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ASHOK LEYLAND LIMITED 

Ashok Leyland Limited (ALL) is the second largest manufacturer of commercial vehicles (CV) 
in India with market share of 18.8% in domestic CV market and 37.4% in Medium and 
Heavy Commercial Vehicles (M&HCV) market. Globally, ALL is fourth largest manufacturer of 
buses in the world and the 16th largest manufacturer of trucks. ALL have seven manufactur-
ing plants in India and one plant at Ras Al Khaimah (UAE).  Their annual installed capacity 
stands at 150,000 vehicles in India. 
 

Rationale for Investment 
 

Medium and Heavy Commercial Vehicles (M&HCV) cycle growth to turnaround – Having a 

market share of 34.7% in the Indian M&HCV market, ALL will be one of the major beneficiar-

ies of the growth story being unfold in the M&HCV segment. With a high level of activity in 

the infrastructure and mining sector, the Government’s “Make in India” initiative and the pro-

posed implementation of the Voluntary Vehicle Fleet Modernization Program (VVFMP), we 

believe that there will be an increase in demand for heavier vehicles.  
 

Deeper Penetration in the Light Commercial Vehicle (LCV) market – With the comple-
tion of the acquisition of the LCV business from the Nissan JV, the company plans to grow the 
LCV business to capture 30% market share in the next 2-3 years. The company has planned 
product launches every quarter for the next two years in the LCV segment.  
 

Promising Growth from the Defence Segment – The Company has announced an ex-
pansion plan for the defence segment, with focus on “Mobility on Land” by developing varied 
platforms and defence applications. The Company anticipates the revenue from the Defence 
segment to increase from INR 500 crores to INR 1,500 crores in the coming five years.  
 

Value unlocking of the Subsidiary through listing  – Hinduja Leyland Finance Ltd (HLFL), 
a subsidiary of ALL, is a non-deposit taking NBFC incorporated in 2008 engaged in loan 
financing to two-wheelers, three-wheelers, small commercial vehicles (SCV), light commercial 
vehicles (LCV), tractor, construction equipment and used CV financing. As at March 2017, 
ALL held 57.20% stake in HLFL and HLFL’s exposure to ALL vehicles is around 42% of AUM. 
Considering the 2.5x book value of FY17, we have valued ALL 57.20% stake in HLFL at INR 
2,135 crores, thereby valuing the company at INR 3,733 crores.  
 

Healthy FCFF Generation from Core Business & EBITDA Growth – We expect revenue growth 
of over 14% in FY18 and FY19 owing to better realization and improving product mix. 
EBITDA is expected to improve by approximately 100 bps over the next two years. A better 
operating cycle and reducing debt levels will help the company generate free cash flows for 
future expansion.  
 

Outlook & Valuation  
 

We expect over 6% volume CAGR over FY17 – 19E, led by expanding distribution network, 
widening product portfolio and recovery in economic activity. Revenue is expected to grow at 
a CAGR of around 15% over FY17 – 19E, led by volumes growth (by export and new 
launches) and price hike. We estimate EBITDA margins to remain at 12% in FY17 – 19E and 
net profit to grow at a CAGR of 28% in FY19 led by operating leverage benefit and reduction 
in interest cost. We have BUY rating with target price of INR 140 based on SOTP (12x EV/
EBITDA FY19E + 2.5x book value of HLFL). 
 

Financials  : (Standalone)                                                                                   (In INR Cr.) 

RATING: BUY 

Target:  140 

Upside:   23.4% 

CMP :  113.45 ( As on 04/09/2017 ) 

Reuter Code : ASOK.NS  

Bloomberg Code : AL:IN 

  

Market Data   

Face Value (INR) 1.00 

Equity Share Capital (INR cr.) 292.65 

Share Outstanding (cr.) 292.65 

Market Cap (INR cr.) 33,201.5 

Book Value / share 21.23 

Daily Avj. Volume 1,12,48,223 

52 W High 115.80 

52 W Low 73.50 

Shareholding % 

Promoter 51.29 

Foreign 22.20 

Institutions 9.45 

Public & Others 17.06 

  

Sensex and Stock Movement 

   FY2015  FY2016  FY2017  FY2018 (E)   FY2019 (E)  

