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Exceeding expectations

Ashok Leyland Ltd. (ALL) has posted good numbers for
Q4FY07, both on the topline and bottomline. It registered
strong 32% growth YoY in topline to Rs22,910mn. Operating
profit in absolute terms grew by 21% YoY to Rs.2,649mn;
though the margin shed 100bps on the back of higher raw
material costs. Substantial decrease in interest costs saw net
profit surge 29% YoY to Rs17,515mn in Q4FYQ7. For the full
year, topline and bottom line grew 37% and 35% YoY
respectively.

Key highlights:

A

Sales up 32% in Q4FYO7: In Q4FY07, topline was up 32%
YoY and on full year basis it was up 37%, mainly on the
back of robust volume growth of 35%. During FY07, ALL’s
sales volume touched an all time high of 83,094 units.
Also, there was a gain in the overall market share by 80bps
to 28% in the M&HCV segment.

EBITDA up 21% YoY: EBITDA for the quarter, in absolute
terms grew by 21%; though margin was down 100bps, as
material costs continue to rise. Material cost per vehicle
has gone up by Rs25,000 on an average. Compared to last
guarter however the margins improved 120 bps on back of
increased labour productivity. On a full year basis also the
margins were down marginally by 40 bps to 9.6%

Q4FY07 net profit up 29%: The company witnessed 29%
surge in net profit in Q4FY07 as it was able to reduce
interest costs substantially by 81% by way of loan pay-offs.
On full year basis, bottom line grew 35% YoY at
Rs4,413mn, despite higher taxation.

Better working capital management: ALL has been
successful in reducing its working capital substantially to
Rs1,500mn in FYO7, which has in turn resulted in savings
of interest cost to the tune of Rs120mn.

Judicious cost management: The company has managed to
reduce its operating cost by 10% due to reduction in its
power and fuel costs by consciously moving towards non-
conventional energy by setting up windmills. Also,
increased productivity from employees reduced its overall
operating costs by about 80bps.

Capacity ramp-up: ALL currently has the capacity to
manufacture 84,000 vehicles per annum, which will be
enhanced to 134,000 vehicles by October 2007.

Accumulate

Rs39

May 8, 2007

Market cap
Rs bn 52
US$ mn 1,259

Avg 3m daily volume
5,068,642

Avg 3m daily value
Usbmn 5

Shares outstanding (mn)
1,324

Reuters
ASOK.BO/ASHOKLEY.NS

Bloomberg
ALIN

Sensex
13,879
Nifty
4,111

> 1



AlISFS INVESTSMART Auto

Institutional Equity AS h 0 k Leyl an d Ltd

Additionally, The capacity will be enhanced further to 184,000 vehicles by
FY10 once the Uttaranchal facility becomes fully operational.

/A Capacity expansion at Ennore: ALL is setting up an additional plant at its
Ennore facility for the manufacture of engines and gear boxes at a cost of
about Rs3,500mn. The new plant is expected to be operational by the end of
first half of current fiscal, taking its total production capacity to 100,000 units
by FY08. ALL will not be recruiting new employees to run this plant; instead it
will make do with existing manpower. This will result in reduction of ALL’s
overall employee cost

A New green-field facility at Uttaranchal: ALL is setting up a green-field facility
with capacity to manufacture 50,000 vehicles. Half of this capacity will be
operational in FY09, while the entire facility will be operational by FY10. Capex
requirement for this project is Rs4,000mn, which will be financed mainly
through the ECB route. ALL has acquired excise and sales tax exemption for
this facility.

A Exports on track: ALL’s export volume grew by 23.5% to 6,025 units YoY. Of
this, 50% was to Sri Lanka, 20% to the Middle East and the rest to countries
like Nepal and Bhutan.

A Aggressive capex plans to fund expansion: ALL has outlined a capex plan of
about Rs14bn (details in table below).

Cab facility in Uttaranchal- 4000 mn
Ennore facility- 3500 mn
Product development & new vehicle launches- 1000 mn
Essential capex- 1000 mn
Acquisition of testing facility in Detroit- 700 mn
Inorganic growth- 3000 mn
Middle east expansion- 350 mn
Other expenses- 450 mn

Out of this, Rs10bn will be funded by loans and the rest through internal
accruals. ALL is planning to raise the additional Rs4bn for vehicle financing, if
needed.

