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Near net debt zero by FY24 pivoted on business recover
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JLR & India PV benefitting from strong demand recovery and new products
Stock Info
Bloomberg TTMT IN . . .
Equity Shares (m) 3598 We had hosted Mr P B Balaji, CFO — Tata Motors (TTMT), for a meeting with a group of
M.Cap.(INRb)/(USDb) 4732 /6.3 linvestors. Mr Balaji articulated their approach to achieving a near net debt zero target
52-Week Range (INR) 202 /64 by FY24, primarily pivoted on: a) revenue improvement, b) cost-cutting, and c) capex
1,6, 12 Rel. Per (%) 14/26/13  control plans laid out for four key businesses (incl. NBFC). He discussed the business-
12M Avg Val (INR M) 7660 \yise roadmap to attaining positive FCF.
Free float (%) 57.6

Financials & Valuations (INR b) Near net debt zero by FY24

Y/E March 2020E 2021F 20226 W The target to be near net debt zero by FY24 is built on three key pillars: a)

Net Sales 2,611 2,574 3,039 business-level FCF generation, b) the monetization of non-core assets, and c)
EBITDA 239.1 233.2 413.8 top-up equity (if required).

Adj. PAT 909 -1200 415 o o level ECE tion is the k it of the pl d pivoted on:

Adi. EPS (INR) 53 333 108 usiness-leve generation is the key part of the plan and pivoted on: a)

EPS Gr. (%) 480 32.0-132.5 revenue improvement, b) cost-cutting, and c) capex control plans laid out for four
BV/Sh. (INR) 1753 142.0 151.0 key businesses (incl. NBFC). Capex plans laid out for FY21 (GBP2.5b for JLR and
Ratios INR15b for the India business) would not see any material change in the

Net D/E (x) 1.6 20 17 ; ble fut

ROE (%) 148 210 7.6 oreseeale future.

ROCE (%) 37 23 7.6 M Theguiding principle for capex moves from ‘willingness to invest’ to ‘ability to
Payout (%) 00 00 o00 invest’, i.e., capex would be supported by operating performance and would
Valuations not be invested independent of operating performance.

/e i 27 43 B2 g pasth tization of ts begins with the Tata Technologies and
P/BV (X 08 10 09 s the monetization of non-core assets begins wi e Tata Technologies an
EV/EBITDA (x) 42 51 26 Hitachi JV (construction equipment), it would look at other assets as well.

Div. Yield (%) 00 00 00 However, currently it has no plans to monetize its stake in Tata Sons.

FCF Yield (%) 454 05 219w  The partnership between the PV segment and JLR is not the key part of its

Shareholding pattern (%) deleveraging strategy.

As On Jun-20 Mar-20 Jun-19

Promoter 424 424 384 JLR-recovery underway; FCF-positive from FY22

DIl 134 136  16.0 m  Demand recovery is visible across markets in the US, UK, EU, and China. Only
Fil 156 168 195 RoW markets are yet to see recovery. JLR is seeing an additional boost from
Others 286 272 261 strong demand for the recently launched Evoque and Defender. This, coupled

Fil Includes depository receipts with a strong product pipeline, makes management positive on demand.

B The company is adopting a holistic approach to cutting both variable as well
l:i::cft:;ased as fixed cost. For RM, cost reduction would be driven by reducing complexity,
240 increasing commonality, and commercial negotiations. This, coupled with an
improving mix and a higher share of new products, would drive a reduction in
VME. This would lead to further lowering of the breakeven point by improving
gross margins as well as reducing fixed costs.

0 B Capex for FY21 would be restricted to GBP2.5b and would remain at similar
levels beyond FY21. Capex control would be driven by avoiding investing in
non-core areas (such as testing, which could be outsourced), forging more
partnerships (such as BMW), and prioritizing capex for new
platforms/products and EVs.
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Hence, it is confident of turning FCF-positive from 2QFY21 (with FY22 to be
entirely FCF-positive), driven by volume improvement, gross margin
improvement, cost-cutting, and tight capex control.

