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Positive outlook for both JLR and domestic business

JLR's 1Q margins sustainable subject to stable forex; Buy

We met with the management of Tata Motors to get an update on the business. Key
takeaways:

Strong momentum in JLR with positive outlook on volumes and margins…:

For JLR, the management has guided for FY11 volumes at 240,000-250,000 units.
August 2010 volumes were down 16% MoM due to seasonality (plant shutdown and

holiday season in UK). Although it is losing ~1,000 units/month due to engine shortage,

it is working with Ford and its vendors and expects shortage to ease in next 3-4
months. It expects JLR's 1QFY11 EBITDA margins of 15.5% to sustain, subject to

stable forex movement, as there has been significant improvement in underlying product

mix (Jaguar portfolio has turned profitable) and market mix.

…with focus on controlling cost: The management's confidence to maintain JLR's

higher level of profitability also stems from its focus on reducing both variable and fixed

costs. It is targeting to increase share of RM sourcing from low cost countries (LCC)
to ~35% from ~18% currently. It has lowered its break-even point to 60-65% from 80-

85% earlier. It is further focusing on cutting it to 55-60%. Over next 2-3 years, it is

planning an assembly line each in China and India for servicing local and regional
markets.

Domestic business - strong growth ahead, although margins might come under

pressure in 2HFY11: The management believes it is at the beginning of new CV cycle
which would be much stronger than previous cycles, due to far superior economic

situation and balanced product mix between LCVs and M&HCV's. It is better placed,

than previous cycles, to maintain its leadership driven by superior product portfolio. It
believes LCV, especially the passenger segment, has significant potential to grow. It

expects momentum in volumes to sustain driven by new product launches in LCVs,

M&HCV's and UVs. However, EBITDA margins in domestic business would come
under pressure due to RM cost push (on steel and tyres), impact of which will be

partly diluted by price increase of 2.5-3% taken in FY11YTD.

Focus on further reduction in financial gearing by issuing equity: It is focused
on further reducing financial gearing from ~Rs200b net debt as of Jun-10 or ~2x net

debt-equity (excl. auto finance debt), by issuing further equity, internal accruals and

monetizing investments. It plans to raise US$500m through equity issue, although
terms are not yet finalized, through mixture of DVR and normal equity shares.

Valuation and view: The management is confident of maintaining strong momentum

in all its businesses. We model FY12 volume growth of 15% (to 280,000 units) in JLR,
15% in M&HCV's (to 249,000 units), 15% in LCVs (to 330,000 units). Further equity

issuance will reduce its gearing, although our estimates do not factor in this dilution

(~4-6%). The stock trades at 8.9x FY11E consolidated EPS of Rs120.5 and 7.6x
FY12E consolidated EPS of Rs140.3, and normalized P/E (adj. for capitalization) of

16.6x FY11E and 12.5x FY12E. Our SOTP-based target price of Rs1,244 implies a

FY12 target P/E multiple (on normalized earnings) of 14.5x. Maintain Buy.

Y/E MARCH 2010 2011E 2012E

Sales (Rs b) 925 1,173 1,360

EBITDA (Rs b) 86 161 182

PAT (Rs b) 15 75 88

EPS (Rs)* 24.1 120.5 140.3

EPS Gr. (%) -171 400 16

BV/Share (Rs) 143.8 252.4 381.3

P/E (x) 44.4 8.9 7.6

P/BV (x) 7.4 4.2 2.8

EV/Sales 0.9 0.7 0.6

EV/EBITDA (x) 9.9 5.2 4.6

RoE (%) 18.3 51.8 39.9

RoCE (%) 10.7 23.1 23.1
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Jaguar Land Rover

FY11 volume guidance of 240,000-250,000 units

 It expects FY11 volumes at 240,000-250,000 units (our est 243,000). Aug-10 volumes
were down 16% MoM due to seasonality (plant shutdown and holiday season in UK).

