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Seasonally weak quarter, outlook remains buoyant

Q1 FY23 Result Update

Ashok Leyland (AL) reported topline decline of 17% qoq at 72.2 bn and a growth of 145%
yoy. The qoq decline was driven by 19% qoqg volume fall, while the yoy growth in topline
was driven by 120% volume growth. However, the base quarter of last year being too low,
we need to analyze based on Q4 numbers only. The realizations were up qoq on price hikes
taken during the quarter and better product mix. (1) Higher mix of the M&HCV segment
as well as higher mix of tractor trailer and >25T segment within the truck segment, (2)
lower discounts and (3) price hikes led to growth in ASPs. EBITDA margins came in at 4.4%
down by 450 bps sequentially. This was due to increased commodity costs and higher other
expenses led by marketing costs associated with new launches in Q1. All other cost items
below operating levels remained more or less flattish, PAT adjusted for one-time gain of

%130 mn came in at 530 mn down from 4.3 bn gogq.

Demand outlook in MHCVs to remain robust

We are witnessing a superlative performance by the CV sector, especially on its heavier side
due to economic recovery, pandemic losing its severity and underlying parameters such
as infrastructure and mining activities and construction activities falling in place. As the
market has completely opened up, we see the truck numbers moving up further. We saw
demand for tippers and MAVs moving up strongly followed by haulage vehicles and tractor
trailers. The demand for buses is also expected to recover with opening of schools, colleges
and offices. Following factors should drive the demand further -(1) increased government
spends on infrastructure development and (2) strong replacement segment demand aided
by higher fleet utilization levels. (3) New launches. The company recently launched the
e-Comet Star ICV CNG range to address the gap in its portfolio (CNG mix in ICV segment
has reached ~40% in FY2022 from 13% in FY2019). As a result, the company has improved
its market share to ~32% in Q1 FY23 (from 26.1% in Q3 FY22). The company launched two
tractor trailers (4225 and 4825 models) during the quarter. AL has currently an order book
of 600 EV buses under its SWITCH India business strategy pertaining to electrification of its
vehicles. Overall, we expect AL's market share to reach ~35% in FY2023E with easing of chip
shortage issue. Management expects MHCV truck segment to grow at 15-20% and the Bus
segment to grow at 30-35% in FY23E.

Key Financials FY 21 FY 22 FY 23E FY 24E
Revenues (X bn) 154.82 216.88 268.84 332.62
EBITDA (%) 4.6% 4.6% 7.5% 10.5%
PAT (%) -0.9% 2.5% 3.5% 6.2%
Adj EPS (X) -0.41 0.11 3.20 7.01
P/E (x) - - 48.1 22.0
P/B(x) 6.5 6.2 5.7 4.8
EV/EBITDA (x) 67.6 48.0 23.3 13.1
ROCE(%) -0.3% 2.2% 11.9% 22.3%
ROE(%) -1.9% 7.4% 11.7% 21.8%
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Rating BUY
Current Market Price () 154
12 M Price Target (X) 175
Potential upside (%) 14

FV () : 1
Total Market Cap (X bn) : 452
Free Float Market Cap (X bn) : 222
52-Week High / Low (X) : 158 /93
2-Year High / Low (X) : 158 /49
1 Yr Avg. Dly Traded Volume (in lakh) 175
BSE Code / NSE Symbol 500477 / ASHOKLEY
Bloomberg : AL IN

Shareholding Pattern

(%) Jun-22 Mar-22 Dec-21 Sep-21
Promoter 51.54 51.54 51.54 51.54
FPIs 15.03 13.45 15.05 16.33
MFs 14.93 15.43 14.08 13.63
Insurance 5.34 4.97 5.16 4.53
Others 13.16 14.61 14.17 13.97
Source: BSE

Price Performance

(%) im 3M 6M 1YR
Ashok Leyland 55% 21.4% 18.2% 16.2%
Nifty 50 10.1% 1.4% -13% 10.0%

* To date / current date : August 1,2022
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LCV sales to bounce back strongly as chip shortage issue revives

LCVs are currently facing some issues due to chip shortage. However, as this issue resolves,
LCV are expected to be back on track quickly, which we expect to happen by Q3 FY23. The
company has a LCV portfolio of products such as Dost and its variant Bada Dost, Guru, Mitra
and Partner models. As the trend for online shopping increases, LCVs are finding demand for
last mile transportation. LCVs being a high margin business are expected to add operating
synergies and provide cost benefits to the company. Management mentioned that LCV volumes
are driven by increased demand for last-mile connectivity, especially from the e-commerce,
pharma and consumer durable sectors. Going forward with new launches in the segment (CNG
and EV variants), we foresee a strong growth in the coming years. Management expects this

segment to grow at 8-10% in FY 23E.

