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February 6, 2024

Stepping up play in EV domain, double digit margins
and healthy Bus order wins also bode well...

About the stock: Ashok Leyland (ALL) is a pure-play CV manufacturer
domestically, with FY23 market share pegged at 18.8% (up 240 bps YoY). It is
present in M&HCV trucks and buses as well as LCV goods segments. It also has
formidable presence in e-mobility (Electric buses) domain though Switch Mobility

e FY23 product mix — LCV goods 38%, trucks 54%, buses 8%

Q3FY24 Results: Margins continue to surprise on the positive side in Q3FY24
Standalone revenues for Q3FY24 came in at X 9,273 crore, up 2.7% YoY amid 1%
de-growth in volumes at 47,241 units. EBITDA came in at X 1,114 crore with
margins at 12%, up 80 bps QoQ. Consequent PAT in Q3FY24 came in at X 580 crore
(up 61% YoY, 3% QoQ). Gross margins expanded 130 bps QoQ.

Investment Rationale

e CVindustry to consolidate, greater BUS & EV play to cushion growth

Led by cyclical recovery in the CV space amidst robust infrastructure spend by the
government coupled with revival in private capex cycle, domestic CV industry
witnessed handsome volume recovery with FY21-23 growth pegged at 30% CAGR.
FY23 domestic sales volumes at 9.6 lakh units however is still short of its previous
peak in FY19 at 10.1 lakh units. Going forward with single digit volume growth in
9MFY24 and high base of Q4FY23 & impending union election in Q1'25, the volumes
for the industry are expected to moderate in near term. However structural drivers
in terms of healthy replacement demand, scrappage policy, capex led demand
revival and EV transition remains intact. Moreover, ALL in the recent past has won
impressive orders at its Bus segment for both ICE & EV buses. ALL also guided for
soft launch of EV truck and near-term launch of EV-LCV which structurally bodes
well for the company. We have built in ~4% volume growth CAGR over FY23-26E.

e B/S, return ratios turn best in class, valuations too turn favourable

With healthy volume growth in the past and consistent double digit margin profile,
net debt at ALL is now down to ~X1,750 crore as of 9MFY24 with company
expected to be net debt free in FY25E. RoCE profile at ALL is also on up-move with
RoCE in FY24E pegged at ~27% and it now trades at reasonable valuation of ~9x
EV/EBITDA on FY26E basis, making it a compelling case for portfolio addition.

Rating and Target Price

e  We assign BUY tracking industry wide pricing discipline aiding double digit
margin trajectory and ALL’s midterm target of mid teen levels coupled with
its step-up play in the EV domain (Buses, Trucks and LCV’s)

e Incorporating FY26E, we now value ALL at SOTP based target price of
X225 (10x core FY26E EV/EBITDA, 2x P/B for investments)

Key Financial Summary

. . 5 year CAGR
Key Financials FY19 FY20 FY21 FY22 FY23 (FY18-23)
Net Sales 29,055 17,467 15,301 21,688 36,144 6.5%
EBITDA 3,136 1,174 535 995 2,931 -0.2%
EBITDA Margins (%) 10.8 6.7 3.5 4.6 8.1
Net Profit 1,983 239 (314) 542 1,380 -4.3%
EPS (R) 6.8 0.8 (1.1) 1.8 4.7
P/E 26.6 220.6 NM 97.5 383
RoNW (%) 24.3 4.7 (4.4) 0.2 15.7
RoCE (%) 25.7 4.5 (1.9) 2.1 17.0
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Particular X crore
Market Capitalization 52,688
Total Debt (FY23) 3,180

Cash &Inv. (FY23) 3,273

EV (X Crore) 52,595
52 week H/L () 192/133
Equity capital (X crore) 293.6
Face value () 1.0

Shareholding pattern
Mar-23 Jun-23 Sep-23 Dec-23
Promoter 515 515 515 515

Fil 149 166 202 205
Dl 222 208 165 147
Other 115 111 118 133
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Recent event & key risks

e Reports healthy Q3FY24.
EBITDA margins came in at 12%

e Key Risk: (i) elongated delay in
volume recovery post Union
elections 2025 (ii) moderation in
margin profile due to higher
competitive intensity