 It is losing ~1,000 units/month due to engine shortage, and expects this to be a constraint
to raise FY11 volumes beyond 250,000 units. Ford, its engine supplier, is working to
resolve issues at its end as well as bottlenecks at vendor ends, and expects the same
to ease in next 3-4 months.

 It is focusing on increasing dealerships, especially in fast growing markets of China
and US. Overall, it is focusing on scaling up existing dealers to have dealership for
both Jaguar and Land Rover, with target of taking such common dealers for both
brands to ~40% of total from the current ~25%.

TREND IN JLR'S VOLUMES (UNITS)
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1QFY11 EBITDA margins of 15.5% sustainable if forex remains stable

 It expects JLR's 1QFY11 EBITDA margins of 15.5% to sustain, subject to stable
forex movement. Its profitability in 4QFY10 & 1QFY11 has significantly benefited
from favorable forex movement. We are estimating EBITDA margins of 14% in FY11
and 13.8% in FY12.

 It believes EBITDA margins can sustain at higher levels than historical average due
to significant improvement in underlying product mix (Jaguar portfolio has turned

JLR is losing

~1,000 units/month due to

engine shortage

It expects FY11 volumes at
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profitable) and market mix. China, though new for JLR, is its most profitable market;
it expects its double its China volumes over next 2-3 years.

 It has machine capacity of ~300,000 units, whereas current manned capacity is ~250,000
units. It can increase manned capacity to 300,000 units by just adding manpower,
which will provide significant operating leverage.

TREND IN JLR’S EBITDA
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Focus on controlling cost

 The management's confidence to maintain higher level of profitability also stems from
its focus on reducing both variable and fixed costs.

 It is targeting to increase share of RM sourcing from low cost countries (LCC) to
~35% from ~18% currently. Currently, East Europe is one of the major LCC sourcing
destinations.

 JLR has lowered its break-even point to 60-65% from 80-85% earlier. It is further
focusing on cutting it to ~55-60%.

 Over next 2-3 years, it is planning an assembly line each in China and India for servicing
local and regional markets.

 It is also planning to have an R&D team in India to supplement its R&D in UK. R&D
cost is ~5% of revenues.

R&D expense would continue to be capitalized under IFRS

 The management indicated that it would continue to capitalize R&D cost under IFRS,
like it is currently practicing in its SEC filings. It capitalizes R&D expense on new
product development and amortizes it over 6-7 years. However, it would write off
R&D spent on new technology (currently very low).
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 It would continue to invest in its business and has guided for capex and product
development spend of GBP0.8-1b.

 It plans to increase R&D manpower from ~3,700 engineers to ~5,000 engineers in
next 12-18 months. Large proportion of this increase in R&D staff would be contracted
or outsourced.

 On product development, its focus would be to (1) fill the gap in its portfolio (smaller
Jaguar), and (2) create new segment (smaller Land Rover).

Standalone Business

CV: beginning of new stronger cycle
 The company believes we have just entered into new CV cycle which would be much

stronger than previous cycles, due to far superior economic situation and balanced
product mix between LCVs and M&HCV's.

 It is better placed, than previous cycles, to maintain its leadership driven by superior
product portfolio. It believes LCV, especially the passenger segment, has significant
potential to grow.

 It expects momentum in volumes to sustain driven by new product launches in LCVs
and M&HCV's.

 However, in the short term it needs to manage its vendors so as to maintain momentum
in volumes.

TREND IN TATA MOTORS CV VOLUMES (‘000 UNITS)

Source: Company/MOSL

Series of new product launches to drive volumes
 It has a series of new product launches lined up for CVs and UVs.
 In LCVs, it plans to launch in 2HFY11 sub-1 ton (0.5 ton and 0.75 ton) cargo variants

of Ace and in passenger segment, Tata Venture (MPV) and Magic Iris (competing
with 3W in rural markets). It sees potential in LCV passenger segment and expects it
to outgrow cargo LCV segment.

 In M&HCV's, it plans to gradually expand the Prima platform with ~100 variants
expected to be in the market over next 2 years.

