11 264 -111 -95.7 -110.2 (1,710) 1,372 -224.7
Profit After Tax -194 278 -1,467 -169.8 -86.8 (5,548) 2,968 -286.9
Equity Capital 2,936 2,936 2,936 2,936 2,936

Face Value (In Rs) 1.0 1.0 1.0 1.0 1.0

Adj Calculated EPS (Unit.Curr.) -0.1 0.1 -0.5 -1.9 1.0

% of Sales 3QFY21 3QFY20 2QFY21 bps bps 9M FY21 9M FY20 bps
RM Cost 74.4 73.5 71.2 88.1 320.9 72.5 70.7 178.8
Employee Expenses 9.4 6.8 13.2 264.9 -373.0 14.2 8.8 539.9
Other Expenses 10.9 14.1 12.8 -319.5 -191.7 13.2 13.2 7.0
EBITDAM Excl Ol (%) 5.3 5.6 2.8 -33.4 243.7 0.0 7.3 -725.7

PATM (%) -0.4 0.7 -5.2 -109.4 476.8 -6.7 2.2 -886.2
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Income Statement Balance Sheet
Y/E (INR mn) FY19 FY20 FY21E FY22E Y/E (INR mn) FY19 FY20 FY21E FY22E
Net Sales 290550 174675 143422 247441 Share Capital (Incl Warrents) 3007 2936 2936 2936
[ 0 _ 0 _ 0 0
% Growth 10.2% -39.9% -17.9% 72.5% Reserves and Surplus 80318 69704 63174 66657
RM Cost 209294 123692 103644 176195 | N
9% Growth 12.2% 40.9% 16.2% 70.0% Total Networt 83324 72640 66109 69592
Employee Expenses 20988 16151 16474 18945 Long Term Debt 2984 12742 12742 12742
% Growth 14.2% -23.0% 2.0% 15.0% Short Term Debt 1000 796 737 1272
Oth Expense 29346 23096 22502 32491 Total Debt 3984 13539 13480 14015
Total Op Exp 259627 162938 142620 227631 o
Net Deferred Tax Liability 2497 2648 2701 2755

EBIDTA (excl Ol) 30923 11737 802 19811
% Growth 4.3%  -62.0% -93.2% 2370.0% Other Liabilities 5549 3228 2275 2880
EBITDA Margin % 10.6% 6.7% 0.6% 8.0% Sources of Funds 95354 92055 84565 89242

Dep./Amortization 6210 6698 8626 8850
Other Income 1508 1234 1295 1360 Net Block 56145 69767 66141 62291
EBIT 26220 6272 -6529 12320
EBIT Margin % 9.02% 3.59% -4.55% 4.98% cwip 2746 4210 4605 4802
Interest Expense 704 1095 2442 2485 Investments 26365 22672 22672 22672
Exceptional Items -549 -1558 -494 -519 Current Assets 81863 51593 46413 98958
EBT 24368 3619  -9465 9317 Current Liabilities 86890 69193 64078 110552
Tax Expenses 5136 1224 -2934 2888

Net Current Assets -5026 -17600 -17665 -11594

PAT 19832 2395 -6531 6429
% Growth 15.5% _87.9% -372.7% -198.4% Other Assets 15124 13006 8812 11070
APAT Margin % 6.8% 1.4% -4.6% 2.6% Application of Funds 95354 92055 84565 89242
Key Ratios Cash Flow
Y/E FY19 FY20 FY21E FY22E Y/E FY19 FY20 FY21E FY22E
Per Share Data (INR) PBT 24,968 3,619 (9,465) 9,317
Reported EPS 6.8 0.8 (2.2) 2.2 AddD ati 6210 6698 8626 8 850
Adj. EPS 6.8 08  (2.2) 22 ‘Depreciation , , , ,
CEPS 8.9 3.1 0.7 5.2 Add: Interest paid 704 1,095 2,442 2,485
DPS 3.1 0.4 - 1.0 Change in Working Capital 1,780 11,859 (10,526) 15,300
BVPS 28.4 24.8 22.6 23.7

Return Ratios (%) Less: Taxes (5,136) (1,224) 2,934  (2,888)
RoACE 14.7% 3.7% -4.2% 7.1% Cash Flow from operations (a) 28,526 22,047 (5,989) 33,063
ROANW 25.5%  3.1% -9.4% 9.5% Change in Fixed Assets (6,876) (7,288) (5,000)  (5,000)
RolC 11.9% 2.9% -2.3% 5.4% ;

Liquidity Ratios Change in CWIP (403) (1,463)  (395) (198)
Net Debt/Equity (0.1) 0.0 0.2 (0.1) Change in Investments (1,850) 3,693 - -
Interest Coverage Ratio 37.3 5.7 (2.7) 5.0 Others (4,531) 1,719 4,243 (2,208)
Current Ratio 0.9 0.7 0.7 0.9

Quick Ratio 0.4 0.4 03 0.4 Cash Flow from Investing (b) (13,660) (3,340) (1,152) (7,406)
Efficiency Ratios Change in Equity (608) (71) - -
Asset Turnover Ratio 1.63 1.02 0.93 142 Debt Raised/(Repaid) (2,142) 9,758 R R
Inventory Days 37.7 27.7 41.2 44.6 — i

