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Stock Info

Bloomberg ALIN
Equity Shares (m) 2,927
M.Cap.(INRb)/(USDb) 335.7/4.5
52-Week Range (INR) 168 /103
1, 6, 12 Rel. Per (%) -4/-23/-18
12M Avg Val (INR M) 2274
Free float (%) 48.9

Financials Snapshot (INR b)

Y/E Mar 2018 2019E 2020E
Net Sales 262.5 304.6 365.1
EBITDA 27.4 33.7 42.5
PAT 15.8 20.4 26.0
EPS (INR) 54 70 89
Gr. (%) 239 296 273
BV/Sh (INR) 245 284 341
RoE (%) 23.7 264 284
RoCE (%) 20.7 236 26.1
P/E (x) 21.2 164 129
P/BV (x) 47 40 3.4

Shareholding pattern (%)

As On Jun-18 Mar-18 Jun-17
Promoter 51.1 51.3 51.3
DII 10.2 11.2 9.5
Fll 23.5 23.3 22.2
Others 15.1 14.3 17.0

FIl Includes depository receipts

Stock Performance (1-year)

Ashok Leyland
Sensex - Rebased

Focus on expanding and creating new profit/revenue pools

Over FY18-21, we expect domestic M&HCV volumes CAGR of ~“8% (base case), driven by
economic recovery, proliferation of hub & spoke model, and overload restrictions. The
growth rate could be even higher (~18% CAGR) if the proposed scrappage policy (for
vehicles over 20 years old) is implemented in FY21. The competitive environment is
benign, as reflected in the consistent price increases taken by OEMs and the stability in
gross margins. After gaining market share profitably over FY15-18, Ashok Leyland (AL) is
now shifting its focus toward expanding and creating new revenue/profit pools. This
should likely drive revenue/EBITDA/PAT CAGR of 12%/15%/16% over FY18-22. A sharp
improvement in the key performance indicators would be key driver of further re-rating.

Unlike last three years, macros/regulations are now supportive

®m  Domestic M&HCV volumes increased at ~13% CAGR (FY15-18) from the
downcycle of FY13/14, despite mixed macro trends, led by the recovery in
infra and agri activity, and the strict implementation of the overload ban.

m  We expect domestic M&HCV volumes CAGR of ~8% (under our base-case
scenario) over FY18-21, driven by an economic recovery, proliferation of the
hub & spoke model for the transport of goods, and increased demand for truck
makers due to overload restrictions. The growth rate could be even higher
(~18% CAGR) if the scrappage policy is implemented in FY21.

m Despite several headwinds (easing of the overloading ban in UP, an increase
in rated load and a significant rise in diesel cost), momentum in CV demand
remains healthy (growth of ~55% in FY19YTD, though off a low base — 1QFY18
had a pre-buy impact), indicating strength in the underlying demand drivers.

Low risk of substantial volume decline in FY21; competitive intensity

remains benign

m  We believe that M&HCV demand would be influenced by several factors in
FY21. These include (a) the underlying economic environment, (b) the impact
of pre-buy (in FY20 ahead of BS6 from April 2020), (c) operationalization of

170 dedicated freight corridors (DFCs) and (d) the potential benefits from the
150 implementation of the proposed scrappage policy.
130 m Contrary to the general perception, there is no historical evidence of a decline
110 in volumes in a year of transition to new emission norms. In fact, on all three
90 - o o o o previous occasions of transition, CV volumes have grown, suggesting that
g T ‘; :3' g demand drivers (IIP, agri, capex/investment, etc.) play a more important role.
°c £ < = O m  We expect a limited impact on new CV demand from higher rated load, as
only select segments will benefit from it. Considering the benefit only to
trucks under 8 years of age, the impact should be at ~23% of FY18 volumes.
m Despite higher discounts, competitive intensity is benign, as reflected in the
consistent price increases taken by OEMs and the stability in gross margins. In
FY20, the combined utilization of AL and Tata Motors (TTMT) is expected to
touch 90% (~84% for the industry), implying more pricing power.
10 October 2018 3
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AL v2.0: Focus on creating and expanding profit/revenue pools

AL's transformation journey (v1.0) from FY14 led to a profitable market share
gain to 34.2% in FY18 (from 26.4% in FY13) and an improvement in the EBITDA
margin (+340bp over FY13 to ~10.4% in FY18). Importantly, AL has now turned
into a net cash company (“INR31b in FY18 from net debt of ~INR43b in FY13).
Under AL v2.0, the company has shifted its focus toward expanding and creating
new revenue and profit pools. De-risking of the M&HCV business, along with
expansion of nascent business like spares (5% of sales), exports (9% of sales) and
defence (3% of sales), is the key focus area. Also, it is stepping up its presence in
relatively weak segments like LCVs, ICVs and school buses.

AL has set up a new business vertical — Customer Solution — to target a higher
share of the customer wallet across lifecycle in areas like finance, spares and
fuel. A trucker who buys ~“INR2m truck would also be spending ~INR35m over a
10-year period in operating and maintaining the truck.

Expect ~15% EBITDA CAGR over FY18-22

AL's focus on expanding and creating new profit/revenue pools is likely to drive
revenue/EBITDA/PAT CAGR of 12%/15%/16% over FY18-22.

The strategy to de-risk business is expected to yield results, with the share
domestic trucks in revenue likely to shrink to 60% by FY22 (v/s 66% in FY18).
EBITDA margin is expected to expand from 10.4% in FY18 to 11.5% in FY22
(11.6% in FY20 and 10.3% in FY21), led by the mix shift toward nascent
businesses with higher margins and operating leverage benefits.

The merger of LCV subsidiaries from 2HFY19 is expected to be EBITDA and PAT
accretive. We expect ~30bp accretion to standalone EBITDA margin upon the
merger.

Valuations — further scope of re-rating

Structural changes in balance sheet and de-risking of the business model are
expected to result in free cash flow of INR58b over FY19-21, with RoE/RoCE of
20.8%/19.2% by FY21 (v/s 23.7%/20.7% in FY18 and 28.4%/26.1% in FY20).
Despite re-rating since FY14, current valuations still do not fully reflect the sharp
improvement in its key performance indicators.

We have revised our estimates upward to factor in no material impact on
volumes from an increase in rated load. We are upgrading our EPS estimates for
FY19/20 by ~5%/2%.

The stock trades at 9.1x/6.8x FY19/20 EV/EBITDA. It is trading below 10 year
average EV/EBITDA of ~8.2x and near 1 standard deviation below mean. Based
on reverse DCF calculation, implied terminal growth at current price is 0.4%.
We roll forward AL's target price to FY21 to capture the negative impact of the
potential decline in volumes. On downcycle earnings (10% EBITDA decline in
FY21E), we value AL at 9x EV/EBITDA (v/s ten-year average multiple of 8.2x). We
assign INR13 to NBFC post 20% hold-co to arrive at a revised target price of
INR148 (Mar-21).
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CV recovery in last three years despite mixed macros

Improving macro, broad-based capex & scrappage policy key to CV demand

Domestic M&HCV volumes increased at ~13% CAGR (FY15-18) from the downcycle of
FY13/14, despite mixed macro trends, led by the recovery in infra and agri activity,
and the strict implementation of the overload ban.

We expect domestic M&HCV volumes CAGR of ~“8% (base-case) over FY18-21, driven
by an economic recovery, proliferation of the hub & spoke model for the transport of
goods, and increased demand for truckmakers due to overload restrictions. The
growth rate could be even higher (~18% CAGR) if the proposed scrappage policy (for
vehicles over 20 years old) is implemented in FY21.

Despite several headwinds (easing of the overloading ban in UP, an increase in rated
load and a significant rise in diesel cost), momentum in CV demand remains healthy
(growth of ~55% in FY19YTD, though off a low base — 1QFY18 had a pre-buy impact),
indicating strength in underlying demand drivers.

Low CV penetration at ~0.6 units/1,000 population (v/s 2.8 units in China and 1.4 units
in the US) leaves enough headroom for sustained growth.

Can macros turn favorable after exhibiting mixed trends over past few

years?

CV industry volumes are highly correlated with industrial activity, agri GDP and
capex/investment cycle, which were not favorable over FY15-18.

Over FY15-18, M&HCV volumes recovered from lows of FY14 with CAGR of
~13%, led by a recovery in agri GDP and infra activity. Also, stricter
implementation of overloading ban drove tonnage growth. Notably, this
recovery was despite adverse industrial activity and declining private capex.
However, volumes for both M&HCV and LCVs are yet to cross peak levels of
FY12/FY13, though tonnage volumes in FY18 did cross the peak of FY12.

