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Expensive Valuation

Summary

Ashok Leyland's (ALL) Q1FY23 PAT was below our estimates primarily due to
lower gross margins on account of high raw material prices and high price
discounting. Going forward, Management anticipates volume recovery to take
place in FY23 in FY24 on account of pick up in the replacement market in Indian
MHCV segment and demand emanating from MHCV truck segment due to
Govt’s. strong infrastructure push. Management also highlighted that
discounting level is still elevated in MHCV segment. We have cut down our PAT
estimates by 28% and 10% for FY23 and FY24 respectively to factor in softness in
margins. We change our rating from BUY to HOLD with revised price target of

Rs158 (20xFY24E earnings + Rs39 Hinduja Leyland Finance & EV subsidiary).

Key Highlights and Investment Rationale

®  Q1FY23 Results Highlights: During Q1FY23, ALL’s sales grew by 144% YoY to
Rs72bn (our estimates Rs73.3bn) primarily driven by 120% YoY volume
growth. EBITDA margins during the quarter declined by 444bps QoQ to 4.4%
(our Estimates 7.0%) on account of decline in Gross margins.

®m  OQutlook and Earnings Revision: To factor in increased competitive intensity
leading to higher price discounting, we have cut down our PAT estimates by
28% and 10% for FY23 and FY24 respectively. Currently Indian MHCV market is
at multi-year lower (~50% below FY19 peak) and likely to bounce back in the
medium term. We believe ALL is likely to be default beneficiary of the same.

=  Valuation and Recommendation: ALL’s stock is currently trading at PER of
19.4x FY24E earnings (Adjusted to Subsidiary valuations).
valuations are expensive and hence change our rating from BUY to HOLD with

We believe

revised price target of Rs158.

T Rs158

P
cmp Rs154

Potential upside/downside 2%
Previous Rating HOLD

Price Performance (%)

-1Im -3m -12m
Absolute 5.4 21.3 16.2
Rel to Sensex (4.4) 19.4 5.6

Key Stock Data

Bloomberg/Reuters ALIN /ASOK.BO

Sector Automobile
Shares o/s (mn) 2,936
Market cap. (Rs mn) 452,805

143.3
Rs153 /93
58,116 / 17,340

3-m daily avg Trd value (Rs mn)
52-week high / low
Sensex / Nifty

V/s Consensus

Shareholding Pattern (%)

EPS (Rs) FY23E FY24E Promoters 51.5
IDBI Capital 3 6 Fl 15.0
Consensus 4 8 DIl 21.0
% difference (32.6) (26.4) Public 12.5
Financial snapshot (Rs mn)
Year FY20 FY21 FY22 FY23E FY24E
Revenue 174,675 153,015 216,883 281,960 323,923
Change (yoy, %) (40) (12) 42 30 15
EBITDA 11,737 5,351 9,945 20,210 32,487
Change (yoy, %) (63) (54) 86 103 61
EBITDA Margin (%) 6.7 3.5 4.6 7.2 10.0
Adj.PAT 3,953 (3,016) 310 8,006 17,409
EPS (Rs) 1 (2) 0 3 6
Change (yoy, %) (81) (176) (110) 2,482 117
PE(x) 111 (145) 1,411 55 25
Dividend Yield (%) 0 0 0 1 1
EV/EBITDA (x) 39 87 46 22 14
RoE (%) 5 (4) 0 11 21
RoCE (%) 5 (2) 2 11 21

Source: IDBI Capital Research

August 2, 2022



Ashok Leyland | Q1FY23 Result Review

'@ IDBI capital

Concall Highlights

The Company saw a good performance in the domestic market increasing the market share to 31.1%
compared to 26.2 % last year. Q1FY22 was impacted by the pandemic because of this the FY23 base
becomes low.

In Q1 M&HCV has grown at 46% which is higher than the industry growth resulting in increase in market
share compared to last year.

LCV segment of the company which was on the growth phase got impacted due to semiconductor issue.
However Q1FY23 volumes were higher compared to last year.

The Company’s international business saw an jump of 76% growth in Q1FY21 whereas the working capital
of the company has also increased during the quarter due to increase in finished vehicles & production
inventory.

Net Debt for the company has also gone up in the quarter.

The company has launched 2 more tractor models 4225 & 4825. Company is trying to expand the market
range as they are more focused on gaining market shares.

The company also mentioned that they expects an gradual recovery in the sentiments as macroeconomics
cools off such as hardening of interest rates, semiconductor shortage& inflated commodity prices.

Domestic MHCV industry registered an growth of 160% on YoY basis in Q1FY23 aided to the low base of
the previous year.

