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Ticking the right boxes to tackle slowdown

Ashok Leyland’s (AL) 2QFY20 earnings were in line with our estimate at Rs1.04bn, down 78%
YoY, after adjusting for extraordinary expense of Rs648mn (Rs447.4 was due to VRS scheme).
Effective tax was negative in the quarter due to MAT credits. Revenue was largely in line with our
estimate at Rs39.3bn and was down 48.4% YoY. However, EBITDA margin was below our estimate
and declined 360bps QoQ to 5.8% due to negative operating leverage. AL's gross margin
improved both YoY and QoQ during the quarter on the back of a benign commodity prices, cost
reduction efforts and favorable product mix, partially offset by negative operating leverage on
lower volume and higher discounts. Management indicated that company has saved costs of
nearly Rs2,000-2,300mn in H1FY20 on efficient cost management across all the functions and
expects to save costs totaling to Rs5,000mn for the current year. Company also announced VRS
scheme during the quarter. Management indicated that these cost saving will be sustainable.
Company is also focusing on inventory rationalization to facilitate a smooth BS-VI transition.
Total pipeline inventory reduced from 27,500 units at the start of the 2"d quarter to ~13,200 units
by the end of Oct’19. Inventory with dealers stood at about 3,000-3500 units. The company has
scaled up inventory in anticipation of some pre-buying in 1QFY20. Company will introduce
modular platform across its entire product portfolio from April’20 along with BS-VI, which will
allow customers to customize the products as per its utilization and will be an attractive value
proposition for customers. New models on modular platform will come with right as well as left
hand drive so it can be exported. This platform reduces manufacturing complexity and improves
productivity, thus making operations more efficient. We believe that all these measures will help
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AL when the CV cycle revives. We have revised our volume forecast by -12%/-5%+5% and PAT ~ Key Data
forecast by -28%/-10%/11% for FY20/21/22. We raise our target multiple to 17x from 15x earlier  Gyrent Shares 0/S (mn) 29355
(last 5 year average one year forward PER is 21x) as we expect a revival in CV cycle from FY21,
led by better GDP growth and lower base. We expect 10%/14% YoY volume growth in FY21/22. Mkt Cap (Rsbn/USSbn) 232513.3
Our revised target price is Rs92 and we maintain our BUY rating. 52 Wk H/L (Rs) 120/57
Demand scenario remains bleak, potential pre-buying can be a savior: While axle load norms and )
GST affected demand for long haul sehicles (v?/hich isY st?uctural in nature), demand for Passenger Bus, Daily Vol. (3M NSE Avg.) 38,671,680
ITD and LCVs have been fairly stable/moderately weak. Management feels that demand revival for
Tippers will be much slower than other segments. Management, however, sees some green shoots like
good monsoon, stable freight rate, improved financing, government measures to revive the economy, Price Performance (%)
likely announcement of scrappage policy etc and believes that CV industry has bottomed out and will see 1M 6M 1Yr
some recovery going forward. Management stated that there are some indications that there will be pre-
buying for 6-8 weeks but it will be difficult to predict upturn in cycle. AL is using this slowdown as an  Ashok Leyland 15.4 (78) (33.0)
opportunity to implement some structural measures, including cost reduction, productivity focus and new Nifty Index 5.4 56 125
product development which management believes will make the company more resilient.

Source: Bloomberg
Y/E March (Rsmn) 2QFY19 1QFY20 2QFY20 YoY (%) QoQ (%) FY19YTD FY20YTD YoY (%)
Net sales 76,080 56,839 39,295 (48.4) (30.9) 1,38,581 96,134 (30.6)
COGS 55,288 39,737 27,133 (50.9) (31.7) 98,799 66,870 (32.3)
% of sales 72.7 69.9 69.0 (3.6) (0.9) 71.3 69.6 (1.7)
Gross margin % 27.3 30.1 31.0 370bps 90bps 28.7 304 170bps
Employee costs 5174 5,004 4,321 (16.5) (13.7) 10,104 9,326 (7.7)
% of sales 6.8 8.8 11.0 42 2.2 7.3 9.7 24
Other expenses 7,559 6,728 5,555 (26.5) (17.4) 15,143 12,283 (18.9)
% of sales 9.9 11.8 14.1 42 2.3 10.9 12.8 1.8
EBITDA 8,059 5,370 2,286 (71.6) (57.4) 14,535 7,656 (47.3)
EBITDA margin % 10.6 9.4 5.8 (480bps) (360bps) 10.5 8.0 (250bps)
Depreciation 1,402 1,646 1,600 14.2 (2.8) 2,832 3,247 14.6
Interest expenses 174 126 301 734 140.0 290 427 47.3
Other income 281 211 455 61.7 115.9 781 666 (14.8)
Exceptional item 159 201 648 369 849
PBT 6,606 3,607 191 (97.1) (94.7) 11,825 3,798 (67.9)
Tax 2,010 1,305 -198 (109.8) (115.1) 3,529 1,108 (68.6)
Effective tax rate % 304 36.2 -103.4 29.8 29.2
PAT 4,596 2,302 389 (91.5) (83.1) 8,297 2,691 (67.6)
Adj PAT 4,707 2,503 1,037 (78.0) (58.6) 8,555 3,540 (58.6)
Adj PAT margin % 6.2 44 2.6 (360bps) (180bps) 6.2 37 (250bps)
EPS 1.6 0.9 0.4 (78.0) (58.6) 29 12 (58.6)