We expect domestic M&HCV volumes CAGR of ~8% over FY18-21, driven by an
economic recovery, proliferation of the hub & spoke model for the transport of
goods, and increased demand for truckmakers due to overload restrictions.
The growth rate could be even higher (~18% CAGR) if the proposed scrappage
policy (for vehicles over 20 years old) is implemented in FY21.
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Exhibit 1: CVs: Fortunes closely linked with IIP, infra and agri GDP

Ashok Leyland

Drivers of
CV Demand

How were
last 3 years?

How do
next 3 yrs
look like?

Industrial

Weak IIP growth
over last years
growth of 4.1

to weakness in both
mining & mig
activity

** With impact of
demonetization &
GS5T behind us, we
are seeing initial sign
of recovery in IIP.

** There are initial
signs of recovery,
with 1QFY19 [IP
growth of 5.2% led
by 9.4% growth in
capital goods.

Infrastructure

Infrastructure
investments have
been gathering pace,
especially in roads,
urban infra,
renewable energy
etc. Road
construction grew by
~30% CAGR.

Momentum in road
activity is expected
to continue. Pick-up
in private capex will
be key in driving
substantial growth in
infrastructure
activity over next
few years.

Agriculture

Last 2 years of
normal monsoon has
led to recovery in
Agriculture with
growth of 3.4%
CAGR

With governments
focus on improving

crop yield, growth in
agri-produce should
remain healthy

FY15-18: CAGR of 13% driven by:
* Infrastructure

¢ Agrirecovery

*  E-commerce boom

*  Overloadingrestriction

FY18-21: CAGR of 8% driven by:
Infrastructure
Industrial recovery
Private capex recovery
Proliferation of hub-n-spoke
Overloading restriction

Source: MOSL
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Exhibit 2: M&HCV volume recovery over FY15-18 off a low base; underlying macros key for growth over FY18-21
Dom. M&HCV ('000 units)  =—O=—Growth (%)
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Exhibit 3: IIP growth has been weak over last five years, though some initial signs of recovery are visible
—O—IIP Gr (%) —O—IIP Gr (%)
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|:> 3.3 o _o—9
4 W i
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Source: MOSL

Exhibit 4: GFCF growth has picked up since last two years and momentum remains strong
GFCF (as % of GDP) —O—GFCF Gr (%)13 A

.., GFCF (as % of GDP)  =—O=—GFCF Gr (%)
204 12.9
’ 9.8
4.5
309 343 334 313 301 285 285 285 28.5 28.5 28.5 28.8 29.0
FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY16 FY17 FY18 FY19E FY20E
Source: MOSL
Exhibit 5: Road construction activity has picked up since FY16
Road construction (kms)  =—O=Growth % Road construction (kms)  ==O=Growth %
36.7 36.5 o %8
143 o 17.0 |:> . '
5,732 5 4,410 6,029 8,230 9,630 6,029 8,230 9,630 12,000 200
FY13 FY14 FY15 FY16 FY17 FY18 FY16 FY17 FY18 FY19E FY20E
Source: MOSL
Exhibit 6: Agri GDP recovered from two consecutive poor monsoons in FY15/16
—O— Agri GDP
8.6 Agri GDP would be dependent on monsoon in near
50 5.6 X term, however reforms on the agriculture side to
: double farm income augurs well for Agri GDP in the

long term.

FY16 FY17 FY18
Source: MOSL

FY1l FY12 FY13 FY14 FY15
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M&HCV demand momentum remains strong

® CV demand remains healthy, despite headwinds in the form of overload
restrictions in key markets like UP, increased rated load and a significant
increase in diesel costs. Domestic M&HCV volumes grew ~55% in FY19 YTD
(though off a low base of 1QFY18 which had pre-buy impact).

® CVdemand remained resilient on account of healthy underlying demand from
heavy industries, agriculture, infrastructure and e-commerce segments, leading
to increased utilization of existing fleet and new fleet addition by large and small
fleet operators.

m  However, the shift toward higher-tonnage vehicles has moderated due to
relaxation on overloading ban in markets like UP, as reflected in M&HCV truck
tonnage growth of 62.5% in FY19YTD (v/s volume growth of 63.2%). This
compares with tonnage CAGR of 21% over FY15-18 (v/s volume CAGR of 16% for
M&HCV Trucks).

M&HCV and LCVs: Both witnessing robust volume growth, but volumes yet to cross previous peak of
FY12/13

Exhibit 7: Trend in M&HCV volumes Exhibit 8: Trend in LCV volumes
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Source: SIAM Source: SIAM

Tonnage volumes just crossed FY12 peak in FY18, suggesting further headroom for growth

Exhibit 9: Tonnage growth outpacing volume growth... Exhibit 10: ...driven by increasing share of higher-ton trucks
Industry Tonnage - goods (mn tons) Upto16Tons  =16-35Ton  m>35Tons
—O—Tonnage growth (%) — e - - - — -
6 6 6 6
57.6 ] 12 16 15 23 211
32.1 | ==
11.6 22 52 (51 4 49
50 50 47 48

42 43 48 46 35 g g

70 54 41 51 68 67 87 38 30 31
FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY1l1 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19
YTD YTD
Source: SIAM, MOSL Source: SIAM, MOSL
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Exhibit 11: Trend in volume market share for M&HCVs (%)

Ashok Leyland

Exhibit 12: Trend in tonnage market share for M&HCVs (%)

AL TTMT VECV Others TTMT ®VECV m Others
54 69 76 74 64 54 64 54 60 g8 & 63 &4 &% 41 &% &3
94 105 176 118 105 100 106 110 10.4 87 e
569 528 512

595 593 534 549 546 519 492 494 510 640 648 612 594 55.8
257 233 264 258 285 327 338 342 327 256 220 204 295 330 357 378 35
FY11 FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY11 FY12 FY14 FY15 FY16 FY17 FY18 FY19

YTD YTD

Source: SIAM, MOSL

Source: SIAM, MOSL

Substantial headroom for growth in India’s CV industry: India has a wide road
network of 5,603k KMs (v/s 4,774k KMs of China and 6,650k KMs of the US) and
highway network of 115k KMs (v/s 115KMs of China and 77k KMs of US), but CV
penetration per thousand population in the country is as low as 0.6 units (v/s 2.8

units in China and 1.4 units in the US).

Exhibit 13: CV industry in India still nascent

USA China India

CVs per 1000 population 1.4 CVs per 1000 population CVs per 1000 population 0.6

Land area (Mn Sq Kms) 9.1 Land area (Mn Sq Kms) Land area (Mn Sq Kms) 3

Road network ("000 KMs) 6,650 Road network ('000 KMs) 4,774 Road network ('000 KMs) 5,603
- of which Highways (‘000

- of which Highways ('"000 KMs) 77 - of which Highways ('"000 KMs) KMs) g vs 115

Rail network ("000 Kms) 257.7 Rail network ('000 Kms) Rail network (‘000 Kms) 67.4

Road Share (%) 52 Road Share (%) Road Share (%) 68

Source: MOSL

Analyzing CV industry through Porter’s five forces model: CV industry
fundamentals are attractive, with all five forces indicating low/medium intensity of
threat — low threat of new entrants, low bargaining power of customers, low
bargaining power of suppliers, medium threat of substitutes (rail and waterways)

and medium competitive intensity.
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Exhibit 14: Analyzing CV industry through Porter’s five forces model

Ashok Leyland

Bargaining power of suppliers

e Very few suppliers have
bargaining power

e Competitive intensity among
suppliers very high

e Clear arrangement for
commodity cost pass through

Competitive Rivalry

** Competition among top 5

OEMs can be intense
Threat of substitutes periodically

* Threat from rails, ** Switching cost for

particularly after DFC customer low and is driven
becomes operational over by low upfront cost and TCO
next 2-3 years

¢ Other modes of transport
like water and air either
lacks infra or too costly

** Service network imp. as
high uptime is very imp. for
customer

* Passenger transport does
compete with cars/2Ws,
rail & air

Threat of new entrants

e Limited threat of new
entrants

» 3 OEMs have exited or in
process of exiting Indian
CV market

Bargaining power of
customers

* Fragmented pool of
customers

e Only few very large
customers

CV industry: Expect 8% CAGR over FY18-21

Source: MOSL

B In our base case, we estimate domestic M&HCV industry volumes CAGR (FY18-
21) of ~8% — we factor in volumes decline of 10% in FY21.