 Net Sales  13,562.2 18,937.3 20,018.7 22,946.6 26,319.4 

 EBDITA  1,151.1 2,372.3 2,338.8 2,559.2 3,165.7 

 PAT  334.8 389.6 1,223.1 1,515.2 2,007.4 

 EPS  1.2 1.4 4.2 5.2 6.9 

 EV/EBITDA  17.2  12.3 9.4 11.7 9.2  

Source - DSPL Research 
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Company Overview 

Founded in 1948 and headquartered at Chennai, Ashok Leyland Limited is a public limited Indian automobile company under the 
flagship of Hinduja Group of Companies. They have seven manufacturing plants in India and one plant at Ras Al Khaimah (UAE).  
Their annual installed capacity is of 150,000 vehicles in India. 
 
Ashok Leyland Limited (ALL) is the second largest manufacturer of commercial vehicles (CV) in India with market share of 18.8% in 
domestic CV market and 37.4% in Medium and Heavy Commercial Vehicles (M&HCV) market. Globally, ALL is fourth largest 
manufacturer of buses in the world and the 16th largest manufacturer of trucks.  ALL has 24 subsidiaries (one under liquidation), 
seven Associate Companies and two JV Companies as on 31st March, 2017. Their Joint Venture partners include John Deere 
(USA) for Construction Equipment, Continental AG (Germany) for Automotive Infotronics and the Alteams Group for the manufac-
ture of high-press die-casting extruded aluminum components for the automotive and telecommunications sectors.  
 
Manufacturing Plant location  
 
 

Pantnagar, Uttarakhand 
Alwar, Rajasthan 

Bhandara,  
Maharashtra 

Ennore, Chennai 
Ennore, Chennai (Foundry) 
Hosur (3 units)            
Sriperumbudur (Founry) 
Technical Centre, Chennai  

Source - Company, DSPL Research 

Source - Company, DSPL Research 

Key Management team 

Dheeraj G Hinduja Chairman 
His qualification includes MBA with specialization in Project 
Management from the Imperial College, London University, 1994. 

Vinod K Dasari 
Chief Executive Officer & 

Managing Director 

He joined ALL as Chief Operating Officer (COO) in 2005 and was 
appointed as a whole time director in 2008, followed by the current 
position of Managing Director in 2011. His qualification includes a 
MBA.  

Gopal Mahadevan Chief Financial Officer 
He is a qualified Chartered Accountant and Company Secretary. He 
joined ALL as Chief Financial Officer (CFO) in 2013. 
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Investment Rationale 
 
 Medium and Heavy Commercial Vehicles (M&HCV) growth cycle to turnaround – ALL is the second largest manufacturer of 

commercial vehicles in India, the fourth largest manufacturer of buses in the world and the 16th largest manufacturer of 
trucks globally. It is the only major OEM player which caters solely to the Commercial Vehicle segment, primarily the M&HCV 
market.  

 
Commercial vehicles on cyclical recovery - India is the seventh largest manufacturer of commercial vehicles in the world.  
However, the CV segment constitutes only 1% of the total automobile sales in India. The CV industry has witnessed muted 
growth in the last few fiscals, versus decent growth levels in the Passenger Vehicles (PV) and 2-Wheelers (2W) segments. The 
CV segment has seen a CAGR of over negative 2% in the last five years. However, with macro-economic conditions looking 
positive, the CV segment is poised for newer levels of growth. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Riding big on technology - The Company has recently launched its indigenously developed iEGR (Intelligent Exhaust Gas Re-
circulation) technology for its entire range of products. As against the SCR technology used by the other players in the CV 
manufacturers, ALL uses its own technology which has been developed to suit the Indian conditions.  
 
ALL is very confident of this technology and has extended the warranty on its products from 18 months to 48 months. Due to 
use of this technology, the Company easily managed the change of BS3 to BS4 engines in their vehicles.  
 
Given that iEGR vehicles are cheaper to manufacture than SCR vehicles, we expect operating margins to improve in the com-
ing quarters. 

 

Favorable Economic Conditions to drive the Commercial Vehicle demand 
 
Road Infrastructure & Mining sector - With the Government’s focus on infrastructure development, major expansion plans are 
underway for power, roads, railways, ports and airports. An amount of INR 3.95 lakh crores has been allotted to the infra-
structure development in the current budget.  
 
