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Stock data

No. of shares : 1,330 mn
Market cap : Rs 81 bn

52 week high/low : Rs 82/ Rs 46
Avg. daily vol. (6mth) : 5.0 mn shares
Bloomberg code :ALIB

Reuters code : ASOK.BO

Relative to sector: Neutral

EMISSION NORM CHANGE DAMPENS PROFITABILTIY
Ashok Leyland’s (ALL) Q3FY11 operating performance was under
pressure, with EBITDA margins declining by 383 bps QoQ to 7.5% (vs.
11.4% in Q3FY10). This is due to: a) emission nhorm change to BS3 from
Oct; and b) a one-time charge of Rs 260 mn towards employee wage
settlements. The mgmt has re-iterated its volume guidance of >95,000
units for FY11l with ~10.5% EBITDA margin; which translates into
~30,000 units for Q4 with operating profitability of >12%.

Key Highlights

O The co. reported revenues of Rs 22 bn (v 18% QoQ, ™ 23% YoY),
EBITDA of Rs 1.9 bn (\ 46% QoQ and 19% YoY) and adj. PAT of
Rs 434 mn (\'74% QoQ and 59% YoY). Volumes have been
impacted sequentially (' 25% QoQ,™ 14% YoY) at 18,437 units
due to the emission norm change to BS3 from 1st Oct 2010.

O ALL has produced ~4,000 units from Pantnagar in Q3 (~6,000 units
in 9mFY11), and intends to scale up to 15,000 units in FY11E and
35,000 units in FY12E.

O The co. raised prices across all products by Rs 31,000 and by
another Rs 30,000 on BS3 products in Q3 to absorb the higher raw
material costs. ALL has further hiked prices by ~2% in Jan’11 in-line
with cost inflation.

O ALL is currently carrying an inventory of ~9,500 units (mostly BS3)
which is likely to reduce in Q4. With inventory reduction & payments
from STUs (Rs 4-5 bn), ALL is targeting to reduce Rs 6-8 bn of
working capital in Q4. Debt as of Dec’10 stood at Rs 30 bn.

Shareholding (%) Dec-10 QoQ chg

Promoters ii-g 00;20 Business at trough with cheap valuations. Upgrade to BUY
MFe /T 42 02  ALL has guided for 120,000 units for FY12 (20% growth vs. our est of
Banks / Fls 0.1 (12.4) 15%) with improving margins as Pantnagar ramps-up. While we are
Others 41.9 13.3

Financial summary

reducing our FY11E and FY12E ests by 6% and 8% resp., for higher
interest costs and higher input costs, we believe that current valuations
price in all the near-term negatives. We upgrade our rating on the stock
to BUY with a revised TP of Rs 73 (8.5x FY12E EV/EBITDA + Rs 6/ share
for investment at 1x BV).

Sales EBITDA Adj. PAT Change RoCE EV/EBITDA

(Rs mn) (Rs mn) (Rs mn) YoY (%) (%) (64]
FY09 59,811 4,694 1,818 1.4 (59) 6.5 6.9
FY10 72,447 7,628 3,715 2.8 104 - 10.4 7.7 -
FY11E 108,176 11,337 6,002 4.5 62 12.1 15.7 11.6 9.5
FY12E 126,993 13,595 7,368 5.5 23 9.8 17.3 12.2 7.8
Source: Company ENAM estimates, *Note: P/E is adjusted for VOI of Rs 6/share
ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com and Firstcall.com 24 January 2011



Ashok Leyland

Results update

(Rs mn) Dec-10 Dec-09 % Chg Sep-10 % Chg Mar-11E Mar-10 % Chg
Net Sales 22,272 18,155 23 27,140 (18) 108,176 72,447 49.3
EBITDA 1,660 2,062 (19) 3,063 (46) 11,337 7,628 48.6
Other income 17 20 (14) 48 (65) 165 150 10.0
PBIDT 1,677 2,082 (19) 3,111 (46) 11,502 7,778 47.9
Depreciation 647 513 26 641 1 2,554 2,041 25.1
Interest 475 162 - 395 20 1,628 811 -
PBT 555 1,407 (61) 2,075 (73) 7,320 4,926 48.6
Tax 122 351 (65) 405 (70) 1,318 1,211 8.8
Adjusted PAT 434 1,056 (59) 1,671 (74) 6,002 3,715 61.6
Extra ordinary income/ (exp.) - (10) - - - - 522 -
Forex Loss / (Gain) - - - - - - - -
Reported PAT 434 1,046 (59) 1,671 (74) 6,002 4,237 447
No. of shares (mn) 1,330 1,330 - 1,330 - 1,330 1,330 -
EBITDA margin (%) 7.45 114 - 11.3 - 10.5 10.5 -
PBIDT margin (%) 75 11.5 - 11.5 - 10.6 10.7 -
EPS - annualized (Rs.) 13 3.2 (59) 5.0 (74) 4.5 28 61.6

Source: Company, ENAM Research
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Key highlights contd...
O Ashok Leyland sold 600 defense kits in Q3 (1,000+ in 9mFY11), and
has received orders of ~800-1,000 kits for Q4FY11E.

O Sales to state transport undertakings stood at ~3,600 units in Q3
(~25% of dom. vols), which adversely impacted product mix and
hence profitability. We believe that this trend is unlikely to continue in
coming quarters
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Passenger Vehicles: Volumes and market share Goods vehicles: Volumes and market share
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Product mix trend

(%) Q3FY0O9 Q4FY09 Q1FY10 Q2FY10 Q3FY10 Q4FY10 Q1FY11  Q2FYi1l Q3FY11
M&HCV goods 4,386 5,253 4,977 9,850 10,215 19,304 16,039 17,926 11,584
Goods carrier
7.5-12T 8.2 8.1 4.0 5.2 5.3 3.9 4.2 5.3 4.7
12-16T 41.4 43.7 50.8 331 313 26.8 275 29.8 43.2
[T16251 406 408 393 406 421 451 396 361 279
L >25T 3.6 3.8 0.4 6.0 4.9 7.2 15.1 13.5 119
Haulage vehlces T T oo Tommmemmmmeee
16-35T 24 0.9 25 8.0 10.3 10.3 6.1 7.9 5.6
>35T 3.8 2.7 3.0 7.0 6.2 6.7 7.5 7.5 6.7
M&HCV passenger 3,498 4,788 2,485 4,192 5,628 6,180 5,088 6,511 6,674
7.5-12T7 43 5.3 10.9 10.9 5.1 6.4 10.6 7.7 4.5
12-16T 95.7 94.7 89.1 89.1 94.9 93.6 89.4 92.3 95.5
Source: SIAM, Company, ENAM Research

Valuation charts: ALL currently trading at historical averages
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature

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

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, 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

Enam securities Private Limited, its affiliates, 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, which is already available in publicly accessible media or developed through analysis of ENAM
Securities Private Limited. The views expressed are those of 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. Neither this document nor any copy of it may be taken or transmitted into the United State (to
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions

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.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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