B In our bull case, we estimate volumes CAGR (FY18-21) of 18% — we factor in 10%
growth in FY21 volumes due to the benefit from the scrappage policy).

B In our bear case, we expect in volumes CAGR (FY18-21) of 1% — we factor in
volumes growth of 10% in FY19 (implying residual decline of ~8%), 10% growth
in FY20 and a 15% decline in FY21 (assuming no scrappage policy and negative

impact of DFC implementation).

Exhibit 15: Trend in domestic M&HCV industry volumes

o ———
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24% CAGR 4% o =70
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Source: SIAM, MOSL
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Exhibit 16: Scenario analysis — domestic M&HCV volumes for industry
Base Case Bull Case Bear Case
FY18 FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
M&HCV ('000 units) 340 400 471 424 411 513 565 375 412 350
Growth (%) 125 17.6 18.0 -10 21 25 10 10.3 10 -15
. . . Implies residual ~7% growth in Implies residual ~8% decline in
~ o,
Implies residual growth ~2.5% in FY19 Y19 Y19
Remarks
FY21 assumes no Scrappage scheme FY21 assumes benefit of FY21 assumes no Scrappage
Ppag Scrappage scheme scheme and impact of DFC
Source: MOSL
10 October 2018
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Don’t expect substantial volume pressure in FY21

Benign competitive intensity | Low impact of increase in rated load

We believe that M&CV demand would be influenced by several factors in FY21. These
include (a) the underlying economic environment, (b) the impact of pre-buy (in FY20
ahead of BS6 from April 2020), (c) operationalization of DFC, undermining truck sales
and (d) the potential benefits of scrappage policy.

Contrary to the general perception, there is no historical evidence of a decline in
volumes in a year of transition to new emission norms. In fact, on all three previous
occasions of transition, CV volumes have grown, suggesting that demand drivers (lIP,
agri, capex/investment, etc.) play a more important role.

We expect a limited impact on new CV demand from an increase in rated load norms,
as only select segments will benefit from it. Considering the benefit only to trucks
under eight years of age, the impact is expected to be 78k units (~23% of FY18
volumes).

Despite higher discounts, competitive intensity is benign, as reflected in the consistent
price increases taken by OEMs and the stability in gross margins. In FY20, the
combined utilization of AL and TTMT is expected to touch 90% (~84% for the industry),
implying more pricing power.

Concern # 1: How would CV volumes fare in FY21? Don’t expect a major

decline

The market is concerned that CV volumes might come under substantial
pressure in FY21 due to pre-buy in FY20 ahead of BS6 implementation from Apr-
20 (resulting in an increase in cost of 8-10%).

We, however, believe that the improvement in the macroeconomic
environment will be the single largest factor influencing CV demand in FY21.
Moreover, the potential implementation of the CV scrappage policy (for vehicles
older than 20 years) from April 2020 can support demand in FY21.

Contrary to the general perception, there is no historical evidence of a decline in
volumes in a year of transition to new emission norms. In fact, on all three
previous occasions of transition, CV volumes have grown, suggesting that
demand drivers (1P, agri, capex/investment, etc.) play a more important role.
The upcoming dedicated freight corridors (delayed to FY21) can be a potential
threat to CV demand as bulk cargo can shift to rail. However, given low CV
penetration (0.5 units) and low rail share (32%) in total freight, it is unlikely to
have a sustained impact on CV demand.

10 October 2018
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: Conversion to new Demand in-lieu of
! Population 520 yrs  CV (% of old scrapped truck (%

Scrappage {units) popln) of FY20 vols)
| policy 200000 33 15
| 300000 33 23
i 400000 33 31
1

Factors that

Economic momentum

caninfluence | Ev?anom;::,t, and infra push can drive
1
! CV demand environment= CVdemand
! in FY21
|
FY21: Could pre-buy impact be negligible, like in the past? |
Yeir Emission Vols ('000) — e e e e e 4
chg to Pre-Buy Next Year ' \
' - | ! |
| Apr-0S BS2 199 207 “ No volumempa_ct due to L !
' healthy economic growth | | : : = |
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! +15%7? 5 i Brazil 4.7 21 !
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Source: MOSL

Concern # 2: What's the impact of tonnage norms?

The Ministry of Road Transport & Highways (MoRTH) has recently increased
rated load carrying capacity of M&HCVs (for vehicle above 16 ton) by 14-17%,
bringing it in line with global norms. This move partly formalizes the rampant
overloading practice in certain states.

Benefit of this increase in rated load would be limited to certain segments, i.e.,
tonnage metric cargo plying on national highway where currently overloading is
minimal.

At the same time, goods carriers handling bulk commodities have scope to
improve the tonnage carried per truck. We believe multi axle trucks (MAVs),
tractor trailers and haulage trucks should benefit from the new axle norms.
Volume metric segments like auto-carriers, consumer durables, oil containers
and cement bulkers are not expected to benefit from this change. Similarly,
tippers (rampant overloading) and ICVs will not get impacted by this norm.
Small fleet customers (~40% of industry volumes) have not delayed their
purchases. Large fleet operators, though, did defer their buying decisions
initially.

According to our estimate, even after assuming a 17% increase in GVW capacity
and considering a fleet size of eight years as a base case, the impact of new axle
norms will be 78k units (~¥23% of FY18 volumes). This is based on the assumption
of status quo on ongoing overloading (particularly in intra-state transportation)
and no stricter implementation of rated load norms.

10 October 2018
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Exhibit 18: Impact analysis of new axle norms on different segments

Synopsis of Revised Gross Vehicle Weight (GVW) across heavy trucks

Vehicle type Earlier GVW (Tons) Revised GVW (Tons) Change (%)

2 Axle Rigid Truck 16.2 185 14 14-179;6 ificrease in GVW for
3 Axle Rigid Truck 75 285 14 both existing and new vehicles
4 Axle Rigid Truck 31 36 16 above 16.2 tons

5 Axle Rigid Truck 37.2 43.5 17

Haulage trucks & MAVs to see impact of new rated load norms  Limited impact expected even after assuming

FY18 Vol. Population Population (‘000 units) 1 6 years 8 years : 10 years
Segment ; : End use 1
('o00) (‘000) ME&HCV goods | 1,396 1971 | 2,322
5 1

Tippers 56 799  Construction and mining  1IPPErs 1 295 416 ! 490
. . Tractor trailers ' 207 292 344

Tractor Trailers 53 561 Containers, Auto carriers, = truck : |
Bulk cargo etc AHIABELELICRS i 155 219 1 258
MAVs 1 507 715 | 843
Haulage trucks 23 420 White goods, textiles etc. 1CVs : 233 328 : 387

Volume impact (fleet size) : 1
MAVs 116 1,374 Heavy goods transport s : 52 73 : 26
ICVs 56 631 Parcels, E-commerce Haulage trucks 1 19 27 : 32
Total M&HCV Goods 305 3,784 MAVs : 253 358 : 421
Total impact @ 20% inc. :_ BB 78 .. 92
% of FY18 volumes 16 A 23 27

i e
This is assuming NO stricter implementation of overload for I 4
intra-state movement of goods Large fleet operators Small fleet/retail
(~60% of industry customers (~40% of
volumes): Go slow, as industry volumes) :
clarity is awaited Business as usual

Source: MOSL

Concern # 3: High competitive intensity = More noise, less substance

m  While headline competition remains high, industry has taken consistent price
increases to offset cost inflation (due to high commodity costs and increased
expenses to comply with regulations). CV players have consistently taken price
increase on a quarterly basis, with cumulative price increase averaging ~29%
since 1QFY16.

m This is also reflected in the stable gross margins for the industry. AL, too, has
recorded stable gross margins of ~30% over the last three years.

m  Also, rising capacity utilization points toward a benign competitive environment.
In FY20, combined utilization of AL and TTMT is expected to touch 90% (~84%
for the industry), ensuring good pricing power.