7 Valuation: At the CMP of Rs39, ALL is discounted at 11x its FYO8E earnings. The
company is expected to grow at 10-12% CAGR over next three years on the
back of overall growth in M&HCV sector and new product launches like multi-
axle vehicles. Given an environment of rising interest rates, we believe the
growth can slowdown slightly. Also, the company’s aggressive capex plans,
which will be mainly funded by debt, could result in subdued net margins. We
downgrade it to ‘Accumulate’.
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Table 1. Quarterly result table

YoY (%) QoQ (%)

Net Sales 22,909.9 17,348.1 32% 17,775.9 29% 71681.8 52476.57 36.6%
Total Expenses 20,260.6 15,161.3 34% 15,9354 27% 64785.7 47075.87 37.6%
Inc / Dec in stock 1,680.4 1,961.2 (951.6) -646.93  -2049.46 -68.4%
Raw material consumed 15,378.8 10,876.7 41% 14,177.2 8% 54038.3 39739.45 36.0%
Empolyee cost 1,163.2 815.6 1,149.0 1% 4806.95 4038.87 19.0%
Other Expenses 2,038.2 1,507.8 35% 1,560.8 31% 6587.38 5347.01 23.2%
EBIDTA 2,649.3 2,186.8 21% 1,840.5 44% 6896.09 5400.7 27.7%
Other Income 169.1 110.2 53% 63.5 166% 708.03 329.74 114.7%
PBIDT 2,818.4 2,297.1 23% 1,904.1 48% 7604.12 5730.44 32.7%
Interest 18.8 98.0 -81% 25.7 -27% 53.32 164.53 -67.6%
Gross Profit 2,799.6 2,199.0 27% 1,878.4 49% 7,550.8 5,565.9 35.7%
Depreciation 481.3 330.3 46% 332.3 45% 1,505.7 1,260.1 19.5%
PBT 2,318.4 1,868.7 24% 1,546.1 50% 6,045.1 4,305.9 40.4%
Tax 572.7 513.3 12% 462.5 24% 1,632.2 1,249.8 30.6%
PAT 1,745.7 1,355.4 29% 1,083.6 61% 4,412.9 3,056.1 44.4%
Extraordinary items 30.4 20.9 46% 311 -2% - (217.2) -100.0%
Adjusted Net profit 1,715.2 1,334.6 29% 1,052.6 63% 4,412.9 3,273.2 34.8%
Equity 1,323.9 1,221.6 8% 1,323.3 0% 1,323.3 1,221.6

EPS 1.3 1.1 19% 0.8 63% 34 2.7

Key Ratios (%)

EBIDTA Margin 11.6 12.6 10.4 9.6 10.3

Interest / Sales 0.1 0.6 0.1 0.1 0.3

Tax / PBT 24.7 275 29.9 27.0 29.0

NPM 7.5 7.7 5.9 6.2 6.2

Source: IISL research, company

Table 2. Estimates

Rs. mn FY06 FYO7 FYO8E
Net Sales 52,477 71,682 80,284
% change 36.6% 12.0%
EBIDTA 5,401 6,896 7,547
% change 27.7% 9.4%
EBIDTA margin 10.3% 9.6% 9.4%
PAT 3,273 4,413 4,576
% change 34.8% 3.7%
PAT margin 6.2% 6.2% 5.7%
EPS 25 34 35
% change 36.5% 2.3%
P/E(x) 15.8 11.5 11.3

Source: |ISL research, company
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Chart 1. EBIDTA (%)
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Chart 2. RM/Sales (%)
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Disclaimer Clause

This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). The information and opinions contained herein have
been compiled or arrived at based upon information obtained in good faith from 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. This report has been produced independently of the company, and forward looking statements, opinions and expectations
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to,
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc

IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person or entity who is a citizen or
resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law
or regulation or what would subject IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be
reproduced, distributed or published for any purpose without prior written approval of IISL.

Foreign currency denominated securities, if any, wherever mentioned are subject to exchange rate fluctuations which could have an adverse effect on their value
or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
assume currency risk.
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