 In UVs, it plans to launch Aria in Oct-10. It would compete against Toyota Innova and
would be attractively priced.

 Its car portfolio is relatively fresh and there are no plans for new launches.
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EBITDA margins to remain under pressure

 The company indicated that EBITDA margins in domestic business would come under
pressure due to RM cost push. It would be forced to allow price increase in tyres due
to shortage.

 It has already taken price increase of 2.5-3% in FY11YTD to pass on cost push,
which will partly dilute impact of further cost inflation. Further price increases might
be difficult, especially considering expected increase in CV prices by 4-5% to pass-on
BS-III compliance cost.

 Contrary to perception, it indicated that Nano is already profitable. It has witnessed
higher demand for premium-end Nano, with 50% of Nano sold being high-end variants
and 30% mid-end. Nano's profitability is further likely to improve as its volumes ramp
up from ~10,000/month currently to ~20,000/month by Mar-11 (at full capacity). Further
it can increase Nano's capacity at Sanand plant by investing in an additional line at
relatively lower capex.

TREND IN EBITDA
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Focus on further reduction in financial gearing by issuing equity and
monetizing investments

 It is focused on further reducing financial gearing from ~Rs200b net debt as of Jun-10
or ~2x net debt-equity (excl. auto finance debt), by issuing further equity, internal
accruals and monetizing investments.

 It plans to raise US$500m through equity issue, although terms are not yet finalized.
The board is cognizant of the fact that it needs to balance interests of both the promoter
and minority shareholders and hence would be raising funds through both DVR and
normal equity shares.

 We estimate FCF generation of Rs50b in FY11, which will further help reducing debt.

RM cost push due to higher

steel & rubber prices would

impact 2HFY11 margins

It plans to raise
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Valuation and view

 The management is confident of maintaining strong momentum in all its businesses.
We model FY12 volume growth of 15% (to 280,000 units) in JLR, 15% in M&HCV's
(to 249,000 units), 15% in LCVs (to 330,000 units). Further equity issuance will reduce
its gearing, although our estimates do not factor in this dilution (~6-10%).

 The stock trades at 8.9x FY11E consolidated EPS of Rs120.5 and 7.6x FY12E
consolidated EPS of Rs140.3, and normalized P/E (adj. for capitalization) of 16.6x
FY11E and 12.5x FY12E. Our SOTP-based target price of Rs1,244 implies a FY12
target PE multiple (on normalized earnings) of 14.5x. Maintain Buy.

TATA MOTORS: SUM-OF-THE-PARTS (RS M)

 VALUATION PARAMETER  MULTIPLE (X)  FY11E  FY12E

EBITDA

Tata Motors - Standalone EV/EBITDA 8   439,835        506,799

JLR (Adj for R&D capitalization) EV/EBITDA 4 233,694        281,057

HV Axles EV/EBITDA 6   10,885          12,712

HV Transmission EV/EBITDA 6 8,941          10,055

Tata Technologies EV/EBITDA 8 13,059          13,391

Tata Daewoo EV/EBITDA 5 12,046          15,164

Total EV 718,460        839,179

Less: Net Debt (Ex FCCB & TMFL) 115,988        113,522

Add: Other Investments

Tata Motors Finance P/BV 1 14,783 16,109

Other Associates/JVs Carrying Cost 6,779 8,207

Tata Sons Market Value 50% Discount  26,321          26,321

Total Equity Value 650,355        776,294

Fair Value (Rs/Share) Fully Diluted  1,042            1,244

Source: Company

FY12E FAIR VALUE SENSITIVITY TO CV VOLUME GROWTH & EV/EBITDA

VOLUME GROWTH (%)

                10                 15               20                25

6            1,013            1,041          1,069           1,097

8            1,207            1,244          1,281           1,318

10            1,400            1,447          1,493           1,540

12            1,594            1,650          1,706           1,762

Source: Company
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Tata Motors: Quarterly trends
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Financials and Valuation
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