®  Moreover, competitive intensity is expected to remain benign, given that three
players (MAN, Scania and AMW) have exited the domestic M&HCV industry and
that no new player is likely to enter this space.
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Exhibit 19: Price hikes offset RM and regulation impact Exhibit 20: AL’s gross margins have been stable
—O— Price increase (indexed) Gross margin (%) ———10yr Avg ——3yr Avg
BS4 related price hike 16 127 129

(e} ™ — (s} o™ o ()] [ee] (o)} o —
4 O O o o9 a & o 8 oW o o0 o
o o m (o] o [90] m (32] o (o] o~ o o™
[(e} Vo] Vo] ~ ~ ~ (o] [ee] [ee] (o] (o] [(e} Vo] Vo] [(e} ~ ~ ~ ~ [ee] [ee] (o] (o] [e)]
l i i . — — —l i . — i l l Al i Al — i i . — — — .l
> > > > > > > > > > > > > > > > > > > > > > > >
[ [N [N w [ [N [N [N [N [N [N [N [N [N [N [ [N [N [N [N [N [N [N [N
g o o oo o o o o o o ¢c d d 9 J o g g o o o o g dJd
— ~N < — ~N < — [22] < < — - ~ ™ < — ~ ™ < — ~N ™ < —
Source: MOSL Source: MOSL
Exhibit 21: No new player entering, three exits; remaining Exhibit 22: FY20 will see supply crunch, ensuring better
competitors to AL have other battles to fight pricing power for OEMs

Industry utilization (%) AL+TTMT (%)

__________

! g0 8 %

1

71 76 6 68 174 !

1

5356 4452 5557 5658 I i

' |

I 1

1 1

I 1

I 1

I 1

1 1

+ 1

™ < n © ~ 0 | w W

- — - - - - &) o h

> > > > > > ! — N |
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Source: MOSL Source: MOSL
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AL v2.0: Focus on creating/expanding profit pools

Thought leader with differentiated thinking

m AL has focused on innovating and thinking differently, resulting in several firsts from
AL — not just in India but also globally. This has been the key differentiating factor for
the company.

m  The company’s transformation journey (v1.0) FY14 onward led to a profitable market
share gain to 34.2% in FY18 (from 26.4% in FY13) and an improvement in the EBITDA
margin (+340bp over FY13 to ~10.4% in FY18). Importantly, AL has now turned into a
net cash company (~“INR31b in FY18 from net debt of “~INR43b in FY13).

®  Under AL v2.0, the company has shifted its focus toward expanding and creating new
revenue and profit pools. De-risking of the M&HCV business, along with expansion of
nascent business like spares (5% of sales), exports (9% of sales) and defence (3% of
sales), is the key focus area. Also, it is stepping up its presence in relatively weak
segments like LCVs, ICVs and school buses.

m AL has set up a new business vertical — Customer Solution — to target a higher share of
the customer wallet across lifecycle in areas like finance, spares and fuel. A trucker
who buys “INR2m truck would also be spending “~INR35m over a 10-year period in
operating and maintaining the truck.

AL — a thought leader with ability to think differently

m AL has focused on innovating and thinking differently, resulting in several firsts
from AL — not just in India but also globally (refer table below).

m AL has demonstrated a track record of breaking the mold on engine innovation
to meet stricter emission norms. The company has several global firsts to its
credit, such as (a) meeting BS3 emission norms using mechanical pump, (b)
complying with BS4 with just iEGR (against global norm of more expensive SCR)
and (c) complying with BS4/BS6 using in-line mechanical pump.

m  Similarly, AL’s quest for quality helped it become the world’s first CV plant to
bag the coveted Deming Prize in Nov-16 and repeating this feat at another plant
in Nov-17. This focus on quality enabled the company to increase the warranty
period to 48 months from 18 months earlier.

m  Al’s modular platform strategy is likely to not only bring economies of scale and
higher flexibility but also enhance its product offering drastically with
customization option in both buses and trucks.
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Exhibit 23: AL’s ability to think differently resulting in several segment firsts

*Focus on creating solutions for lowering TCO and gain competitive advantage

I n novative SO I utio ns *Only In-line mechanical fuel pump to meet BS3 emission

*iEGR: Solution for meeting BS54 standards with lower capex & opex cost

With GIO bal fi rsts ! *Innoline: World’s 15' BS4 engine based on in-line pump; Future-ready for BS6

Deming Prize for
Quality

norms.

e AL increases warranty period to 48 months from 18 months on all its CVs.

sAl's Pantnagar plant became World's 15 truck and bus plant in Nov-16 to bag the
coveted Deming Prize — the Oscar for quality manufacturing.

*Now two ofits key plant (Hosur & Pantnagar) have bagged Deming Prize.

*One of the key focus area of CEO.

s *Focus to capture large part of customers’ spending on truck post purchase of truck.
Customer Solutions

Digital Solutions

Modular Platform

Battery Swapping

For an INR2m truck, cum. opex over 10 year period is “INR35m!
*Al's has presence in spares and finance. Recently launched co-branded fuel card.

*Digital market place is combination of 4 apps that aims to tap the addressable
aftermarket of “YINR120b. Targeting revenues of “INR10b from digital market place.

*These digital solutions also covers regular workshop (non-authorized), thus
widening scope for spare part sales.

s All BS6 vehicles will be on modular platform, enabling customers to configure their
vehicles.

*Brings higher flexibility, reduce turnaround time/inventory and economies of scale.

*Taking different approach for e-buses by offering battery swapping, designed
keeping in mind usage patterns of intra-city public transport.

*Helps reducing upfront cost and weight of the bus, at the same time enabling faster
turnaround due swapping rather than charging.

Source: MOSL

AL v1.0 [FY14-18]: Focus on profitable market share gain

AL embarked upon its transformation journey (v1.0) from FY14, with a clear
objective of profitable market share gain. It took several initiatives to gain
market share, improve profitability and reduce debt.

AL successfully expanded its market share to 34.2% in FY18 (from 26.4% in
FY13), driven by its strong focus on deeper connect with customers and new
product development.

The gain in market share was not only driven by plugging of product gaps but
also by aggressive market expansion. Overall touch points increased to 3,359 in
FY18 (v/s 746 in FY13).

The focus on quality resulted in a reduced number of defects at the plant level —
from 7.8/vehicle in 1QFY12 to 0.2/vehicle in FY18.

Better capital allocation and accountability at each SBU level have resulted in a
notable improvement in all key financial parameters, as reflected in EBITDA
margin expansion of 340bp to ~10.4% over FY13-18 and AL turning into a net
cash company (~*INR31b in FY18 from net debt of “INR43b in FY13).
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Exhibit 24: What changes AL v1.0 necessitated? Everything!

Ashok Leyland

Customer Focus

* Deeper connect with
customer

* Product development
based on customer
feedback and needs

* Focus on generating cash
by selling non-core assets.

* Also, controlled capex
and freed-up working cap.
* FCF generation
* FY10-13 cum: INR12.5b
* FY14-18 cum: INR105b

* Reduced number of
defects at plant level from
7/vehicle to 0.2/vehicle
{v/s global standard of 0.2)

® Increase warranty to 48

months from 18 months

Capital Allocation

* Controlled capex and
investments.

* Capex (% of sales)
® FY10-13 Avg: 10.2%
® FY14-18 Avg: 2.1%

7 7
Market share (%) EBITDA Margins (%) Work. Cap (Day)
e FY13: 26.4% * FY13: 7% e FY13: 24 days
 FY18: 34.2% » FY13: 10.4% » FY18: -27 days

. * Plug gaps in product
. portfolio on ICVs, buses,
LCVs etc.

® Plug gap in network
® FY13: 746 touchpoints
® FY18: 3,359 touchpoints

Accountability

* Changed organization
structure from function
led to SBU led

* Each Executive is

evaluated for a) market

share, b) margins & c)

working capital

Net Debt (INR b)

» FY13: INR43.4b
= FY18: -INR 30.6b

Exhibit 25: Strong customer focus reflects in i

ncreasing CSl...

Source: Company

Exhibit 26: ...so SSI also improved consistently over the years

—O— Customer satisfaction index —#l—Competition

—O—Sales satisfaction index —#l—Competition
741
817
o B 692 78l
| 787
650 658 247 757
FY15 FY16 FY17 FY18 FY15 FY16 FY17 FY18

Exhibit 27: M&HCV network grew 4x in last five years

Exhibit 28: Continues expansion in LCV network too

M&HCV network

LCV network 465
2,894 387
328 342
2,154 300
1,164
689 780
FY14 FY15 FY16 FY17 FY18 FY14 FY15 FY16 FY17 FY18
Source: Company Source: Company
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AL v2.0 [FY18-23]: Focus on expanding and creating new revenue/profit

pools

m  After successfully implementing v1.0 of strategy and gaining market share
profitably, AL has now shifted its focus toward expanding and creating new
revenue and profit pools.

m De-risking of the M&HCV business, along with expansion of nascent businesses
like spares (5% of sales), exports (9% of sales) and defence (3% of sales), is the
key focus area in v2.0.

m  Moreover, AL is stepping up its presence in relatively weak segments like LCVs
(plan to introduce 8-10 new products), ICVs (launch of Guru in value segment
and Boss in premium) and school buses (launch of Sunshine).