One of the pre-requisites for overall economic development is a good road network, connecting the remote areas by provid-
ing them accessibility to markets, hospitals, schools, etc. Though India has one of the second largest road networks in the 
world, only 5% constitute highways.  

Source: SIAM, DSPL Research 
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The last five years have seen an upsurge in the number of PVs and 2Ws driven on roads, which warrants the need for better 
road infrastructure. Road’s traffic share of the total traffic in India has grown from 14% to 65% in freight traffic and from 32% 
to 90% in passenger traffic over 1951–2017. In this context, the Government has allocated INR 64,900 crores for develop-
ment of roads and highways in the Union Budget for 2017-18, a 12% increase over the 2016-17 budget for the same sector. 
Additionally, an amount of INR 27,000 crores has been apportioned towards the rural road development programme. 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
India currently produces over 88 minerals under various categories – fuel minerals, atomic minerals, metallic and non-
metallic minerals and minor minerals. India is among the top producers of many minerals.  
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Being the second-largest growing economy in the world, there is strong commodity demand and price boom in the mining 
sector.  
 
There is a noticeable surge in mineral production in India. Sustained growth in India’s automotive sector has been driving 
demand for steel and aluminum whereas infrastructure will further boost demand for steel, zinc and aluminum. Production of 
major minerals during FY 2016-17 has recorded the growth of 9% in comparison to same period last year. With a major 
thrust on infrastructure and automobiles sector, there will be increased demand for aluminum, coal, iron ore and steel. 
 
With resumption of mining activities in certain states, the tipper demand is expected to be strong in the current fiscal. We be-

lieve this should contribute to the growth of the topline and profitability. 

Source: NHAI, IBEF, DSPL Research 

Mineral India's Rank 

Iron Ore 6th 

Manganese 5th 

Bauxite 8th 

Chromite 3rd 

Zinc 5th 

Source: Make In India, DSPL Research 
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Correlation to Index of Industrial Production (IIP) Growth - IIP growth and CV sales have been highly correlated between FY08
-17; IIP grew at an average of 5% while the CV sector also grew at an average rate of 5%. CV cyclical is on the verge of a 
turnaround after 5 years of negative 3% CAGR growth. With growth coming back in the economy, we expect industrial activity 
to increase which will lead to a rise in CV demand. Furthermore, with interest rates reducing, CV financing rates are likely to 
fall going forward. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Potential implementation of vehicle scrap program - With the potential implementation of the Voluntary Vehicle Fleet Modern-
ization Program (VVFMP) by the Ministry of Road Transport and Highways (MoRTH), approximately 28 million vehicles which 
are 15-years old will be scrapped. This implementation is expected to scrap approximately 4.4 lakh CVs (primarily M&HCVs). 
Though M&HCVs account for only a little over 1% of the total industry sales, they consume 55% of the diesel consumption 
and hence, contribute over 60% of pollution. The programme will replace older polluting vehicles with fuel efficient and envi-
ronment friendly vehicles. 
 
 
 
 

 

 

 
 
 
 
 
 
 
 
 
 

In our view, the implementation of the VVFMP could result in elevated revenue growth figures of 19% in FY19. This would 
eventually translate into better operating margins and a higher EPS. 
 
We believe that the strong set of policy reforms that were announced in the past few months along with the other measures 
taken by the Government will improve productivity and help to kick start the next phase of growth cycle. Further with opening 
of mines and execution of infrastructure projects will generate demand of trucks. Any regulation on scrappage and/or over-
loading will be game changer for CV demand.  

Source: SIAM, RBI, DSPL Research 

Source: DSPL Research 
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 Measure to reduce cyclicality - In order to lessen the dependency on the domestic truck business, ALL has planned out the 

below listed strategic initiatives to build a profitable portfolio. 
 

Deeper penetration in the LCV market - To gain a firm foothold in the LCV market, the company has defined its LCV strategy 
and will be launching new products every quarter for the next two years. The company will be launching vehicles with higher 
gross vehicle weights, varied power and seating options (passenger LCVs) in this segment. Currently, the company holds 8% 
market share in the LCV market and it plans to triple its market share in the coming years.  
 