Margins to recover further as input costs are expected to soften whilst demand surges
Q1 witnessed EBITDA margins dropping down to 4.4%, down 450 bps qoq, as input costs
including steel prices spiralled northwards and marketing costs moving up on the launch of
increased spends associated with new launches. Going forward, management expects input
costs to soften in FY 23. Also management has indicated towards multiple price hikes in FY23
as demand moves up and discounting goes down. The company is also into stringent cost
cutting initiatives, adding value added products to their portfolio, while improving demand for
higher tonnage trucks, haulage, ICVs & LCVs will augur well for margins. We expect 7.5%/10.5%
margins in FY 23E/24E respectively.

Quarterly Financial Snapshot

YE Mar (X mn) Q1 FY23 Q4 FY22 % qoq Q1 FY22 % yoy
Total income 72,229 87,443 -17.4% 29,510 144.8%
Raw Material Cost 57,281 68,421 -16.3% 21,873 161.9%
Staff Cost 4,454 4,376 1.8% 4,243 5.0%
Other Expenses 7,291 6,885 5.9% 4,795 52.0%
Total Expenses 69,026 79,682 -13.4% 30,911 123.3%
EBITDA 3,203 7,761 -58.7% (1,401) -
EBITDA margin (%) 4.4% 8.9% (450 bps) -4.7% 910 bps
Other Income 256 242 6.1% 134 91.3%
Depreciation 1,824 1,954 -6.6% 1,835 -0.6%
Interest 689 765 -9.9% 707 -2.6%
PBT 946 5,284 - (3,809) -
Total tax 396 973 -59.3% (1,003) -
Adjusted PAT 550 4,312 . (2,806) .
Exceptional items 130 4,703 -97.2% (17) -
Reported PAT 680 9,014 . (2,823) .

Source: Company, LKP Research
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Outlook and Valuation

The company posted expectedly weak set of numbers in the seasonally weak Q1 when compared
sequentially. As covid seems to be a past now, the CV demand is firming up well, supported by
higher influx of infra projects, which may drive demand further. New launches also should help
AL to further improve sales and fill in the gaps within the portfolio. LCV demand has been
strong throughout the pandemic and is expected to strengthen as last mile transportation
is a flourishing business, mainly driven by e-com success. Also, we expect AL to gain market
share given its new launches in CNG, tractor trailer and tipper segments. Buses demand is also
expected to revive with pandemic fading off and markets completely opened up. On the margin
front, modular programs, cost cutting initiatives, price hikes, superior product mix along with
softening input costs should help margin growth. The near-term demand recovery may come
under pressure due to higher interest costs and fuel cost hikes; however, we remain optimistic
over the medium term led by pickup in the replacement segment given higher fleet utilization

levels and strong fleet operators’ profitability. We maintain BUY with a higher target of X175.