Exhibit 29: De-risk M&HCV dependence by focusing on nascent businesses and launching new products in areas of weakness

Focus on these nascent but highly profitable businesses to reduce M&HCV contribution to ~50% from ~66%

Revenues (INR b) % of AL's Initiatives/

Current 4 Year Target sales drivers

** Improve availability of spare parts through Leyparts

SPARES 13 30 5 ** Digital Solutions also driving spares demand from 3rd party garages
** Shift towards genuine part with increasing electrical content
** product portfolio export ready; Setting-up distribution network in key
- markets
EXPORTS m 22.5 50 9 ** Set-up global hub for exports in Dubai

** Set-up assembly units in key hubs of 5 targeted clusters viz ME, Africa,
ASEAN, CIS and S.America

** Expand product portfolio from 4x4 to 6x6, 8x8, 10x10, 12x12
oladaifis ads = = ** Expanding addressable market from ~INR20b pa to ~INR130b pa

** AL won 12 of the 15 tenders it participated in it

Launching new products in area of weakness — potential to drive growth and market share

Current
Weakness Vols ('000 Mt Sh. % of Remarks
) (%) Volumes
units)

** Took full control of its JV with Nissan for LCV
LCVS 43.4 8.2 25 ** Plans to introduce 8-10 products over next 2-3 years
** Turnaround LCV business in first full year of control in FY18

** Launch of Guru - value ICV product, to complement Boss in premium

ICVsS -R 13 21-22 7 segment
B © hn @

** Guru offers highest payload capacity in its segment

SCHOOL m@a& -7 r o ** Launch of Sunshine - next gen school bus with focus on safety and comfort
BUSES : ’ ** Only school bus in India with rollover compliant design and frontal crash
protection

Source: MOSL
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Exhibit 30: Capturing entire value chain of spare sales Exhibit 31: 30% CAGR in spare parts revenues
g Spare Parts -+ ey . Spare parts revenue (INR bn)
° ] [ [ ] 12.6
)
sPAR @’”“TF shm @ .= vkanT’ 0.7
Spark eMITR SparkFlow Leykart 7.5

“Our card will help Ashok
Leyland customers save as
much as INR50,000 per
truck per year,” Mr Vinod
Dasari, MD, Ashok Leyland

Source: Company

FY16 FY17 FY18

Source: Company

Targeting higher share of truckers wallet

AL has set up a new business vertical — Customer Solution Business —to target a
higher share of customer wallet across lifecycle. According to management, a
trucker who buys ~INR2m truck would be spending ~INR35m over a 10-year
period in operating and maintaining the truck.

As highlighted by Mr. Vinod Dasari — MD and CEO, Ashok Leyland, “One of the
things that we learnt is 90 per cent of what our customer spends in a life-time
of a vehicle comes after the vehicle is sold. So, we have created a whole new
vertical customer solutions business, to tap the opportunities in the after-sales
segment.”

Currently, AL has offerings in finance (through subsidiary Hinduja Leyland
Finance) and spares & AMC. It also offers body building services for buses.
Further, it has aggressive plans for spare parts business, with targeted
contribution of ~10% of sales (v/s ~5% currently). It has taken several initiatives
to drive spare parts sales, including leveraging digital platforms.

Recently, it has launched eN-Dhan card (co-branded with HPCL) participating in
fuel cost, which is the largest operating expense (up to 60% of cost across
lifecycle) of a trucker. This fuel card potentially will lead to savings of 1.5-3% on
fuel cost for the fleet operator.

While it is yet to share its targeted areas and strategies for ramp-up, we see
opportunities in body building/fully built vehicle and Insurance (like Maruti’s
insurance agency model).
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Exhibit 32: After-sales opportunity ~14x of new vehicle sales

*INR2.2m for 31-ton truck (ex-showroom)

Chassi cost
¢Cost of body building is INR0.35-0.5m
Body eCurrently offes fully built buses. Can offer trucks as well, if needed.
Building
~
ePenetrating with HLFL
Finance
J
~
eDigital platforms and mechanics on-boarding
Spares eTapping after market opportunities through digital platforms like Laykarts, Service Mandsi etc.
J
. eeN-Dhan fuel cards in partnership with HPCL
Fuel/Oil/
Fluid
eCan it operate like Maruti for Insurance opportunity?
Insurance

Post initial purchase, fleet operator spends “~INR35m per truck over life time

Source: MOSL
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Exports: Targeting revenue contribution of ~25%

B As part of de-risking its domestic M&HCV business, AL targets exports revenue
of INR50b in 4-5 years and overall contribution is likely to be ~25% over the
long-term period. It is focused on transforming the exports business from a
tender-driven to a retail-led model.

m [tis targeting five clusters — Middle-East (ME), Africa, CIS, South-America and
ASEAN countries.

m  With its product portfolio now being exports ready, AL is setting up distribution
network/assembly in key exports.

m  Along with its assembly units in key export hubs such as ME and Africa, it is
targeting assembly facilities in the ASEAN, South America and CIS markets. It is
also developing a distribution network for key target markets.

Exhibit 33: Targeting leading markets globally

m—
X m‘—“ . Bus body building

partnersinthe

CIS Mkt Size
Ukraine
" Size L sk
Middle-East : *  Russiaoffice in
, Commonwealth of place, sales
Bus assembly ’ Independent States commenced
facility at Ras-Al-
Khaimah
Channel partners
-
in multiple GCC b { ’ ‘ X
; e
natens "Africa Mkt Size EAN Micisiza
Additiongluai South America 1?' ~120k (ex SA) $240k
_planned Mkt Size

South America v = - --iﬂllﬁ -
. < o oL T8 Gi . ST

|
&

Importer company

iy
establishedin !

Local assemblerin

Chile Nigeria, Own facility E
Sales commenced plannedinKenya ASEAN
in Peru, Bolivia, Regular sales *  Market and

Chile

Added since 2009 Africa
Bl Present for over 5 years

underway-trucks and partner selection

buses underway

Not present

Source: Company

Defence: Building blocks in place, expanding product portfolio

m  Defence is another key focus area to de-risk domestic M&HCV dependence. AL
is targeting revenue of INR20b in four years (FY18: INR7.6b).

m AL has expanded its scope in defence — it was only a provider of logistics
solutions for men and material, but now is also engaged in movement of
artillery.

B [t has expanded its product portfolio from 4x4 trucks to 6x6, 8x8, 10x10 and
12x12 trucks.

B Asaresult, AL has expanded its addressable market from ~INR20b to ~INR130b
per annum.

m AL has managed to secure 12 of the 15 tenders it participated, though the
timeline for ordering is dependent on the government.
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Exhibit 34: New product launch helped strengthen positioning in Defence

integrator
Target new customers e.g : Broaden portfolio and
Paramilitary; Exp. enter tactical vehicles

orts

L = : .

Source: Company
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Expect ~15% EBITDA CAGR over FY18-22

Ashok Leyland

Expect revenue and PAT CAGR of ~12% and ~16%, respectively

m  Al's focus on expanding and creating a new profit pool is likely to drive
revenue/EBITDA/PAT CAGR of 12%/15%/16% over FY18-22.

m  The strategy to de-risk business is expected to yield results, with the share domestic
trucks in revenue to shrink to 60% by FY22 (v/s 66% in FY18). This would be driven by
an increase in revenue contribution by 1-2% each in LCVs, spares, exports and defence.

m EBITDA margin is expected to expand from 10.4% in FY18 to 11.5% in FY22 (11.6% in
FY20 and 10.3% in FY21), led by the mix shift toward nascent businesses with higher

margins and operating leverage benefits.

m  The merger of LCV subsidiaries from 2HFY19 is expected to be EBITDA and PAT
accretive. We expect ~30bp accretion to standalone EBITDA margin upon the merger.