Debtor Days 31.5 24.7 38.5 38.5 Dividend pald (9,087) (1,098) - (2,946)
Creditor Days 70.6 89.5 94.7 102.4 Interest paid (704)  (1,095) (2,442) (2,485)
Valuation Ratios Others 458  (2,170)  (900) 659
P/E (x) 13.5 84.4  (55.2) 56.1

P/BV (x) 3.2 28 55 52 Cash Flow from Financing (c) (12,083) 5,325 (3,342) (4,771)
P/CEPS (x) 10.3 222 172.1 23.6 Net Change in Cash (a+b+c) 2,784 24,033 (10,483) 20,886

wvi T 0 0, 0, 0, 0,

Dividend Yield (%) 3.4% 0.5% 0.0% 0.8% Opening Cash 10,422 13,736 13,225 2,692
EV/Net Sales (x) 0.9 1.1 2.5 1.5

EV/EBIDTA (x) 81 148 1717 175 Closing Cash 13,736 13,225 2,692 23,528
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Analyst Certification of Independence: The analyst(s) for this report certifies that all the views expressed in this report accurately reflect his or her personal views about the subject company(ies) or issuers and no part of his or
her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report. The research analysts are bound by stringent internal regulations and also legal and statutory requirements
of the Securities and Exchange Board of India (hereinafter "SEBI") and the analysts' compensation are completely delinked from all the other companies and/or entities of SPA Securities Limited, and have no bearing whatsoever on
any recommendation that they have given in the Research Report. Disclaimer and Disclosures as required under SEBI (Research Analyst) Regulations, 2014: SPA Securities Limited (hereinafter refer as SPA Securities) and its affiliates
are engaged in investment banking, investment advisory, stock broking, institutional equities, Mutual Fund Distributor and insurance broking. SPA Securities is a SEBI registered securities broking Company having membership of
NSE, BSE & MSE!I for Equity, Future & Option, Currency Derivatives segment and Wholesale Debt Market. The Company is focused primarily on providing securities broking services to institutional clients and is empanelled as an
approved securities broker with all the major Nationalised, Private and Co-operative banks, Corporate houses, Insurance Companies, Financial Institutions, Asset Management Companies and Provident Fund Trusts. Details of affiliates
are available on our website i.e. www.spasecurities.com.

SPA Securities Limited is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014. Vide SEBI Reg. No. INH00002615.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in the last five years. We have not been debarred from doing business by any Stock
Exchange/SEBI or any other authorities, nor has our certificate of registration been cancelled by SEBI at any point of time.

General Disclosures: This Research Report (hereinafter called "report”) has been prepared by SPA Securities and is meant for sole use by the recipient and not for circulation. This Report does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. The recommendations, if any, made herein are expression of views and/or opinions and should not be deemed or construed
to be neither advice for the purpose of purchase or sale of any security, (as defined under section 2(h) of securities Contracts (Regulation) Act. 1956, through SPA Securities nor any solicitation or offering of any investment /ftrading opportunity
on behalf of the issuer(s) of the respective security (ies) referred to herein. Recipients of this Report should rely on information/data arising out of their own investigations. Readers are advised to seek independent professional advice
and arrive at an informed trading/investment decision before executing any trades or making any investments.

This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by SPA Securities to be reliable, although its accuracy and completeness cannot be guaranteed. Such
information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. Any review, retransmission or any other use is prohibited.
The information, opinions, views expressed in this Research Report are those of the research analyst as at the date of this Research Report which are subject to change and do not represent to be an authority on the subject. While
we would endeavour to update the information herein on a reasonable basis, we are under no obligation to update the information. Also, there may be regulatory, compliance or other reasons that prevent us from doing so. Hence all
such information and opinions are subject to change without notice.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading
and investing businesses may make investment decisions that may be inconsistent with the recommendations expressed herein.

This Research Report should be read and relied upon at the sole discretion and risk of the recipient. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of this Disclaimer, your sole and
exclusive remedy is to stop using this Research Report. Neither SPA Securities nor its affiliates or their respective directors, employees, agents or representatives shall be responsible or liable in any manner, directly or indirectly, for
the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in
the NAVSs, reduction in the dividend or income, etc.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. SPA Securities may have issued other reports in the past that are inconsistent with and
reach different conclusion from the information presented in this report.

SPA Securities, its affiliates and employees may, from time to time, effect or have effected an own account transaction in, or deal as principal or agentin or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report.

The user should consult their own advisors to determine the merits and risks of investment and also read the Risk Disclosure Documents for Capital Markets and Derivative Segments as prescribed by Securities and Exchange Board
of India before investing in the Indian Markets.

Agraph of daily closing prices of securities is available at www.nseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser and select the "three years" icon
inthe price chart).

Disclaimers in respect of jurisdiction: This report s not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject SPA Securities or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is
inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published for any purposes
without prior written approval of SPA Securities.
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Disclosure of interest statement Yes/No
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