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Figure 1. April 06 Sales 

 Apr-06 % chg % chg
 Nos YoY over Mar
MDV passenger             585  -9.2 -63.3
MDV goods          4,437  61.1 -35.7
LCV               17  -29.2 -78.2
Total          5,039  47.3 -41.2

Source: Company Reports 
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 April Sales: Robust Growth 
 

� April sales up 47% — driven by MHCV goods sales (+61%). Bus sales declined 9% 
yoy. We note that these sales are typically 'lumpy' and dependent on contracts 
given by STUs (State Transport Undertakings). 

� MHCV roars ahead — Overall, MHCV domestic sales were up ~67%, reflecting (a) 
strong industrial and construction activity and (b) benefits from the Supreme Court 
(SC) order banning overloading.  

� Geographical mix — Domestic sales accounted for c94% of overall sales, while 
exports accounted for the remainder. Exports accounted for almost 8% of overall 
sales in FY06 – we would expect exports to account for around 5-8% of overall 
sales into FY07, given the robust growth expected in the domestic market.  

� Pricing power prevails — Over the month, ALL hiked prices across product 
categories by 2.5% - an indication of the strong demand environment and the 
industry's ability to absorb price hikes. 

� April industry sales — Both ALL and Tata Motors (TAMO) have grown 89% over 
April – ahead of our expectations. Over FY07, industrial production is expected to 
remain buoyant, on which we predicate our FY07 growth estimate of around 14% 
for both the MHCV majors. The SC ban is also expected to spur sales over the next 
two quarters.  

� Valuations — Valuations are expensive at this juncture. Overall, we believe the 
recent c33% increase in the stock price factors in the positives – maintain Sell. 
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Ashok Leyland 
Company Description 
ALL is owned by the Hinduja Group (an equity stake of 35.6%) and Iveco (a Fiat 
group company with an equity stake of 15.3%). ALL is the second-largest CV 
manufacturer in India, with a strong focus on medium and heavy commercial 
vehicles (MHCVs). The company's core product portfolio comprises MHCVs 
(goods vehicles and buses), and it also manufactures a range of vehicles suited 
for defense and special applications. Its recent successes in the export market 
are indicative of its product quality. Sales of spares and engines add to the 
company's revenue and earnings, especially during cyclical downturns. 

Investment Thesis 
Our recommendation on Ashok Leyland is Sell /Low Risk (3L). Growth is 
expected to remain healthy over the medium term. Key reasons for a strong 
growth outlook in commercial vehicles include a sustained pickup in economic 
activity, a focus on infrastructure spending (expected to continue with funding 
in place) and a strong replacement cycle (35% of the existing fleet in India is 
more than 10 years old and needs to be replaced both for commercial and 
environmental reasons). Moreover, growth in the agriculture, infrastructure and 
manufacturing sectors – all segments with positive linkages to the freight 
business are all expected to remain positive. ALL looks well positioned to benefit 
from this growth: it is expanding capacity by 15% over the next two years to 
meet demand, and plans to launch new products. In the long term, exports 
could emerge as a growth driver as ALL leverages off its low-cost competitive 
advantage to enter foreign markets. We do not foresee a price war despite ALL's 
capacity expansion given a) the past record of pricing discipline among 
manufacturers, b) Price alone typically does not influence the purchase 
decision of freight operators, and c) Tata Motors is significantly larger than other 
players in the sector (around 70% market share in MHCVs in FY05) and more 
vertically integrated implying a better cost structure. We expect that ALL's ability 
to grow faster than the market over the long term would depend on its ability to 
expand in North and East India markets (where its dominance is less vs. 
markets such as South India) and on the success of its new initiatives such as 
the Newgen range (MHCV trucks in the >30-ton range). ALL's technology tie-
ups with Hino, ZF and its recent initiatives to enhance collaboration with Iveco 
should augur well for its new product-development programs and export 
initiatives.  

Valuation 
Our 12-month target price of Rs37 for ALL is based on a multiple of 8.55x 
FY08E cash earnings. We increase the multiple to 8.55x from 8x to reflect the 
revision in our P/ CEPS multiple on Tata Motors (which is imputed at around 
10.3x FY08E CEPS on the core business - based on a 9.2x FY08E EV / EBITDA 
multiple). Our target multiple is at about a 20% discount to the multiple we 
assign to Tata Motors, which we believe, correctly reflects ALL's substantially 
smaller scale of operations and less diversified revenue profile (ALL is not 
present in passenger cars or utility vehicles and has an extremely modest 
presence in light commercial vehicles). Its c.15% CAGR in cash earnings over 
FY05-07E should support these valuations. We prefer to use P/CEPS as a 
valuation metric to ensure proper comparison with historical trading bands, a 
restructuring of the company's balance sheet in FY03 and the capital-intensive 
nature of the business. At our target price, the stock would trade at a P/E of 
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13.1x FY07E EPS,which is in the middle of its recent trading band. This is well 
supported by a 17% CAGR in earnings over FY06-08E. The target price implies 
a tax-free dividend yield of 3.8% for FY07E. This is almost the same as the 
current one-year bank deposit rate of around 5-5.5% (taxable). The high 
dividend yields should offer downside support for the stock price.  