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY21E
Volume (units) 174,851 197,366 148,101 162,367 185,294
Yo growth (%) 20.5 12.9 -25.0 9.6 14.1
Net sales 262,479 290,550 228,683 259,997 309,331
Yo growth (%) 31.1 10.7 -21.3 13.7 19.0
EBITDA 27,390 31,357 20,581 25,740 32,480
EBITDA margin (%) 10.4 10.8 9.0 9.9 10.5
Adjusted PAT 15,748 20,407 10,407 13,240 18,367
EPS 54 7.0 35 45 6.3
Yo change (%) 35.1 29.6 (49.0) 27.2 387
RoCE (%) 29.8 29.2 14.0 18.1 27
RoE (%) 22.0 24.5 12.2 14.8 18.9
PIE (x) 14.8 114 223 17.6 12.7
EV/Sales (x) 0.6 0.7 0.9 08 0.6
EV/EBITDA (x) 6.2 6.3 9.8 7.7 56

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Change in our estimates

YIE March (Rsmn) New estimate Old estimate Change (%)

FY20E FY21E FY21E FY20E FY21E FY21E FY20E FY21E FY21E
Volume 148,101 162,367 185,294 | 168,507 170,266 177,174 (121) (4.6) 4.6
Net sales 228,683 259,997 309,331 | 256,893 270,783 294,484 (11.0) (4.0) 5.0
EBITDA 20,581 25,740 32,480 26,460 27,891 31,510 (22.2) (7.7) 3.1
EBITDA margin (%) 9.0 9.9 10.5 10.3 10.3 10.7 | (130bps)  (40bps)  (20bps)
Adj PAT 10,407 13,240 18,367 14,539 14,682 16,555 (28.4) (9.8) 10.9

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Deviation of consensus estimates from actual performance in 2QFY20

(Rsmn) Actual Our estimate Deviation

2QFY20 2QFY20 (%)
Net sales 39,295 40,254 (2.4)
EBITDA 2,286 3,019 (24.3)
EBITDA (%) 5.8 7.5 (170bps)
Adj. PAT 1,037 1,039 (0.3)

Source: Nirmal Bang Institutional Equities Research

Conference-call key takeaways:

o Demand outlook: Management expected FY20 to be growth year driven by pre-buying before BS-VI
introduction. However, confluence of reasons weakened the macroeconomic environment and thus
consumer sentiments which led to industry volume decline of 17% in 1Q and 53% in 2Q. While axle load
norms and GST affected demand for long haul vehicles (which is structural in nature), demand for
Passenger Bus, ITD and LCVs have been fairly stable/moderately weak. Management feels that demand
revival for Tippers will be much slower than other segments. Management, however, sees some green
shoots like good monsoon, stable frieght rate, improved financing, government measures to revive the
economy, likely announcement of scrappage policy etc and believes that CV industry has bottomed out and
will see some recovery going forward. Management stated that there are some indications that there will be
pre-buying for 6-8 weeks but it will be difficult to predict upturn in cycle. AL is using this slowdown as an
opportunity to implement some structural measures including cost reduction, productivity focus and new
product development which management believes will make the company more resilient.

o Volume & market share: Industry volume for M&HCV declined by 53% YoY to 48,150 units in 2QFY20,
while the company’s volume declined by ~59% YoY. The company’s market share in M&HCV segment
declined by 460bps to 30.4% for 2QFY20. For 1HFY20, however, company’s market share was stable at
32.6% compared with 1HFY19. While the company gained market share in 1QFY20, its focus on inventory
management in 2QFY20 resulted in market share loss during the quarter. Retail sales were better than
wholesales during the quarter (though retail sales de-grew YoY) and company’s retail market share for
1HFY20 stood at 36.2% (similar YoY).