Per unit parameters Q1 FY23 Q4 FY22 Q3 FY22 Q2 FY22 Q1 FY22 Q4 Fy21 Q3 FY21 Q2 Fy21
Avg Price Realisation (net) 18,21,606 17,94,842 16,24,310 16,17,918 16,40,629 15,88,856 13,68,213 13,45,014
Material cost / unit (X) 14,44,619 14,04,403 12,65,695 12,40,714 12,16,017 12,21,832 10,18,280 9,57,874
Staff cost / unit () 1,12,333 89,817 1,26,892 1,45,284 2,35,898 91,148 1,29,183 1,77,163
Other Expn / unit (X) 1,83,882 1,41,321 1,66,021 1,83,036 2,66,598 1,54,639 1,48,611 1,71,876
Total Expn / unit (X) 17,40,833 16,35,541 15,58,608 15,69,034 17,18,513 14,67,619 12,96,075 13,06,914
EBITDA per unit () 80,773 1,59,301 65,701 48,884 -77,884 1,21,237 72,138 38,100
APAT per unit () 13,879 88,501 -10,641 -30,211 -1,56,007 46,255 7,575 -68,780
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Income Statement Balance Sheet
(X mn) FY 21 FY 22 FY 23E FY 24E (X mn) FY 21 FY 22 FY 23E FY 24E
Total Revenues 1,54,822 2,16,883 2,68,835 3,32,624 EQUITY AND LIABILITIES
Raw Material Cost 1,14,033 1,67,611 2,01,626 2,42,816 Shareholder's funds
Employee Cost 15,839 16,946 18,818 22,286 Share capital 2,936 2,936 2,936 2,936
Other Exp 17,791 22,381 28,228 32,597 Reserves and surplus 66,837 70,434 77,009 91,418
EBITDA 7,159 9,945 20,163 34,926 Total networth 69,772 73,369 79,944 94,354
EBITDA Margin(%) 4.6% 4.6% 7.5% 10.5% Non current liabilities
Other income 1195 761 1200 1700 Long term borrowings & provs 27,476 30,508 26,508 24,508
Depreciation 7,477 7,528 7,013 7,544 Deferred tax liabilities 1707.9 1443.6 1443.6 1443.6
Interest 3068 3011 2151 1996 Current liabilities
PBT (2,191) 168 12,199 27,086 Short term borrowings 11707 6565 4565 2065
PBT Margin(%) -1.4% 0.1% 4.5% 8.1% Current liabilities & provisions 63,644 79,854 85,668 1,00,336
Tax (982) (142) 2,806 6,501 Other current liabilities 7,387 9,054 7,387 7,387
Adj PAT (1,209) 310 9,393 20,585 Total equity and liabilities 1,84,499 2,03,338 2,08,060 2,32,638
Adj PAT Margins (%) -0.8% 0.1% 3.5% 6.2% ASSETS
Exceptional items -120.5 5108.3 0.0 0.0 Net block 53,097 49,771 48,758 51,214
PAT (1,329) 5,419 9,393 20,585 Capital work in progress 2,288 1,111 911 711
PAT Margin (%) -0.9% 2.5% 3.5% 6.2% Intangible assets 18,838 17,069 17,069 17,069
Non current investments
. Long term loans and advances 370 0 0 0
Key Ratios
Long term investments 35,391 40,168 43,168 49,168
YE Mar Fy21 FY 22 FY 23E FY 24E Total non current assets 1,09,984 1,08,120 1,09,907 1,18,163
Per Share Data () Current assets
Adj. EPS -0.41 011 3.20 7.01 Inventories 21,423 20,752 24,858 33,262
CEPS 2.1 2.7 5.6 9.6 Trade receivables 28,160 31,110 40,509 43,009
BVPS 23.8 25.0 27.2 32.1 Cash and cash bank 5,301 9,942 12,354 17,771
DPS 0.0 0.6 1.0 21 Short term loans and advances 208 0 0 0
Growth Ratios(%) Other current assets 16,495 19,906 19,906 19,906
Total revenues -11.4% 40.1% 24.0% 23.7% Total current assets 74,515 95,218 98,155 1,14,476
EBITDA -39.0% 38.9% 102.7% 73.2% Total Assets 1,84,499 2,03,338 2,08,060 2,32,638
PAT - - - 119.2%
EPS Growth - - 2927.1% 119.2% Cash Flow
Valuation Ratios (x)
S — (X mn) FY 21 FY 22 FY 23E FY 24E
PE - - 48.1 22.0
PBT -3,137 5,418 9,393 20,585
P/CEPS 72.1 57.7 27.6 16.1 L
Depreciation 7,286 7,367 7,013 7,544
P/BV 6.5 6.2 5.7 4.8
Interest 3,068 3,011 2,151 1,996
EV/Sales 3.1 2.2 1.7 1.4 } ) )
Chng in working capital 6,651 -4,653 13,579 -11,358
EV/EBITDA 67.6 48.0 233 13.1 )
Tax paid 779 714 -2,806 -6,501
Operating Ratios (Days) .
Other operating cash flows -14,435 14,612 -22,132 19,122
Inventory days 50.5 349 45.0 50.0
. Cash flow from operations (a) 211 26,469 7,199 31,388
Recievable Days 66.4 52.4 55.0 59.0 | J
. . ) 1 ) ) )
Payables day 139.1 126.5 110.0 105.0 Capital expenditure 6,56 4,000 -5800  -9,800
N . Chng in investments -3,677 -165 -3,000 -6,000
Profitability Ratios (%) i ) L
ROCE -0.3% 2.2% 11.9% 22.3% Other investing activities 488 -10,425 12,981 0
Cash flow fi i ti b -9,751 -14,590 4,181 -15,800
ROE 1.9% 7.4% 11.7% 21.8% ash flow from investing (b)
Inc/decinb i 4,901 -2,567 -4,000 -2,000
Dividend payout 0.0% 32.5% 30.0% 30.0% nc/dec in borrowings
Dividend paid (incl. tax) 0 -1,761 -2,818 -6,176
Other financing activities -2,841 -2,908 -2,151 -1,996
Cash flow from financing (c) 2,061 -7,236 -8,969 -10,171
Net chng in cash (a+b+c) -7,479 4,643 2,411 5,417

Closing cash & cash equivalents 5,302 9,944 12,354 17,771
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DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-L67120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in 1992 and
is one of India's leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of
India Limited(NSE), MCX Stock Exchange Limited (MCX-SX).LKP along with its subsidiaries offers the most comprehensive avenues for investments and is engaged in the
businesses including stock broking (Institutional and retail), merchant banking, commodity broking, depository participant, insurance broking and services rendered in
connection with distribution of primary market issues and financial products like mutual funds etc.

LKP hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years.
However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied minor penalty on LKP for
certain operational deviations in ordinary/routine course of business. LKP has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities;
nor has its certificate of registration been cancelled by SEBI at any point of time.

LKP offers research services to clients. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the
subject company or companies and its or their securities, 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.

Other disclosures by LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this report-:
Research Analyst or his/her relative’s financial interest in the subject company. (NO)
LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or research entity
(LKP) has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding
the date of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject company in the
past 12 months.

LKP or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past 12 months.

LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may have co-
managed public offering of securities for the subject company in the past twelve months.

Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. 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.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not
limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material
is provided herein. This report is not directed to, 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 or regulation or which would subject LKP or its group
companies to any registration or licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation to any U.S. person
for the purchase or sale of any financial instrument or as an official confirmation of any transaction to any U.S. person.

Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in Canada or used
by private customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP or its Group Companies. The information contained herein is not
intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication
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