Exhibit 35: AL’s focus on expanding and creating new profit pools

Revenue Mix (%) Defence  Foundries
1
Exports Defence
Engines 9 Exports
2 Lk
Spares
5
Revenues
S3FY22 Dom. LCVs.
i Dom. Buses D 12% CAGR S - _—
- om. g om. Trucks
7 Trucks (FY18-22F) Dom. LCVs 60
66 10
Dom. Buses
(3]
FY18=INR262.5b
FY22=INR412b
EBITDA Mix (%) -
Hinduja
Foundries
1
Exports
Engines 1
EBITDA 1
FY18->FY22
14.8% CAGR
Dom. Trucks (FY18-22E) Dom ;szru cks
60
Dom. LCVs
Ddm. Buses
5 Dom. Buses
4
o Dom. LCVs
FY18 = INR27.4b 10 FY22 = INR47.5b
Source: MOSL
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Merger of LCV subsidiaries in 2HFY19 would be EBITDA and PAT accretive

Exhibit 36: EBITDA accretion on LCV subsidiaries merger

INRm FY17 FY18
EBITDA in Subs

ALVL 575 1,785
ALT 361 361
APT 110 110
Total EBITDA in LCV Subs 1,046 2,256
Less: Contract manufacturing income in AL 1,080 1,490
Net accretion to EBITDA -33 766
% of AL's S/A EBITDA -0.2 2.8
Accretion to S/A EBITDA Margins (%) 0.0 0.3

Source: MOSL, Company

Exhibit 37: Unabsorbed losses and depreciation as of Mar-18

Unabsorbed losses & depreciation as of Mar-18 (INR m) Losses Depreciation Total
ALVL 1,973 4,490 6,463
ALT 1,343 86 1,429
APT - - -
Total 3,316 4,576 7,892

Source: MOSL, Company

Exhibit 38: Snapshot of revenue model

000 units FY14 FY15 FY16 FY17 FY18 FY19E FY20E FY21E FY22E
HCV Passenger (units) 19 21 26 23 20 21 25 24 26
Growth (%) -18.0 7.7 24.1 -12.1 -10.5 6.0 15.0 -3.6 10.5
HCV Goods (units) 41 57 84 91 111 131 155 142 151
Growth (%) -26.1 39.0 47.6 7.9 22.6 18.0 18.0 -8.1 6.4
LCVs (units) 29 27 31 32 43 53 62 65 81
Growth (%) -47.0 306.0 -13.1 -89.3 4,784.6 15.0 44.4 32.1 37.6
Total M&HCV volumes (units) 60 78 110 113 131 153 179 166 178
Growth (%) -23.7 29.0 41.3 3.2 16.0 16.2 17.6 -7.5 7.0
Total Volumes incl LCVs (units) 89 105 140 145 175 205 241 231 259
Growth (%) -22.1 17.4 33.8 3.4 20.5 17.3 17.7 -4.3 12.0
ASP (INR '000/unit) 1,113 1,293 1,349 1,388 1,501 1,484 1,512 1,603 1,591
Growth (%) 2.2 16.1 4.4 2.9 8.1 -1.1 1.9 6.0 -0.8
Net Sales (INR b) 99 136 189 201 262 305 365 371 412
Growth (%) -20.3 36.4 39.6 6.4 30.3 16.0 19.9 1.5 11.2

Source: MOSL, Company
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Valuations — further scope of re-rating

Sharp improvement in key performing indicators to drive further re-rating

We expect CV demand to continue growing in FY19 (17.6% growth, implying
residual growth of 2.5%) and FY20 (18% growth), driven by continued
momentum in infra, agri, pick-up in industrial activity, and pre-buy ahead of BS6
implementation. Moreover, mandatory scrapping of trucks should benefit CV
demand beyond FY20.

In the base case, we estimate domestic M&HCV volumes CAGR of 7.7% over
FY18-21 (based on 17.6%/18%/-10% growth in FY19/20/21).

AL’s focus on new growth areas by expanding the share of defence, exports and
spare parts, as well as ramp-up in LCVs and ICVs, should drive strong
volume/revenue CAGR of 10%/12% over FY18-21.

Factoring in ample growth catalysts, we estimate an EBITDA margin of
11.1%/11.6%/10.3% in FY19/20/21 (v/s 10.4% in FY18) and earnings CAGR of
~12% over FY18-21.

Structural changes in balance sheet and de-risking of business model are likely
to drive free cash flow of INR58b over FY19-21, with RoE/RoCE of 20.8%/19.2%
by FY21 (v/s 23.7%/20.7% in FY18 and 28.4%/26.1% in FY20).

Despite re-rating since FY14, current valuations still do not fully reflect the sharp
improvement in the key performance indicators (refer exhibit: 40).

We have revised our estimates upward to factor in no material impact of the
increase in rated load on volumes. We are upgrading our EPS estimates for
FY19/20 by ~5%/2%.

The stock trades at 9.1x/6.8x FY19/20 EV/EBITDA. It is trading below 10 year
average EV/EBITDA of ~8.2x and near 1 standard deviation below mean. Based
on reverse DCF calculation, implied terminal growth at current price is 0.4%.
We roll forward AL's target price to FY21 to capture the negative impact of the
potential decline in volumes. On downcycle earnings (10% EBITDA decline in
FY21E), we value AL at 9x EV/EBITDA (v/s ten-year average multiple of 8.2x). We
assign INR13 to NBFC post 20% hold-co to arrive at a revised target price of
INR148 (Mar-21).

Exhibit 39: AL trading near 10-year median EV/EBITDA (x) and premium to 10-year average P/B (x)

EV/EBITDA (x) Avg (x) Max (x) P/B (x) Avg (x)
20-6— Min (x) -==-+1SD = ===.- 1SD Min (x) — — —.+1SD
6.0
15.0 a1
N Uiy
10.0 M\ 2.8
5.0 20 (Jl_ - _\\egf)v/\,\’_.i/_/_ Y .
0.0 0.0 0.7
& 2 2 5 2 o 3 5 2 8 = 2 T 3 I 4 5 3
5§ § 5 3 8§ § & 3 8 § & & 2 § & & 2 3§
Source: MOSL Source: MOSL
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Exhibit 40: Substantial improvement in all key parameters

Parameters FY08-13 FY14-18
Market share (%) 26.1 31.0
South (% of AL's Dom. Vols) * 50 32
Work Cap (days) 20 -5
R&D personnel 120 1,100
Capex (% of sales) 7.3 1.4
Non-Core Assets (% of Cap. Emp) * 20.9 12.2
Net Debt:Equity (x) * 1.0 -0.4
RolC (%) 13.6 26.6
EV/EBITDA (x) 7.6 8.4
P/B (x) 1.7 3.7
* for FY13 and FY18 respectively Source: Company, MOSL

Exhibit 41: Revised Forecast

(INR M) FY19E FY20E

Rev Old Chg (%) Rev Old Chg (%)
Volumes (units) 205,197 192,516 6.6 241,423 217,773 109
Net Sales 304,568 289,614 5.2 365,080 339,879 7.4
EBITDA margins (%) 11.1 11.0 Obp 11.6 12.0 -30bp
Net Profit 20,413 19,484 4.8 25,982 25,482 2.0
EPS (INR) 7.0 6.7 4.8 8.9 8.7 2.0

Source: Company, MOSL

Exhibit 42: Comparative valuation

cmp Rating TP P/E (x) EV/EBITDA (x) RoOE (%) Div Yield (%) EPS(;:GR
Auto OEM's (INR)* (INR) FY19E FY20E FY19E FY20E FY19E FY20E FY19E FY20E FY18-20E
Bajaj Auto 2,582 Buy 3,454 16.3 13.3 10.5 8.0 22.8 24.7 2.3 2.7 13.3
Hero MotoCorp 2,914 Neutral 3,238 16.2 14.2 9.3 8.2 29.2 304 3.6 3.9 5.2
TVS Motor 528 Neutral 571 33.2 22.9 18.0 13.1 24.1 28.8 0.8 0.9 28.7
M&M 764 Buy 1,048 15.5 13.8 12.1 10.5 14.9 15.2 1.3 1.3 16.2
Maruti Suzuki 7,011 Buy 8,909 25.4 19.8 13.6 11.4 17.6 20.1 1.4 1.8 15.3
Tata Motors 189 Buy 335 9.3 5.4 2.6 2.0 7.0 11.0 0.2 0.2 23.6
Ashok Leyland 114 Buy 148 16.4 12.9 9.1 6.8 26.4 28.4 2.2 23 28.4
Eicher Motors 22,455 Buy 28,057 23.5 18.7 18.9 16.0 324 31.5 0.8 0.9 22.5
Escorts 591 Neutral 691 12.0 10.3 9.3 7.6 18.3 18.3 0.8 0.8 20.7
Auto Ancillaries
Bharat Forge 589 Buy 767 24.5 19.6 14.0 11.7 22.1 23.3 0.9 1.1 27.7
Exide Industries 257 Buy 312 25.2 21.2 14.0 11.7 14.4 15.4 1.0 1.2 21.8
Amara Raja Batteries 735 Buy 858 26.0 20.7 13.0 10.4 15.4 16.9 0.6 0.7 13.4
BOSCH 18,564  Neutral 20,905 33.1 27.0 213 16.9 16.3 18.1 1.0 1.3 21.0
Endurance Tech 1,197 Buy 1,556 31.9 24.3 14.9 11.8 22.2 24.5 0.6 1.0 30.3
Motherson Sumi 232 Buy 345 23.6 16.5 8.3 5.8 20.6 25.2 1.1 1.6 32.1
CEAT 1,090 Buy 1,432 15.2 11.8 9.1 7.2 10.6 12.4 0.7 0.9 20.3

Source: Company, MOSL
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Exhibit 43: Reversing trend of higher tonnage growth

Ashok Leyland

Key risks:
A] Increase in rated load capacity can reverse trend of shift toward higher-

tonnage vehicles

Increasing preference for higher-tonnage trucks, primarily due to overload
restrictions in key markets, is the key factor driving growth in M&HCV volumes. As a
result, M&HCV tonnage growth of 31% significantly exceeded volume growth of
19.4% in FY18. However, with the overload restriction easing in markets like UP and
the implementation of new axle norms since July-18, volume growth has outpaced
tonnage growth, indicating a shift toward lower-tonnage trucks.