India CV cycle turning, but does not expect FY19 peak for three years

CV demand is recovering at a slower pace; SVC is back on the growth path, and
ICV and LCV are also recovering well. While Tippers is seeing recovery, Cargo is
yet to revive (it is weighed by low utilization and weak freight rates). The Bus
segment has been completely decimated due to the adoption of the WFH
business model and State Transport Units (STUs) having weak financing.
Market share loss in SCV was attributable to supply-side issues. Capacity is still
constrained due to zero inventory at the time of resumption and good demand.
ACE Petroleum is seeing good traction, and there is no capacity currently.

The financing situation has eased v/s the last two months. More clarity would
emerge over the next few weeks depending on how collections play out post
moratorium.

For M&HCYV, it does not see peak FY19 volumes returning for the next three
years.

Plans for India PV to turn cash-neutral by FY23; partners for securing future

m  Demand for the industry has been better than expected, and TTMT has fared
even better. TTMT’s conversion rate has increased as it has one of the most
refreshed portfolios.

®  With a strong product portfolio, the focus of the PV business is to improve the
frontend, and this would require reimagining the frontend strategy.

B The PV business would achieve positive EBITDA in FY21 itself and turn FCF-
positive from FY23.

B [tis looking for a partner for the PV business with the objective of securing the
future of this business. It is open to all types of partnerships and does not
necessarily seek just an equity partner.

Other takeaways

m  The key focus for JLR’s new CEO, Mr Thierry Bolloré, would be on: a) devising a
strategy to sustainably make the Jaguar brand profitable and b) growing the
China business sustainably.

B JLR recently lost market share in China due to supply-side issues as SUVs 4 and 5
are imported from the Solihull facility, which was closed for two months due to
lockdown.

B A no-deal Brexit could also impact the supply chain as it imports 35-40% of RM
from the EU. Import duties would increase cost of sales in the UK. The further
impact of a no-deal Brexit would depend on how the GBP reacts.

B PHEVs in JLR: There is good acceptance of Plug-in Hybrid EVs (PHEVs) in the EU.

From a customer standpoint, there is a clear preference for PHEVs (rather than
Battery EVs or BEVs) for heavy SUVs. This would help the Land Rover / Range
Rover brand protect its future portfolio and comply with future emission norms.
The ‘flex’ MLA architecture is fully capable of taking everything from Internal
Combustion Engines (ICEs) to BEVs.
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Valuation and view

m  With good support from the China, EU, and US governments, demand recovery
is expected to be underway from 2HFY21. JLR should also benefit from the new
Defender and PHEV Evoque/Discovery Sport. We expect JLR's volumes (including
the JV) to post an 8% CAGR over FY20-23E (after 4.4% decline over FY17-20).
This, coupled with possible improvement in the mix and a reduction in variable
marketing spends, should drive further improvement in realizations.

B JLR has several levers, both cyclical and structural, in the form of: a) targeted
cost-cutting of GBP1.5-2b (incl. GBP300m savings in depreciation post
impairment), b) mix improvement (growth in Land Rover and China), c)
operating leverage, d) cost savings on the modular platform on full rollout of the
modular strategy, and e) the low-cost Slovakia plant. The convergence of
multiple factors stated above could drive recovery in EBIT margins and leave
scope for surprises on profitability. We estimate JLR’s EBIT margins at -
0.8%/4.4%/5.8% for FY21/FY22/FY23E (v/s -0.1% in FY20).

m  While TTMT’s India CV business has bottomed out, although recovery is slow,
the business is witnessing sharp recovery, supported by industry-level recovery
as well as TTMT’s new products. We estimate LCV/M&HCV/PV volume CAGR of
5.5%/4%/20% over FY20-23E and S/A EBIT margins of -8.4%/-0.9%/2.3% for
FY21E/FY22E/FY23E.

m  We estimate net debt (Auto) to decline to ~INR296b by FY23 from ~INR482b in
FY20. This is not factoring any monetization in non-core assets, but factoring
warrant conversion by the parent, resulting in the infusion of ~INR26b.

m  We revise our estimate upward by ~84% on low base for FY22E, driven by
volume upgrades in India CV/PV, and 130bp EBITDA margins for India and ~40bp
EBIT margins for JLR. The stock trades at 2.7x FY22E EV/EBITDA and 1x P/BV.
Maintain Buy, with TP of ~INR227 (Sep’22E-based SOTP).
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Exhibit 1: Revised estimates