With increasing replacement-driven demand and robust demand from consumption-driven sectors and e-commerce logistics 
companies, we expect strong demand for LCVs. Moreover, with healthy rural demand, LCVs will be needed to reach interior 
rural villages. In lieu of these factors, we believe there will be an increase in the demand for LCVs. ICRA expects LCV demand 
to be in the range of 11 – 13% over the next 3 – 5 years. Historically too, LCVs tend to perform better than M&HCV segment 
as they are non-cyclical in nature.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Generally, in developed markets, the sales ratio between medium and heavy trucks to light trucks in 1:4. However, in India 
this ratio is below 1:2. As the economy grows, this ratio should improve. Considering the above factors, we expect the LCV 
volumes to grow at a CAGR of 10% over the period of FY18-19E. 
 
Foray into digital market place - Historically, revenue from spare parts sales constituted only a little over 7% of ALL’s operat-
ing revenue. In order to tap the large CV after market, the Company launched the Digital Market Place in August 2017. The 
Digital Market Place will include digital solutions and will be compatible with all smartphones. These solutions will provide a 
platform for Ashok Leyland to sell products and services in the aftermarket.  
  
The Digital Market Place will consist of the four following digital solutions; 
1. i-Alert: This solution will help customers track their vehicle and enable them to get vital information on the vehicle’s health; 
2. ServiceMandi: This solution will connect customers with rated and trained mechanics with pre-agreed rates; 
3. E-diagnostics: This solutions will provide speedy solutions and visual instructions for repair; and  
4. Leykart: This solution will provide round the clock availability of genuine spare parts along with door step delivery.  

 
Typically, for a fleet operator, the EMI of the vehicle is approximately 10 – 12% of the overall cost, approximately 30 – 40% is 
driver’s salary and insurance costs, and the balance 50% consists of fuel, tyres and maintenance of the vehicle. Also, there is 
shift in the industry from being an after-sale driven one to a solutions driven industry. With the aim of focusing on the balance 
50% and providing complete vehicle solutions, the company has launched these digital solutions. Additionally, with the after-
market business being high margin, it will enhance operating profitability. In this context, the company intends to derive one-
third of its revenue from aftermarket sales and services. These initiatives should add INR 700 – 800 crores to the topline in 
the next three years.  

Source: SIAM, DSPL Research 
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 Promising growth from the defence segment - The Company has announced an expansion plan to increase participation in 
the defence segment in India and abroad, with focus on “Mobility on Land” by developing varied platforms and defence ap-
plications.  
 
ALL has received orders from various security agencies for mine-protected and bullet-proof vehicles. Also, the company has 
won several tenders from the Indian Army. They have developed capabilities to handle 20 – 25% of the total requirement of 
the Indian army, as against the past 1%.  
 
The Company expects the revenue from the Defence segment to increase from INR 500 crores to INR 1,500 crores in the 
coming five years.  
 

 Value unlocking of the subsidiary through listing  - Hinduja Leyland Finance Ltd (HLFL), a non-deposit taking NBFC in-
corporated in 2008, is engaged in  loan financing to 2Ws, three-wheelers, small commercial vehicles (SCV), LCVs, tractors, 
construction equipment and used CV financing. As on March 2017, ALL held 57.2% stake; HLFL’s exposure to ALL vehicles 
was around 42% of AUM. During FY17, its AUM registered growth of 41% on y-o-y basis from INR 10,001 crores (FY16) to 
INR 14,070 crores (FY17) and disbursement grew by 40.4% on y-o-y basis from INR 7,075 crores (FY16) to INR 9,933 
crores (FY17).  

 
In FY17, HLFL's revenue and PAT grew by 30% and 12% to INR 1,486 crores and INR 168 crores respectively. Net Interest 
Income (NII) grew by 26% y-o-y to INR 647 crores and Net Interest Margin (NIM) was down by 59 bps to 6.4% whereas 
Gross NPA was 4.24% and Net NPA was 3.14% based on 120+ Days Past Due (DPD) criteria. Capital adequacy ratio stood 
at 16% as against a statutory requirement of 15%.  
 