Research Analyst

Shashank Kanodia, CFA
shashank.kanodia@icicisecurities.com

3 year CAGR

FY24E FY25E FY26E (FY23-26E)

38,671 40,666 44,209 6.9%

4,452 4,874 5,389 22.5%
11.5 12.0 12.2

2,491 2,838 3,257 33.1%
8.5 9.7 11.1
21.2 18.6 16.2
26.1 26.1 26.3
27.3 30.6 329

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Q3FY24 Results: Margins continue to surprise on the positive

Standalone operating income for Q3FY24 came in atX 9,273 crore, up 2.7%
YoY amid 1% de-growth in volumes to 47,241 units and share of M&HCV
in total volume mix at 62.4% vs. 64.4% in Q2FY24.

EBITDA came in at X 1114 crore with margins at 12%, up 80 bps QoQ.
Consequent PAT in Q3FY24 came in at X 580 crore (up 61% YoY, 3% QoQ).
Gross margins expanded 130 bps on QoQ basis, the gains however limited
by higher other overhead expenses.

Net realisation for the quarter came in higher than anticipated at X19.6
lakh/unit (up 1.5% QoQ). The company in the recent past has won
impressive orders on the Bus segment for both ICE & EV buses.

Q3FY24 Earnings Conference Call highlights

The domestic MHCV industry has grown by 9% YoY in 9MFY24. However,
the management expects this industry to be subdued in Q4FY24 due to a
high base effect and impending election season. It expects the MHCV
volume for FY24E to likely be short of its peak achieved in FY19. Further,
the management expects bus demand to be healthy driven by replacement
of existing fleets & increase in demand for school and staff transportation.

In 9MFY24, the company reported its volume growth of 7% YoY in MHCV
segment. The bus segment at ALL has grown by 65%YoY, outperforming
its industry growth of 38%, thereby gaining the market share in this
segment. The volume for LCV segment stands at 48,682, reporting 2% YoY
growth thereby outperforming industry which has reported a degrowth of
3%, resulting in company’s market share improving in the same period.

The company will deliver its 1st Batch of Electric LCV in next few months.
It has commenced delivery for a 14T Electric Truck with a 200-kilowatt
battery pack at the recent Bharat Mobility Global Expo 2024. It's in a
market trial for an electric 55 tonne tractor trailer for long haul transport.
It will also launch Hydrogen Powered Vehicle in some time.

Currently, the company has orderbook of 1000 buses and plans to
participate in new tenders next month. It has also signed the MOUs with
various customers for ~12000 to 13000 units in the LCV segment.

The company has raised price across its business, including trucks and LCV
segment in this financial year. Its larger focus is on profitable growth and
market share gains by differentiated products.

Over a medium-term outlook, the company aims for 35% market share in
MHCV segment. It remains optimistic on this segment given the freight and
replacement demand continue to be positive.

Gross margin expansion in Q3 FY24 driven by cost reduction initiatives and
the softening of raw material prices. The management expects steel prices
to remain soft in next few months.

ALL targets X 900-1,000 crore sales in defense segment in FY24

ALL has added 44 and 17 dealers for MHCV and LCV segment respectively
in 9MFY24. It has a total 399 authorized service centres and 491 dealers
and aims for 1000 dealers at its M&HCV domain. It has also tied up with
the TVS group to launch new outlets in North India going forward.

The company have made an equity investment of X 662 crores in Optare
in Q3FY24, which is the holding company of Switch UK and Switch India.
The balance equity will be infused in tranches in next few months.

Net Debt as of 31st Dec’23 stands at X 1747 crores (up by X 608 crore
QoQ). Capex for Q3FY24 was at X 90 crores. The cumulative capex for
9MFY24 stands at X 290 crores.
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Financial story in charts

Exhibit 1: Topline trend
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Exhibit 2: Trend in margins
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Exhibit 3: Trend in profitability
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On a high base, we expect sales at ALL to
grow at a CAGR of 6.9% over FY23-26E
backed by 4.1% volume CAGR in the
aforesaid period, led by M&HCV segment

The company has on a consistent basis
surprised us on the positive side on the
margins front. With profitable growth in
sight amidst industry wide pricing
discipline, we expect ALL margins to be at
12.2% by FY26E