Ashok Leyland
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o Margins & cost reduction program: AL’s margin improved sharply during the quarter on the back of a
benign commodity prices, cost reduction efforts and favorable product mix, partially offset by negative
operating leverage on lower volume and higher discounts. Management indicated that company has saved
costs of nearly Rs2,000-2,300mn in 1HFY20 on efficient cost management across all the functions and
expects to save costs totaling to Rs5,000mn for the current year. Company also announced VRS scheme
during the quarter. Management indicated that these costs saving will be sustainable.

o New platforms: Company will introduce modular platform across its entire product portfolio from April'20
along with BS-VI which will allow customers to customize the products as per its utilization and will be an
attractive value proposition for customers. New models on modular platform will come with right as well as
left hand drive so it can be exported. This platform reduces manufacturing complexity and improves
productivity, thus making operations more efficient. Company is also working on ‘Phoenix’ project details of
which will be revealed towards the end of FY20.

o Exports: Company is redrawing its exports strategy and has much larger product portfolio to offer to its
customers globally. Traditional markets of UAE & Middle-east, including Bangladesh, Srilanka and Nepal
have been facing slowdown which impacted company’s international operations. However, regions like
Saudi Arabia, UAE and Bangladesh are seeing some revival. Management indicated that lot of project sales
from Africa will come in 2" half and thus 2HFY20 will be much better than 1HFY20. Management believes
that the launch of all the products on modular platform along with left hand driving option from April'20 will
lead to higher export volumes in FY21.

e BS-VI: The company’s BS-VI program is on course and it is the 15t player in the industry to be certified by
ARAI for the entire range of M&HCV. Management stated that BS-IV Chassis production will continue fill
mid-Feb 2020 and fully built vehicle till Mar'20 depending on the demand scenario. Company is working to
ensure minimum damage in transition to BS-VI in terms of balancing between demand and inventory
management. In 1QFY20 earnings call, management had stated that cost increase due to BS-VI could
range between 15% and 30% but it is more concerned in getting product performance right rather than
costs post BS-VI implementation.

¢ Inventory levels: Total pipeline inventory reduced from 27,500 units at the start of the 2 quarter to
~13,200 units by the end of Oct'19. Inventory with dealers stood at about 3,000-3500 units. The company
has scaled up inventory to gain market share in 1QFY20 and focused on rationalising the same during the
current quarter. Management estimates industry’s inventory to be pretty low and at comfortable level.

o Discounts: Industry-wide discounting has been rampant and the average discount per vehicle rose to
~Rs0.525mn in 2QFY20 as against ~Rs0.42mn in 2QFY19 and ~Rs0.35-0.4mn/vehicle in 1QFY20.
Company partly compensated the dealers for higher discounts which had some impact on margins.

e Capex: Capex guidance for FY20 stands at Rs18,000mn as against Rs23,000mn earlier. Majority of the
capex is towards modular business program, phoenix project, BS-VI, EVs etc. Capex outflow in 1HFY20
stood at Rs5,500mn (lower outflow in H1) as company has been delaying some of the capex outflow to
better manage the cash. Capex for FY21 will be lower than the current year.

Ashok Leyland: Volume and market share trend

Exhibit 4: M&HCV Trucks - Domestic volume & YoY growth (%)  Exhibit 5: M&HCV Trucks - Domestic market share (%)
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a relationship beyond broking