The company also saw an meaningful recovery in the volumes in their truck segment as the company
expects this to grow further as there is an recovery in the economic activity. They also mentioned that the
M&HCV truck volume to grow by 15% to 20% for FY23 according to ICRA. PV segment to grow by 30 to
35% as demand in improving gradually.

LCV is expected to grow by 8% to 10% in FY23 company expects the softening of commodity prices will
impact the companies margin in the positive way.

The Bus segment in which the company is the market leader will do well as schools & offices reopens.
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Exhibit 1: Quarterly Snapshot

Rs mn (Standalone) Q1FY23 Q1FY22 YoY (%) Q4FY22 QoQ (%)
Volumes 39,651 17,987 120.4 48,719 (18.6)
Net Sales 72,229 29,510 144.8 87,443 (17.4)
Expenditure 69,026 30,911 123.3 79,683 (13.4)
as % of sales 95.6 104.7 91.1

Consumption of RM 57,281 21,873 161.9 68,422 (16.3)
as % of sales 79.3 74.1 78.2

Employee Cost 4,454 4,243 5.0 4,376 1.8
as % of sales 6.2 14.4 5.0

Other expenditure 7,291 4,795 52.0 6,885 5.9
as % of sales 10.1 16.2 7.9

EBITDA 3,203 -1,401 328.6 7,760 (58.7)
Depreciation 1,824 1,835 (0.6) 1,954 (6.6)
EBIT 1,379 (3,236) 143 5,807 (76.3)
Other Income 256 134 91.3 242 6.1
Interest 689 707 (2.6) 765 (9.9)
PBT 946 (3,809) 124.8 5,284 (82.1)
Total Tax 396 -1,003 139.5 973 (59.3)
Adjusted PAT 550 (2,806) 119.6 4,311 (87.2)
Extra ordinary items Loss/(Gain) -130 17 (874.4) -4,703 97.2
Reported PAT 681 (2,823) 124.1 9,014 (92.5)
Adjusted EPS 0.2 (1.0) 119.6 1.5 (87.2)
Margins (%) YoY (bps) QoQ (bps)
EBIDTA 4.4 (4.7) 918 8.9 (444)
EBIT 1.9 (11.0) 1,287 6.6 (473)
EBT 1.3 (12.9) 1,422 6.0 (473)
PAT 0.9 (9.6) 1,051 10.3 (937)
Effective Tax rate 41.8 26.3 1,551 18.4 2,343

Source: Company; IDBI Capital Research
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Exhibit 2: Actual vs. Estimates

Actual
Net sales 72,229
EBITDA 3,203
EBITDA margin (%) 4.4
PAT 550
Source: Company; IDBI Capital Research
Exhibit 3: Change in estimates
FY23E
(Rs mn) oid New % Chg
Net Sales 281,960 281,960 0.0
EBITDA 24,439 20,210 (17.3)
EBITDA margin (%) 8.7 7.2 (150)
Net Profit 11,165 8006 (28.3)

Source: Company; IDBI Capital Research

(Rs mn)
IDBI Est % Variance
73,302 (1.5)
5,131 (37.6)
7.0 (36.7)
2,035 (73.0)
FY24E
Old New % Chg
323,923 323,923 0.0
35,078 32,487 (7.4)
10.8 10 (80bp)s
19,338 17,409 (10)
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales
Change (yoy, %)
Operating expenses
EBITDA
Change (yoy, %)
Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax
Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit
Change (yoy, %)
EPS
Dividend per sh
Dividend Payout %

FY19
2,90,550
10
(2,59,192)
31,358
5.8

10.8
(6,210)
25,148
(704)
1,099
24,995
(5,162)
20.7
19,832
(549)
20,381
17

6.9

2.2

32

FY20
1,74,675
(40)
(1,62,938)
11,737
-62.6
6.7
(6,698)
5,039
(1,095)
1,233
3,619
(1,224)
33.8
2,395
(1,558)
3,953
(81)

1.3

0.5

37

FY21
1,53,015
(12)
(1,47,663)
5,351
-54.4
3.5
(7,477)
(2,126)
(3,068)
1,195
(4,119)
982
23.8
(3,137)
(121)
(3,016)
(176)
(1.0)

0.6

(58)

FY22
2,16,883
42
(2,06,938)
9,945
86

46
(7,528)
2,418
(3,011)
761
(4,941)
142

2.9
(4,798)
(5,108)
310
(110)
0.1

0.6

568

FY23E
2,81,960
30
(2,61,751)
20,210
103

7.2
(7,937)
12,272
(2,507)
909
10,674
(2,669)
25.0

8,006
8,006
2,482
2.7
0.9
33

(Rs mn)
FY24E
3,23,923
15
(2,91,436)
32,487
61
10.0
(8,507)
23,980
(1,673)
906
23,212
(5,803)
25.0