Risks 
We rate ALL Low Risk based on our quantitative risk rating system, which tracks 
260-day historical share price volatility. The key risk factors to our target price 
are movements in economic variables — particularly GDP growth, interest rates 
and fuel prices, to which sales of commercial vehicles are very sensitive. Input 
costs are volatile and linked to global commodity prices for metals, plastics, etc. 
Input prices could affect margins and, in turn, profitability. The financial 
profitability and viability of the STUs over the long term is an important risk 
factor. STUs are the largest buyers of ALL buses. Their ability to restructure 
operations would influence long-term demand for buses. The success of ALL's 
export initiatives and the company's ability to de-link its operations from the 
domestic cycle would also influence profitability and earnings in the long term. 
ALL is exposed to select niches like defense, special application vehicles and 
engines. A slowdown in these segments would impact revenues and profitability. 
ALL's concentration in South India also renders it vulnerable to a slow down in 
these markets. Key upside risks to our recommendation are 1) An indication 
that the Supreme Court ruling on overloading is being implemented over the 
longer term. This would provide a sustained growth impetus for the CV cycle. 
Given the operating leverage inherent in this business, it could result in 
substantially stronger earnings growth. 2) Reduction in input costs (notably 
steel) would also have a beneficial impact on profitability and earnings.  

Figure 2. Share Price Performance  
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Figure 3.  

 3M 6M 12M 
Absolute 32.9 75.4 124.3 
Relative 7.1 17.1 15.0 

Source: Company Reports 
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I, Jamshed Dadabhoy, research analyst and the author of this report, hereby certify that all of the views expressed in this research report accurately reflect my personal views 
about any and all of the subject issuer(s) or securities. I also certify that no part of my compensation was, is, or will be directly or indirectly related to the specific 
recommendation(s) or view(s) in this report. 
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Citigroup Global Markets Inc. or its affiliates beneficially owns 1% or more of any class of common equity securities of Ashok Leyland. This position reflects 
information available as of the prior business day. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Ashok Leyland in the 
past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: Ashok Leyland. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: Ashok Leyland. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates 
("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other 
business units, the Private Client Division, Institutional Equities, and Investment Banking. 

Citigroup Investment Research Ratings Distribution    
Data current as of 5 May 2006 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (2722) 41% 41% 17%

% of companies in each rating category that are investment banking clients 45% 42% 33%
India -- Asia Pacific (110) 47% 21% 32%

% of companies in each rating category that are investment banking clients 48% 61% 49%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 
months) and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 
15% or more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) 
(5%-15% for Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less 
for Low-Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in 
target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
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movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review 
by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after 
evaluating the stock's expected performance and risk. 

Between September 9, 2002, and September 12, 2003, Citigroup Investment Research's stock ratings were based upon expected performance over the following 12 
to 18 months relative to the analyst's industry coverage universe at such time. An Outperform (1) rating indicated that we expected the stock to outperform the 
analyst's industry coverage universe over the coming 12-18 months. An In-line (2) rating indicated that we expected the stock to perform approximately in line with 
the analyst's coverage universe. An Underperform (3) rating indicated that we expected the stock to underperform the analyst's coverage universe. In emerging 
markets, the same ratings classifications were used, but the stocks were rated based upon expected performance relative to the primary market index in the region 
or country. Our complementary Risk rating system -- Low (L), Medium (M), High (H), and Speculative (S) -- took into account predictability of financial results and 
stock price volatility. Risk ratings for Asia Pacific were determined by a quantitative screen which classified stocks into the same four risk categories. In the major 
markets, our Industry rating system -- Overweight, Marketweight, and Underweight -- took into account each analyst's evaluation of their industry coverage as 
compared to the primary market index in their region over the following 12 to 18 months. 

OTHER DISCLOSURES 
Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of a public offering of equity securities of Ashok 
Leyland. 

Within the past 5 years, Citigroup Global Markets Inc. or its affiliates has acted as manager or co manager of a public offering of fixed income securities of Ashok 
Leyland. 

Citigroup Global Markets Inc. or its affiliates beneficially owns 2% or more of any class of common equity securities of Ashok Leyland. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may 
act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of 
any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. 
Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be 
incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and completeness of the disclosures made in the 
Important Disclosures section of the Product. In producing Products, members of the Firm's research department may have received assistance from the subject 
company(ies) referred to in the Product. Any such assistance may have included access to sites owned, leased or otherwise operated or controlled by the issuers 
and meetings with management, employees or other parties associated with the subject company(ies). Firm policy prohibits research analysts from sending draft 
research to subject companies.  However, it should be presumed that the author of the Product has had discussions with the subject company to ensure factual 
accuracy prior to publication.  All opinions, projections and estimates constitute the judgment of the author as of the date of the Product and are subject to change 
without notice. Prices and availability of financial instruments also are subject to change without notice. Although Citigroup Investment Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research 
coverage of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. 
The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are 
generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies 
may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect 
on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using 
withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have 
received the Product from the Firm may be prohibited in certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. 
Please ask your Financial Consultant for additional details.  Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by 
non-US investors resulting from the information contained in the Product may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is 
made available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail 
clients through Citigroup Wealth Advisors Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian 
Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  If the Product is being made available in certain provinces of Canada 
by Citigroup Global Markets (Canada) Inc. (“CGM Canada”), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, 
Ontario M5J 2M3.  The Product may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland 
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