Exhibit 44: Tonnage shift in M&HCV segment

Tonnage growth % Volume growth % FY18 (%) FY19 YTD (%)
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Source: Company Source: Company
B] Increasing competitive intensity resulting in loss in market share and
shrinking margins: Due to intensifying competition and easing of overload
restrictions, AL’s market share in the domestic M&HCV segment has contracted by
160bp to 32.7% in volume terms and by 360bp to 34.2% in tonnage terms in FY19
YTD.
Exhibit 45: Trend in volume market share in M&HCV (%) Exhibit 46: Trend in tonnage market share in M&HCV (%)
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C] Other risks: (i) DFCs are driving a sharp recovery in the share of rail in freight,
which is likely to impact CV volumes over the medium term. (ii) Slower-than-
expected ramp-up in any of the newer business like defence, exports and spares. (iii)
Any dilution in capital allocation discipline could negatively impact the returns
profile.
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Scenario analysis: Favorable risk reward

Bull-case upside of ~86%, bear-case has downside of ~14%

M Our bull-case analysis assumes 20%/25% growth in volumes/revenues over
FY18-21. In FY21, we assume volume growth of ~14.6%, driven by the scrappage
policy and the ramp-up in the LCV business due to new model launches. We also
factor in gradual margin expansion of 90bp over FY18-21, led by operating
leverage benefits, price increases and a favorable product mix.

M According to our sensitivity analysis, AL could generate EPS of INR7.7/10.5/11.8
in FY19/20/21 in the bull case (v/s INR7/8.9/7.6 in the base case). Valuing AL at
9x FY21E EV/EBITDA and INR13/share value for NBFC (post 20% holdco
discount), we derive a fair value of INR212 (base TP: INR148), implying an upside
of ~86% from CMP.

Bear case

M Our bear-case analysis factors in volumes CAGR of 2.5% over FY18-21 based on a
5% decline in volumes in 2HFY19, 11% growth in FY20 and ~12% decline in FY21.
We assume a contraction in the EBITDA margin (by ~110bp to 9.3% in FY21) to
factor in negative operating leverage and mix, led by higher sales of lower-
tonnage trucks.

M According to sensitivity analysis, AL could generate EPS of INR6.1/7.2/5 in

FY19/20/21 in the bear case (v/s INR7/8.9/7.6 in the base case). Valuing AL at 8x

FY21E EV/EBITDA and INR13/share value for NBFC (post 20% holdco), we derive

a fair value of INR99 (base TP: INR148), implying a downside of ~14% from CMP.

Exhibit 47: Scenario analysis

Base Case Bull Case Bear case
(INR M) FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Dom. M&HCV 135,865 159,885 143,896 140,739 175,924 193,516 128,286 143,680 122,128
Growth (%) 17 18 -10 21 25 10 10 12 -15
Dom. LCV 51,270 60,498 63,523 52,844 66,055 82,569 49,174 54,092 48,683
Growth (%) 21 18 5 25 25 25 16 10 -10
Exports 18,062 21,040 23,728 19,132 23,915 28,697 15,146 16,660 17,493
Growth (%) 13 16 13 20 25 20 -5 10 5
Total volume (Units) 205,197 241,423 231,147 212,715 265,893 304,782 192,606 214,433 188,304
Growth (%) 17.3 17.7 -4.3 21.6 25.0 14.6 10.1 11.3 -12.2
CV Realizations (INR) 1,318,030 1,342,975 1,407,372 1,344,657 1,396,999 1,491,927 1,291,403 1,290,016 1,326,073
Growth (%) -1.0 1.9 4.8 1.0 3.9 6.8 -3.0 -0.1 2.8
CV Revenues 270,455 324,225 325,310 286,028 371,453 454,713 248,732 276,622 249,706
Non CV revenues 34,113 40,855 45,314 35,592 44,490 55,613 32,626 35,236 38,760
Total revenues 304,568 365,080 370,625 321,621 415,943 510,326 281,359 311,858 288,465
Growth (%) 16 20 2 23 29 23 7 11 -8
EBITDA 33,679 42,488 38,102 37,173 50,487 57,568 29,706 34,734 26,771
EBITDA margins (%) 11.1 11.6 10.3 11.6 12.1 11.3 10.6 11.1 9.3
PAT (INR m) 20,413 25,982 22,113 22,572 30,769 34,667 17,840 21,054 14,617
EPS (INR) 7.0 8.9 7.6 7.7 10.5 11.8 6.1 7.2 5.0
Growth (%) 30 27 -15 43 36 13 13 18 31
Target EV/EBITDA (x) 8.0 8.0 9.0 9.0 9.0 9.0 8.0 8.0 9.0
Net debt (INR m) -28,032 -47,316 -53,851 -30,190 -52,104 -66,404 -17,750 -33,844 -38,451
Hinduja Ley Fin @20% Holdco 8 10 13 8 10 13 8 10 13
Target Price 110 143 148 133 183 212 95 117 929
Upside (%) 24.7 29.5 60.3 85.6 2.1 -13.5
Implied PE at TP (x) 20 18 20

Source: MOSL
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Ashok Leyland | Story in Charts: Expect EPS CAGR of ~12% over FY18-21

Exhibit 48: AL’s M&HCV market share trend Exhibit 49: Volume and ASP trend
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Exhibit 50: Expect revenue CAGR of 12.2% over FY18-21 Exhibit 51: Margins to gradually improve over FY18-20
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Exhibit 52: Capex/investments to moderate significantly Exhibit 53: Focused on reducing debt levels
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Financials and Valuations

Income Statement (INRm)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Volumes ('000 units) 105 140 145 175 205 241 231
Growth (%) 17.4 33.8 3.4 20.5 17.3 17.7 -4.3
Net Sales 135,622 189,373 201,401 262,479 304,568 365,080 370,625
Change (%) 36.4 39.6 6.4 30.3 16.0 19.9 1.5
EBITDA 10,266 22,546 22,025 27,390 33,679 42,488 38,102
Change (%) 516.4 119.6 2.3 24.4 23.0 26.2 -10.3
EBITDA Margins (%) 7.6 11.9 10.9 10.4 11.1 11.6 10.3
Depreciation 4,163 4,879 5,179 5,546 6,255 7,470 8,395
EBIT 6,103 17,667 16,846 21,844 27,424 35,018 29,707
Interest & Fin. Charges 3,935 2,476 1,554 1,312 752 753 753
Other Income 1,245 1,176 1,363 1,898 2,080 2,330 2,750
PBT 4,422 8,215 13,147 22,303 28,751 36,594 31,704
Tax 1,074 4,369 1,070 6,681 8,338 10,612 9,590
Effective Rate (%) 24.3 53.2 8.1 30.0 29.0 29.0 30.2
Rep. PAT 3,348 3,845 12,077 15,622 20,413 25,982 22,113
Change (%) 1,039.6 14.8 214.1 29.4 30.7 27.3 -14.9
% of Net Sales 1,039.6 14.8 214.1 29.4 30.7 27.3 -14.9
Adjusted PAT 2,339 11,998 12,360 15,752 20,413 25,982 22,113
Change (%) -149.1 413.0 3.0 27.4 29.6 27.3 -14.9
Balance Sheet (INRm)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Sources of Funds
Share Capital 2,846 2,846 2,846 2,927 2,927 2,927 2,927
Reserves 49,002 51,226 58,415 68,721 80,155 96,805 109,587
Net Worth 51,848 54,071 61,261 71,648 83,082 99,732 112,514
Loans 22,953 20,201 13,450 10,023 5,023 5,023 5,023
Deferred Tax Liability 2,861 3,291 1,269 2,984 4,421 6,251 7,836
Capital Employed 77,662 77,563 75,979 84,655 92,527 111,007 125,374