Exhibit 6: M&HCV Buses - Domestic volume & YoY growth (%) Exhibit 7: M&HCV Buses - Domestic market share (%)
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Exhibit 8: LCV - Domestic volume & YoY growth (%) Exhibit 9: LCV - Domestic market share (%)
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Exhibit 10: P/E chart
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Financials
Exhibit 11: Income statement Exhibit 12: Cash flow
Y/E March (Rsmn) FY18  FY19  FY2E FY21E  FY22E  Y/E March (Rsmn) FY18  FY19 FY2E FY2IE  FY2%E
Net Sales 262,479 290,550 228,683 259,997 309,331  OP/(loss) before tax 21844 25147 13,023 16,757 22,204
% Growth 311 10.7 (21.3) 13.7 19.0  Depreciation & amortization 5,546 6,210 7,558 8982 10,276
Raw material 186,213 206,796 158,935 181,998 216,841  Otherincome 1,898 1,099 1,244 1,331 1,441
Staff costs 18,119 20,988 19,438 20,800 24,128  (Inc.)/dec. in working capital 28,341 (29,030) 3,404 5,545 7,290
Other expenses 30,757 31,409 29,729 31,460 35,882  Direct taxes paid (4,966) (5623) (2,602) (3,310)  (4,592)
Total expenses 235,089 259,192 208,101 234,257 276,852  Otherl/extra-ordinary ltems 1,671 359  (1,191) (1,286)  (1,429)
EBITDA 27390 31,357 20581 25740 32,480 273;1 flow from operations (after 54433 (1837) 21437 28020 35190
% Growth 24 15 (344 251 %82 o oital expendiure () (7,534) (15167) (18,000) (14,000) (10,000)
EBITDA margin (%) 104 108 8.0 9.9 105 \et cash after capex 46,799 (17,003) 3437 14020 25190
Other income 1898 1099 1244 A3 A e investing activies (20238) 31661 (5000) (8,000) (10,000)
interest costs 1312 08 A28 188 888y idends paid () (7.13)  (9098) (7.339) (7926)  (8.807)
Ereo%rtet():;g(r)gtax bofore 5546 6210 758 8982 10276 ) ecy in total borrowings (0605) (1877) 8742 (7538)  (4,186)
exoapfonsl o) 22429 25543 13009 16550 22958  Ophers 81 8 ] )
Exceptional items 122 575 - - - Cash from financial activities (16,637) (10,966) 1,403 (15,464) (12,992)
Tax 6,681 5,136 2,602 3,310 4,592 Opening cash balance 9120 10,044 13,736 13,576 4133
Adj PAT 15,748 20,407 10,407 13,240 18,367  Closing cash balance 10,044 13,736 13,576 4,133 6,330
% Growth 35.1 29.6 (49.0) 27.2 38.7  Change in cash balance 924 3,692 (160)  (9,444) 2,198
Adj PAT margin (%) 6.0 7.0 46 5.1 5.9 Source: Company, Nirmal Bang Institutional Equities Research
EPS (Rs) 54 7.0 35 45 6.3
% Growth 35.1 29.6 (49.0) 27.2 387
DPS (Rs) 24 3.1 25 2.7 3.0
Payout (incl. div. tax) (%) 52.3 52.8 81.1 68.8 551  Exhibit 14: Key ratios
Source: Company, Nirmal Bang Institutional Equities Research Y/E March FY18  FY19 FY20E FY21E FY22E
Exhibit 13: Balance sheet Per share (Rs)

EPS 54 7.0 35 45 6.3
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E EPS Growth (%) 35.1 26 (49.0) 979 387
Share capital 2,927 2,936 2,936 2,936 2,936 Cash EPS 73 9.1 6.1 76 98
Reserves 68,721 80,389 82267 86,295 94427 Book value per share 245 284 29.0 304 332
Net worth 71648 83324 85202 89,231 97,362 DPS 24 3.1 25 27 3.0
Total debt 5157 3984 13984 7984 4484 bt (indl. div. tax) % 53 58 814 688 551
Net deferred tax liability 2,984 2,497 2,497 2,497 2,497 Valuation (x)
Capital employed 79,789 89,806 101,683 99,712 104,344 PIE 148 14 293 176 127
Gross block 63,121 75926 93,926 107,926 117,926 Cash PIE 109 8.7 129 105 8.1
Depreciation 13,378 19,791 27,349 36,331 46,608 EV/EBITDA 6.2 6.3 938 77 56
Net block 49,742 56,135 66,577 71594 71,318 EV/Sales 06 0.7 09 0.8 06
Capital work-in-progress 4,012 6,576 6,576 6,576 6,576 P/BY 32 28 27 26 24
Investments 58,026 26,365 31,365 39,365 49,365 Dividend yield (%) 31 39 32 34 338
Inventories 17,099 26,847 22555 24931 29,662 Return ratios (%)
Debtors 9,805 25055 19,720 22,421 28,814 RoCE 29.8 29.9 140 18.1 297
Cash 10,044 13,736 13,576 4,133 6,330 RoE 220 245 129 14.8 189
Loans & advances & Other 17132 27520 28869 30285 30880  Proftabilty ratios (%)
Total current assets 54080 93158 84720 81770 95687  EBITDA margin 104 108 9.0 9.9 105
Creditors 46586 50179 30495 44903 55086 PAT margin 6.0 70 46 5.1 59
Othe_r.current liabilities & 30486 42249 48060 54690 63516 Turnover ratios
provisions Debors (days) 14 31 31 31 34
Total current liabilities 86,072 92428 87,555 99,593 118,602

Inventory (days) 24 34 36 35 35
Net current assets (31,992) 729 (2,835) (17,824) (22,916) )
Application of funds 79,789 89,806 101,683 99,712 104,344 Creditors (days) % 63 63 63 6

Asset turnover (x) 3 3 2 3 3
Source: Company, Nirmal Bang Institutional Equities Research Leverage Ratio

Debt/equity (x) 0.1 0.0 0.2 0.1 0.0

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

* Coverage shifted to Anish Rankawat wef 2 August 2019
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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: I/We, Mr. Anish Rankawat, the research analyst and Mr. Ronak Mehta, the research associate, the authors 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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