PAT is expected to grow at a CAGR of
33% over FY23-26E to X 3,257 crore in
FY26E. PAT margins are slated to improve
to 7.4% in the aforesaid timeframe
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Exhibit 4: Trend in return ratios
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Exhibit 5: Volume Assumptions

FY19
M&HCV Passenger 19,871
volumes
M&HCV Goods 122,087
volumes
Total M&HCV Sales 142,858
Volume
LCV volumes 54,508

Total Sales Volume 1,97,366
YoY Growth (%)

ASPs (% lakh/unit) 14.4

FY20 Fy21 FY22
23,323 5,629 7,799
55,231 46,178 66,086
78,554 51,807 73,885
46,646 48,908 54,441

1,25,200 1,00,715 1,28,326
-37% -20% 21%
12.8 15.2 16.9

FY23
18,150

1,05,959 1,

1,24,109 1,
68,096

1,92,205 1,
50%
18.7

FY24E  FY25E  FY26E
23,544 27,075 29,036
02,430 1,04,656 1,12,165
25974 1,31,732 1,41,201
68,966 71,928 75,692
94,940 2,03,660 2,16,893
1% 4% 6%
19.8 20.0 20.4

Source: ICICI Direct Research

Exhibit 6: SOTP-based valuation

SOTP
Target EV/EBITDA (x)
EBITDA (% crore; FY26E)

Enterprise Value (X Crore)
Net Debt (% crore; FY25E)

Target Market cap Core business (Zcrore)

Value/Share (A)

Strategic long term Investments FY26E (X crore)

PIBV/(x)

Total Value/Share post applying 20% Holdco. Discount (B)

Price target (%, A+B)

10.0
5,389
53,887

(2,973)
56,860

195
5,492
2.0
30

225

Source: Company, ICICI Direct Research
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The company is well positioned to post
healthy double digit return ratios of >25%
starting FY24E
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Financial Summary

ICICI Direct Research

(Year-end March) FY23 FY24E FY25E FY26E (Year-end March) FY23 FY24E FY25E FY26E
Total operating Income 36,144.1 38,670.8 40,665.7 44,209.1 Profit after Tax 1,380.1 2,491.2 2,837.9 3,256.6
Growth (%) 66.7 7.0 5.2 8.7 Add: Depreciation 732.0 734.7 772.6 817.9
Raw Material Expenses 27,849.2 28,218.7 29,513.1 32,084.7 (Inc)/decin Current Assets -1,254.1 -1,220.9 -720.7 -903.8
Employee Expenses 2,113.9 2,316.2 2,455.6 2,580.0 Inc/(dec) in CL and Provisions 768.1 964.1 1,145.4 1,025.4
Other Expenses 3,250.4 3,683.8 3,822.6 4,155.7 CF from operating activities 1915.2 3225.2 4208.9 4257.3
Total Operating Expenditure 33,213.4 34,218.7 35,791.3 38,820.4 (Inc)/decin Investments -1,844.0 -400.0 -200.0 -750.0
EBITDA 2930.7 4452.1 48745 5388.7 (Inc)/decin Fixed Assets -381.3 -600.0 -600.0 -500.0
Growth (%) 194.7 51.9 9.5 10.5 Others 671.8 -131.8 -130.4 -1345
Depreciation 732.0 734.7 772.6 817.9 CF from investing activities -1553.6 -1131.8 -930.4 -1384.5
Interest 289.1 256.2 173.7 61.2 Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
Other Income 116.1 144.0 126.0 142.6 Inc/(dec) in loan funds -327.0 -500.0 -1,500.0 -1,000.0
PBT 2025.8 3605.2 4054.2 4652.3 Dividend paid &dividend tax  -763.2 -1,321.0 -1,541.1 -1,761.3
Exceptional chages -84.6 24.1 0.0 0.0 Others 182.9 -256.2 -173.7 -61.2
Total Tax 730.3 1,089.9 1,216.3 1,395.7 CF from financing activities -907.3 -2077.1 -3214.8 -2822.5
PAT 1380.1 2491.2 28379 3256.6 Net Cash flow -545.7 16.3 63.7 50.3
Growth (%) 154.7 80.5 13.9 14.8 Opening Cash 1,046.9 501.3 517.6 581.3
EPS () 4.7 8.5 9.7 11.1 Closing Cash 501.3 517.6 581.3 631.5
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