17,409
17,409
117
5.9

2.0

33
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY19
83,324
2,936
80,389
3,984
1,474
92,438
81,914
10,524
97,896
1,81,221

62,721
26,365
92,134
26,847
25,057
13,736
26,495
1,81,221

FY20
72,640
2,936
69,704
30,648
1,401
53,688
45,633
8,055
85,737
1,58,377

56,308
27,196
74,873
12,380
11,884
13,225
37,385
1,58,377

Fy21
69,772
2,936
66,837
37,163
705
70,459
63,914
6,545
1,08,327
1,78,099

56,815
30,687
90,597
21,423
28,160
8,230
32,784
1,78,099

FY22
73,369
2,936
70,434
35,071
556
83,671
76,967
6,705
1,19,299
1,92,668

51,714
48,196
92,757
20,752
31,110
10,470
30,426
1,92,668

FY23E
78,733
2,936
75,797
25,071
556
96,912
88,196
8,716
1,22,539
2,01,272

49,277
48,196
1,03,799
23,839
30,802
9,603
39,555
2,01,272

(Rs mn)
FY24E
90,397
2,936
87,461
15,071
556
1,08,320
98,306
10,014
1,23,947
2,14,343

48,770
48,196
1,17,377
26,459
35,387
10,090
45,442
2,14,343
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Cash Flow Statement
Year-end: March
Pre-tax profit
Depreciation
Tax paid
Chg in working capital

Other operating activities

Cash flow from operations (a)

Capital expenditure
Chg in investments
Other investing activities

Cash flow from investing (b)

Equity raised/(repaid)
Debt raised/(repaid)
Dividend (incl. tax)

Chg in monorities

Other financing activities

Cash flow from financing (c)

Net chg in cash (a+b+c)

FY19
24,995
5,974
(5,764)

(20,335)

1,354
6,223

(8,989)

29,702

20,713

(2,142)
(6,587)

(8,720)

18,216

FY20
3,619
6,698

(1,297)
(18,069)
507
(8,542)

(285)
(831)

(1,116)

26,664
(1,470)

25,194

15,536

Fy21
(4,119)
7,477
287
(2,650)
(983)
12

(7,984)

(3,491)

(11,475)

6,514
(1,761)

4,753

(6,710)

(Rs mn)
FY22 FY23E FY24E
(4,941) 10,674 23,212
7,528 7,937 8,507

(7) (2,669) (5,803)

16,697 5,866 1,239
(243) - :
19,034 21,808 27,155

(2,426) (5,500) (8,000)
(17,509) - -

(19,936) (5,500) (8,000)

- 5,364 11,664

(2,092)  (10,000)  (10,000)
(1,761) (2,642) (5,745)

(3,853) (7,278) (4,081)

(4,755) 9,030 15,074
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Financial Ratios

Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E

Book Value (Rs) 28 25 24 25 28 32
Adj EPS (Rs) 6.9 1.3 (1.0) 0.1 3.8 6.6
Adj EPS growth (%) (81) (177) NA NA 3,502 73
EBITDA margin (%) 10.8 6.7 3.5 4.6 8.7 10.8
Pre-tax margin (%) 8.8 3.0 (2.7) (2.3) 53 8.0
Net Debt/Equity (x) 0.1 0.1 0.4 0.3 0.2 0.0
ROCE (%) 26 7 (2) 0 14 22
ROE (%) 27 7 (4) 2 14 23
DuPont Analysis
Asset turnover (x) 3.3 1.7 0.9 1.2 1.4 1.5
Leverage factor (x) 2.2 2.3 2.4 2.6 2.6 2.4
Net margin (%) 7.0 2.3 (2.0) 0.1 4.0 6.0
Working Capital & Liquidity ratio
Inventory days 47 37 51 35 30 29
Receivable days 31 25 67 52 40 40
Payable days 89 90 127 121 108 108
Valuations
Year-end: March FY19 FY20 FY21 FY22 FY23E FY24E
PER (x) 21 111 (145) 1,411 55 25
Price/Book value (x) 5.3 6.0 6.3 6.0 5.6 4.8
EV/Net sales (x) 1 3 3 2 2 1
EV/EBITDA (x) 14 39 87 46 22 14
Dividend Yield (%) 2 0 0 0 1 1

Source: Company; IDBI Capital Research
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