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Ashok Leyland Limited

Summary of rated instruments

Instruments* Rated Amount Rating Action
(Rs. crore)

Commercial Paper 1,500.0 [ICRA]A1+ / assigned

(enhanced from 900.0)
Non Convertible Debenture 400.0 [ICRA]AA (stable) / outstanding
Fund based limits (refer note) 900.0 [ICRA]AA (stable) / outstanding
Term loans (proposed) 55.0 [ICRA]AA (stable) / outstanding
Non-fund based limits (refer 750.0 [ICRA]JAL+ / outstanding
note)
Fund based limits — proposed 200.0 [ICRA]JAL+ / outstanding

*Instrument details are provided in Annexure-1
Note: The ratings of [ICRA]JAA- (stable)/ [ICRA]JAL+ shall be applicable depending on usage of the
facilities

Rating action
ICRA has assigned a rating of [ICRA]JA1+ to the Rs. 1,500.0 crore (enhanced from Rs. 900.0 crore)
Commercial Paper programme of Ashok Leyland Limited (“ALL” / “the company”)?.

ICRA also has rating of [ICRAJAA (pronounced ICRA double A) outstanding on the Rs. 400.0 crore
non-convertible debenture (NCD) programme, Rs. 900.0 crore fund based limits and Rs. 55.0 crore long
term loans, and Rs. 750.0 crore short term non-fund based limits and Rs. 200.0 crore proposed short term
fund based limits of ALL. The outlook on long term rating is stable.

Rationale

The ratings draw strength from ALL’s strong business risk profile marked by its sustained gain in market
share in the domestic Medium and Heavy Commercial Vehicle (M&HCV) segment in recent years and
improvement in operational efficiencies following cost rationalisation initiatives undertaken. While
M&HCV sales volumes witnessed moderation during Q1FY2018, recovery in demand is expected for
ALL during H2FY18 with likely growth in replacement demand led by rise in infrastructure and rural
spending, and acceptance of new product technology. ALL’s financial profile remains comfortable with
stable cash accruals, comfortable debt indicators, and strong liquidity position as of June 2017.

The ratings also consider susceptibility of ALL’s standalone revenues and profits to cyclicality and
competition in the M&HCV industry. ALL’s ability to restrict its cash outflows towards the investee
companies, while maintaining its standalone credit profile remain key rating sensitivities.

1100 lakh = 1 crore = 10 million
2 For complete rating scale and definitions, please refer to ICRA's website www.icra.in or other ICRA Rating Publications
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Key rating drivers

Credit strengths

Strong brand equity and steady market share gains in M&HCV segment - Amidst challenging
operating environment, ALL managed to increase its market share to 34.3% in Q1FY2018 from
23.3% in FY2012, aided by aggressive network expansion over the last five years supported by
increased acceptance of its products in new geographies, particularly in North and East India.
Performance in FY2018 to draw support from likely recovery in demand - Against the flattish
industry volumes during FY2017, ALL’s sales growth in the M&HCV segment stood at 4%. Sluggish
freight demand and lower than expected pre-buying volumes during Q4FY2017, ahead of the change
in emission norms from BS-I11 to BS-1V in April 2017 affected industry volumes. Demand remained
subdued in Q1FY2018 as fleet operators held on to the purchases ahead of the rollout of Goods and
Services Tax (GST); ALL sales volume de-grew by 2% in Q1FY2018 (vis.-a-vis. industry de-growth
of 13%). ALL’s performance is expected to gain traction in H2, FY2018 with the expected recovery
in replacement demand led by rise in infrastructure and rural spending and better acceptance of new
product technology.

Healthy financial profile — ALL’s standalone financial profile is strong with cash and liquid
investments of ~ Rs. 18.0 billion as of March 2017; the Hinduja Foundries Limited merger with ALL
had some impact on networth position. Revenue growth during FY2017 stood modest at 5.7%
affected by muted growth in M&HCYV sales volumes, while operating margins was healthy at 10.8%.
ALL’s debt indicators are comfortable with gearing of 0.4x, interest coverage and total debt to
operating profit ratio of 14.2x and 1.0x respectively.

Credit weaknesses

High dependence on the cyclical M&HCV segment — ALL derives 86% of revenues from the
M&HCV segment, which is inherently cyclical, and closely linked to the performance of the
economy. Past diversification into non-core businesses were unsuccessful and hence the skew
towards the domestic M&HCYV sales remains high. That said, it was prudent for ALL to exit some of
these ROCE drag ventures, which necessitated continuous parental support. Going forward, the skew
is likely to moderate with growth in other segments like Light commercial vehicles (LCV), spares,
power solutions, defence and exports.

Exposure to group companies — ALL made significant debt funded investments in recent years in an
attempt to de-risk its product portfolio and for geographical diversity. However, performance of some
of the key investee entities was weak due to demand slowdown leading to delay in achieving break-
even volumes and increasing funding requirements from ALL. Ability to reduce cash outflows
towards the investee companies will remain a key credit monitorable.

Analytical approach: For arriving at the ratings, ICRA has applied its rating methodologies as indicated
below.

Links to applicable criteria:
Corporate Credit Rating Methodology

Rating Methodology for Commercial VVehicle Industry



https://www.icra.in/Rating/ShowMethodologyReport/?id=464&Title=Corporate%20Credit%20Rating%20Methodology&Report=Corporate%20Credit%20Rating,%20Methodology,%20Mar%202017.pdf
https://www.icra.in/Rating/ShowMethodologyReport/?id=347&Title=Commercial%20Vehicle%20Industry&Report=Commercial%20Vehicles,%20Rating%20Methodology,%20Aug%202015.pdf
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About the company:

Ashok Leyland Limited (ALL / the company) is the second -largest manufacturer in the Medium and
Heavy Commercial Vehicles segment in India. The company is the flagship entity of Hinduja Group.
ALL operates from six manufacturing locations with a total capacity of 150,500 units and its key products
include buses, trucks, engines, and defence & special vehicles.