(Year-end March) FY23 FY24E FY25E FY26E (Year-end March) FY23 FY24E FY25E FY26E
Liabilities Per share data (X)

Equity Capital 293.6 293.6 293.6 293.6 EPS 4.7 8.5 9.7 11.1
Reserve and Surplus 8,132.2 9,302.4 10,599.2 12,094.5 Cash EPS 7.2 11.0 12.3 13.9
Total Shareholders funds 8425.8 9596.0 10892.8 12388.1 BV 28.7 32.7 37.1 42.2
Total Debt 3,180.1 2,680.1 1,180.1 180.1 DPS 2.6 4.5 5.3 6.0
Deferred Tax Liability 503.5 503.5 503.5 503.5 Cash Per Share 1.7 1.8 2.0 2.2
Other non-current liabilities 304.1 304.1 304.1 304.1 Operating Ratios (%)

Total Liabilities 12932.7 13602.9 13399.7 13895.0 EBITDA Margin 8.1 11.5 12.0 12.2
Assets PBT / Net sales 5.6 9.3 10.0 10.5
Gross Block 9,577.1 10,259.6 10,859.6 11,359.6 PAT Margin 3.8 6.4 7.0 6.7
Less: Acc Depreciation 4,592.2 5,327.0 6,099.6 6,917.5 Inventory days 28.0 35.0 32.0 32.0
Net Block 4984.8 4932.6 4760.0 4442.1 Debtor days 41.0 40.0 45.0 45.0
Capital WIP 1325 50.0 50.0 50.0 Creditor days 725 75.0 80.0 80.0
Total Fixed Assets 5,117.4 4,982.6 4,810.0 4,492.1 Return Ratios (%)

Investments 3,892.2 5,092.2 5,292.2 5,492.2 RoE 15.7 26.1 26.1 26.3
Inventory 2,7745 3,708.2 3,565.2 3,875.9 RoCE 17.0 27.3 30.6 32.9
Debtors 4,062.1 4,237.9 5,013.6 5,4504 RolC 23.1 33.6 38.0 42.8
Loans and Advances 0.0 0.0 0.0 0.0 Valuation Ratios (x)

Other current assets 1594.4 1705.8 1793.8 1950.1 P/E 38.3 21.2 18.6 16.2
Cash 501.3 517.6 581.3 631.5 EV /EBITDA 17.9 11.9 10.5 9.2
Total Current Assets 8,932.2 10,169.4 10,953.9 11,907.9 EV /Net Sales 1.5 1.4 1.3 1.1
Creditors 7,175.1 7,946.1 8,913.0 9,689.7 Market Cap / Sales 1.5 1.4 1.3 1.2
Provisions 519.3 575.1 645.1 701.3 Price to Book Value 6.3 5.5 4.9 4.3
Other current Liabilties 1,964.5 2,101.8 2,210.2 2,402.8 Solvency Ratios

Total Current Liabilities 9,658.9 10,623.0 11,768.4 12,793.8 Debt/Equity 0.4 0.3 0.1 0.0
Net Current Assets -726.8 -453.6 -814.5 -885.9 Current Ratio 1.0 1.0 1.0 1.0
Application of Funds 12932.7 13602.9 13399.7 13895.0 Quick Ratio 0.7 0.6 0.6 0.6
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy,
Hold, Reduce and Sell. The performance horizon is two years unless specified and the notional target price is
defined as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬁICIClu'//w‘[ ('u/n! "1 1
Inuum-m-z::zm Fingertips BHOKER \
ICICI S: ities Ltd. 75 STARMINE § |
R ‘@-’;‘awstmward 2012 &i‘
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Shashank Kanodia, CFA, MBA (Capital Markets), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research
report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the
report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.
ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number
— INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi,
Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various
subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of
which are available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by Sebi and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the research
recommendations promise or guarantee any assured, minimum or risk-free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agarwal
Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons
reporting to analysts and their relatives are generally prohibited from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to
focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and
Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and
opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. 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 of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities
indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness
guaranteed. This report and information herein is solely for informational purpose and shall 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. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not
treat recipients as customers by virtue of their receiving this report. 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. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not
necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results
may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any
other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger
or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the

companies mentioned in the report in the past twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts
did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither
ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last
day of the month preceding the publication of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of
one percent or more or other material conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates 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.
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