Application of Funds

Gross Fixed Assets 49,871 53,659 59,807 63,121 75,883 85,633 95,883
Less: Depreciation 5,600 4,859 8,871 13,378 19,633 27,104 35,499
Net Fixed Assets 44,271 48,800 50,937 49,742 56,249 58,529 60,384
Capital WIP 1,201 759 2,059 4,012 1,250 1,500 1,250
Investments 26,967 19,804 28,789 58,026 60,026 61,526 63,026
Curr.Assets, L & Adv. 59,308 60,992 58,615 54,080 61,583 87,802 100,416
Inventory 12,427 16,250 26,310 17,099 25,033 25,006 30,462
Sundry Debtors 7,262 12,511 10,644 9,805 16,689 20,004 20,308
Cash & Bank Balances 7,722 15,931 9,120 10,044 2,503 21,788 28,322
Loans & Advances 31,898 16,299 12,542 17,132 17,358 21,005 21,324
Current Liab. & Prov. 54,087 52,791 64,420 81,206 86,582 98,351 99,703
Sundry Creditors 28,283 25,627 31,170 46,586 50,066 60,013 60,925
Other Liabilities 22,457 24,046 26,742 25,907 25,033 26,006 26,401
Provisions 3,347 3,119 6,509 8,713 11,483 12,332 12,378
Net Current Assets 5,222 8,201 (5,805) (27,126) (24,999) (10,549) 713
Application of Funds 77,662 77,563 75,979 84,655 92,527 111,007 125,374

E: MOSL Estimates
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Financials and Valuations

Ratios

Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Basic (INR)

EPS 0.8 4.2 4.3 5.4 7.0 8.9 7.6
EPS Fully Diluted 0.8 4.2 4.3 5.4 7.0 8.9 7.6
EPS Growth (%) -145.9 412.9 3.0 23.9 29.6 27.3 -14.9
Cash EPS 2.3 5.9 6.2 7.3 9.1 11.4 10.4
Book Value per Share 18.2 19.0 21.5 24.5 28.4 34.1 38.4
DPS 0.45 1.0 1.6 2.4 2.6 2.7 2.7
Payout (Excl. Div. Tax) % 54.8 23.7 35.9 45.2 36.6 29.9 35.1
Valuation (x)

P/E 139.1 27.1 26.3 21.2 16.4 12.9 15.1
Cash P/E 50.0 19.3 18.6 15.7 12.6 10.0 11.0
EV/EBITDA 33.2 14.6 14.6 11.1 9.1 6.8 7.4
EV/Sales 2.5 1.7 1.6 1.2 1.0 0.8 0.8
Price to Book Value 6.3 6.0 5.3 4.7 4.0 3.4 3.0
Dividend Yield (%) 0.4 0.9 1.4 2.1 2.2 2.3 2.3
Profitability Ratios (%)

ROE 4.9 22.7 21.4 23.7 26.4 28.4 20.8
RoCE 6.4 114 21.8 20.7 23.6 26.1 19.2
RolC 8.6 20.0 40.2 63.0 94.2 90.5 70.3
Turnover Ratios

Debtors (Days) 20 24 19 14 20 20 20
Inventory (Days) 33 31 48 24 30 25 30
Creditors (Days) 76 49 56 65 60 60 60
Working Capital (Days) -23 6 10 -27 -10 -15 -10
Fixed-Asset Turnover (x) 3.1 3.9 4.0 5.3 5.4 6.2 6.1
Leverage Ratio

Net Debt/Equity (x) 0.3 0.1 -0.1 -0.4 -0.3 -0.5 -0.5
Cash flow Statement (INR m)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
OP/(Loss) before Tax 4,422 11,692 16,846 21,844 27,424 35,018 29,707
Int/Div Received 290 485 690 552 2,080 2,330 2,750
Depreciation 4,182 4,489 5,179 5,546 6,255 7,470 8,395
Direct Taxes Paid -502 -4,409 -3,476 -4,149 -6,900 -8,783 -8,005
(Inc)/Dec in Work Cap. 7,049 -1,276 1,903 35,987 -9,667 4,834 -4,728
Other Items 2,906 6,818 3,914 -5,596 0 0 0
CF from Oper. Activity 18,347 17,800 25,056 54,184 19,191 40,869 28,119
Extra-ordinary Items 0 0 -3,508 -126 0 0 0
CF after EO Items 18,347 17,800 21,548 54,058 19,191 40,869 28,119
(Inc)/Dec in FA+CWIP -2,059 441 -3,660 -5,321 -10,000 -10,000 -10,000
Free Cash Flow 16,288 18,241 17,888 48,737 9,191 30,869 18,119
CF from Inv. Activity 1,015 3,618 -14,768 -33,321 -12,000 -11,500 -11,500
Inc/(Dec) in Debt -14,239 -7,886 -8,827 -12,700 -5,000 0 0
Interest Rec./(Paid) -4,219 -2,679 -1,638 -1,464 -752 -753 -753
Dividends Paid 0 -1,541 -3,254 -5,495 -8,979 -9,331 -9,331
CF from Fin. Activity -11,791 -12,107 -13,719 -19,613 -14,732 -10,085 -10,085
Inc/(Dec) in Cash 7,571 9,311 -6,939 1,124 -7,541 19,284 6,534
Add: Beginning Balance 469 8,040 17,352 10,412 11,536 3,996 23,280
Closing Balance 8,040 17,352 10,412 11,536 3,996 23,280 29,814

E: MOSL Estimates
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Explanation of Investment Rating
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as the recommendations made by the analyst(s) are completely independent of the views of the associates of MOSL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research
report.

- acted as a manager or co-manager of public offering of securities of the subject company in past 12 months

- be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or
lender/borrower to such company(ies)

- received compensation from the subject company in the past 12 months for investment banking / merchant banking / brokerage services or from other than said services.
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The associates of MOSL has not received any compensation or other benefits from third party in connection with the research report

Above disclosures include beneficial holdings lying in demat account of MOSL which are opened for proprietary investments only. While calculating beneficial holdings, It does not consider demat accounts which are opened in name of
MOSL for other purposes (i.e holding client securities, collaterals, error trades etc.). MOSL also earns DP income from clients which are not considered in above disclosures.

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly
related to the specific recommendations and views expressed by research analyst(s) in this report.

Terms & Conditions:

This report has been prepared by MOSL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, copied or
distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of MOSL. The report is based on the facts, figures and information that are considered true, correct, reliable and
accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. 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. All such information and opinions are subject to change without notice. The report is prepared solely for informational purpose and does
not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers may receive this report
at the same time. MOSL will not treat recipients as customers by virtue of their receiving this report.

Disclaimer:

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for
securities or other financial instruments. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The
securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient.
This may not be taken in substitution for the exercise of independent judgment by any recipient. 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. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors. No
representation or warranty, express or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document. The Disclosures of Interest Statement incorporated in this document is
provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make
modifications and alternations to this statement as may be required from time to time without any prior approval. MOSL, its associates, their directors and the employees may from time to time, effect or have effected an own account
transaction in, or deal as principal or agent in 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. Each of these entities functions as a separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of MOSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed therein. This
document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. 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 MOSL 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. Neither the Firm, not 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 profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOSL or any of its
affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSL or any of its affiliates
or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022-3980 4263; www.motilaloswal.com. Correspondence Address: Palm Spring Centre, 2nd Floor,
Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 3080 1000. Compliance Officer: Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-38281085.

Registration details: MOSL: SEBI Registration: INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL: IN-DP-16-2015; NSDL: IN-DP-NSDL-152-2000; Research Analyst: INH000000412. AMFI: ARN 17397. Investment Adviser: INAO00007100.
Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration No.: INP000000670) offers PMS and Mutual Funds products. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: INP000004409) offers
wealth management solutions. ~ *Motilal Oswal Securities Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs, Insurance and IPO products. *Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. offers Real Estate
products. * Motilal Oswal Private Equity Investment Advisors Pvt. Ltd. offers Private Equity products.

* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National Company Law Tribunal, Mumbai Bench. The existing
registration no(s) of MOSL would be used until receipt of new MOFSL registration numbers.
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