ALL operates from six locations — one at Ennore (Chennai), two at Hosur, assembly plants at Alwar
(Rajasthan) and Bhandara (Maharashtra) and one at Pantnagar (Uttarakhand). ALL's product profile
includes commercial vehicles, buses, defence and special application vehicles like fire fighters at
international airports and diesel engines for industrial, genset and marine applications.

Key Financial Indicators (Standalone)

FY2016 FY2017
Operating Income (Rs. crore) 19,373.2 20,477.7
PAT (Rs. crore) 389.6 1,223.1
OPBDIT/ Ol (%) 11.6% 10.8%
RoCE (%) 14.6% 19.2%
Total Debt/ TNW (times) 0.5 0.4
Total Debt/ OPBDIT (times) 1.1 1.0
Interest coverage (times) 9.1 14.2
NWC/ Ol (%) -1% -3%

Ol: Operating Income; PAT: Profit after Tax; OPBDIT: Operating Profit before Depreciation, Interest,
Taxes and Amortisation; ROCE: PBIT/Avg (Total Debt + Tangible Net-Worth + Deferred Tax Liability -

Capital Work - in Progress);
NWC: Net Working Capital

Status of non-cooperation with previous CRA: Not applicable

Any other information: Not applicable
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Rating history for last three years:

Table:
S. | Instrument Current Rating (FY2018) Chronology of Rating History for the
No. past 3 years
Type | Amount Date and Date and Date and Date and
rated rating rating in rating in rating in
(Rs. crore) FY2017 FY2016 FY2015
Sep 2017 Jan 2017 May 2015 Jul 2014
Commercial Short 1,500
1 (enhanced |[ICRA]JAL1+ | [ICRA]JAL+| [ICRA]JAL+ | [ICRAJAL+
paper term from 900)
2 Non-convertible Long 400 [ICRAJAA | [ICRA]JAA | [ICRAJAA- | [ICRA]JA+
Debenture term (stable) (stable) (stable) (stable)
o Long [ICRAJAA | [ICRA]JAA | [ICRA]JAA- | [ICRA]JA+
3 | Fund based limits | . 900 (stable) | (stable) (stable) (stable)
4 Term loans Long 55 [ICRAJAA | [ICRA]JAA | [ICRAJAA- | [ICRA]JA+
(proposed) term (stable) (stable) (stable) (stable)
5 I'\I'r?]':‘t:“”d based ?Qron';t 750  [[ICRAJAl+ | [ICRAJAL+| [ICRAJAL+ | [ICRAJAL+
6 | Fund based limits - Short 200 IICRAJAL+ | [ICRAJAL+| [ICRAJAL+ | [ICRAJAL+
proposed term

Complexity level of the rated instrument:
ICRA has classified various instruments based on their complexity as "Simple", "Complex™ and "Highly
Complex". The classification of instruments according to their complexity levels is available on the

website www.icra.in



http://www.icra.in/
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Annexure-1
Instrument Details
Instrument Date of Coupon Maturity Amount Rated Current Rating
Issuance / Rate Date (Rs. crore) and Outlook
Sanction '
Commercial paper Short term,
- - varies from 7 1,500.0 [ICRAJAL+
to 364 days
Fund based - cash i . . 900.00 [ICRAJAA (Stable)
credit
Range
Non-Convertible FY2012 & | between FY2017 &
debenture FY2013 | 9.6% & | FY2018 4000 [ICRAJAA (Stable)
10.2%
Term Loans
(proposed) - - - 55.00 [ICRA]AA (Stable)
Fund based i i i 200.00 [ICRAJAL+
(proposed)
Non-fund based . . . 750.00 [ICRAJAL+

Source: ALL
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Analyst Contacts

Subrata Ray Pavethra P

+91 22 6114 3408 +91 44 45964314
subrata@icraindia.com pavethrap@icraindia.com
Srikumar K

+91 44 45964318

ksrikumar@icraindia.com

Relationship Contact
Jayanta Chatterjee
+91 80 4332 6401
jayantac@icraindia.com

About ICRA Limited:

ICRA Limited was set up in 1991 by leading financial/investment institutions, commercial banks and
financial services companies as an independent and professional investment Information and Credit
Rating Agency.

Today, ICRA and its subsidiaries together form the ICRA Group of Companies (Group ICRA). ICRA is a
Public Limited Company, with its shares listed on the Bombay Stock Exchange and the National Stock
Exchange. The international Credit Rating Agency Moody’s Investors Service is ICRA’s largest
shareholder.

For more information, visit www.icra.in
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ICRA ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. ICRA ratings are subject to
a process of surveillance, which may lead to revision in ratings. An ICRA rating is a symbolic indicator of ICRA’s current
opinion on the relative capability of the issuer concerned to timely service debts and obligations, with reference to the instrument
rated. Please visit our website www.icra.in or contact any ICRA office for the latest information on ICRA ratings outstanding.
All information contained herein has been obtained by ICRA from sources believed by it to be accurate and reliable, including
the rated issuer. ICRA however has not conducted any audit of the rated issuer or of the information provided by it. While
reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as is’ without any
warranty of any kind, and ICRA in particular, makes no representation or warranty, express or implied, as to the accuracy,
timeliness or completeness of any such information. Also, ICRA or any of its group companies may have provided services other
than rating to the issuer rated. All information contained herein must be construed solely as statements of opinion, and ICRA
shall not be liable for any losses incurred by users from any use of this publication or its contents.
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