In July 2013, Everstone had invested INR 200 crores for a 15% stake in HLFL, thereby valuing the company at INR 1,333 
crores i.e. 2.5x book value of FY13. Considering the 2.5x book value of FY17, we have valued ALL 57.2% stake in HLFL at 
INR 2,135 crores, thereby valuing the company at INR 3,733 crores. 
 
 
 

Source: Company, DSPL Research 
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 Healthy FCFF generation from core business & margin improvement - With increase in sales volumes and improved average 

realization, we expect the operating revenues to register average growth rate of 12% on a y-o-y basis and 15% CAGR during 
the FY17-19E. We expect ALL volumes to grow at over 6% CAGR (FY17-19E); the MHCV segment is expected to grow at 5% 
CAGR and LCV segment to grow at 13% during the same period.  
 
The average realization is expected to improve owing to recent price hike, new launches, increasing export and defence reve-
nue and spare part sales. As these businesses are high-margin business, the margins are expected to expand too. We expect 
the EBITDA and Profit After Tax (PAT) margins to enhance in the FY17-19E period owing to a better product mix and falling 
interest cost. Going ahead, with an increase in revenues and operating margins, we expect after-tax profits to increase at 28% 
CAGR (FY17-19E) to INR 2,007 crores in FY19E.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
ALL will continue to generate cash from its core business, having an annual Cash Flow from Operations (CFO) of INR 1,377 
crores and Free Cash Flow to Firm (FCFF) of INR 1,052 crores (five year average) due to stringent controls on working capital 
and CAPEX requirement of 34% of annual CFO.  An improving FCFF and falling debt levels will help elevate the financial 
position of the company. We expect RoE and RoCE of 24% and 29% respectively by FY19E.  
 

 
Source: Company, DSPL Research 

Source: Company, DSPL Research 
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Outlook & Valuation  

 
Ashok Leyland possesses a diversified product portfolio ranging from trucks, buses and LCVs to defence vehicles and power solu-
tions. With increasing emphasis on better infrastructure by the current Government and various favorable economic and policy 
reforms, there will be an uptick in the demand for Commercial Vehicles. One of the major beneficiaries of this growth will be 
Ashok Leyland, with pure play in the CV segment.  
 
We expect over 6% volume CAGR over FY17 – 19E, led by expanding distribution network, widening product portfolio and recov-
ery in economic activity. Revenue is expected to grow at a CAGR of around 15% over FY17 – 19E, to be led by volumes growth 
(by export and new launches) and price hike. We estimate EBITDA margins to remain at 12% in FY17 – 19E and net profit is ex-
pected to grow at a CAGR of 28% to INR 2,007 crores in FY19 led by operating leverage benefit and reduction in interest cost. 
We have BUY rating with target price of INR 140 based on SOTP (11x EV/EBITDA FY19E + 2.5x book value of HLFL).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Key risk 

 
 Slowdown in economic and infrastructure activity 

 Increase in competition 

 Rising raw material cost 

 New technology risk 

 Risk of  currency fluctuation 

 

Peer Comparison 
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We/I, Dineshkumar Gupta, B.Com, M.Sc (Financial Management) and Sneha Poddar, M. Com, MBA as author / the name subscribed to this 
report, hereby certify that all of the views expressed in this research report reflect my / our personal views about the subject or securities and no 
part of my / our compensation was / is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.  We / I 
or my / our relative(s) or Research Entity does not have any financial interest in the subject company other than disclosed.  

Business activity of the research entity Stock Broker, Merchant Banker, Depository Participant, Mutual Fund Distributor 

Disciplinary history of the research entity Nil 

Terms & Conditions for offering Research Report by research entity 

On principal, we do not sell our research reports. 

The Research Report should be kept confidential. 

The Research Report is published with honesty and in good faith. 

The Research Report is prepared after thorough analysis of the Stock Market. 

Research analyst or research entity shall effectively address conflict of interest which may affect the impartiality of its research analysis and research 

report and shall make appropriate disclosures to address the same. 

Research analyst or research entity or any employees will not engage in insider trading or front running or front running of its own research report. 

Research analyst or research entity shall comply with all regulatory requirements applicable to the conduct of its business activities. 

Research analyst or research entity or its employees engaged in research analysis shall observe high professional standard while preparing research 

report. 
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