Tata Motors

FY21E FY22E
Key Assumptions Rev Old Chg (%) Rev old Chg (%)
Consolidated
Net Sales 2,574 2,553 0.8 3,039 2,986 1.8
EBITDA 233 229 2.0 414 395 4.7
EBITDA Margins (%) 9.1 9.0 10bp 13.6 13.2 40bp
Net Profit -120 -124 -2.9 42 23 83.8
Cons EPS -33.3 -34.4 -2.9 10.8 59 83.8
JLR (IFRS, GBP M)
Volumes ('000 units) incl JV 500 500 0.0 572 572 0.0
EBITDA 1,845 1,845 0.0 3,240 3,171 2.2
EBITDA Margins (%) 8.5 8.5 Obp 13.0 12.7 30bp
Net Profit -677 -677 0.0 660 597 10.6
Standalone
Volumes ('000 units) 409 380 7.9 542 466 16.2
EBITDA 8 5 63.8 41 31 32.5
EBITDA Margins (%) 2.2 1.4 80bp 8.0 6.7 130bp
Net Profit (46.6) (49.3) 5.5 (11.3) (23.2) -51.2

Exhibit 2: TATA MOTORS: Sum-of-the-Parts valuation

Source: Company, MOFSL

INRb Valuation Parameter ~ Multiple (x) FY22E FY23E
SOTP Value
Tata Motors - Standalone EV/EBITDA 9 366 553
JLR (Adj. for R&D capitalization) EV/EBITDA 2.0 539 654
JLR - Chery JV EBITDA Share EV/EBITDA 2.0 35 42
Tata Motors Finance P/BV 1 41 42
Total EV 981 1,292
Less: Net Debt (Ex-TMFL) 466 296
Tata Sons 50% discount 113 113
Total Equity Value 629 1,110
Fair Value (INR/Sh) — Ord Sh Fully Diluted 164 290
Upside (%) 14.6 102.3

Source: MOFSL

10 September 2020



MoTiLAL OSWAL Tata Motors

Tata Motors| Story in charts

Exhibit 3: JLR’s volume growth trajectory Exhibit 4: JLR’s EBITDA and EBITDA margin trend
JLR volumes (incl JV; '000 units) EBITDA (GBPm)  —O—EBITDA margin (%)
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Source: Company, MOFSL Source: Company, MOFSL

Exhibit 5: JLR’s CFO/Capex/FCF trend (GBP m) Exhibit 6: S/A business growth trajectory over FY19-21E
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Exhibit 7: S/A EBITDA and margin trend Exhibit 8: Consolidated earnings trajectory
EBITDA (INRb)  —O—EBITDA Margins (%) EPS (INR) —O—Growth (%)
7.9 8.3 8.0 480.5
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Key operating metrics

Snapshot of Revenue model

‘000 units FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21E FY22E
JIR
Jaguar 79 76 102 179 176 177 144 129 141
Growth (%) 37.2 35 33.5 75.1 1.4 0.7 -18.7 -10.9 9.7
% of Total JLR Vols 18.4 16.1 18.8 29.8 27.8 31.4 27.5 25.7 24.6
Land Rover 351 394 442 422 457 388 381 372 431
Growth (%) 11.6 12.4 12.2 -4.5 8.3 -15.2 1.7 2.5 16.0
% of Total JLR Vols 81.6 83.0 81.2 70.2 72.2 68.6 72.5 74.3 75.4
Total JLR Volumes (incl JV) 430 475 544 601 634 565 525 500 572
Growth (%) 15.5 10.4 14.6 10.4 5.4 -10.8 71 48 14.4
ASP (GBP '000/unit) 45 46 44 46 47 48 48 50 50
Growth (%) 6.3 3.0 5.8 4.0 3.9 0.8 1.3 33 0.0
Net JLR Sales (GBP b) 19 22 22 24 26 24 23 22 25
Growth (%) 22.8 12.8 1.9 9.2 5.9 6.1 5.1 5.4 14.5
INDIA
MH&CVs 122 143 176 176 192 225 124 91 118
Growth (%) -19.7 16.5 23.6 0.3 9.2 17.1 -44.7 -26.9 29.3
LCVs 299 222 205 209 257 295 216 177 222
Growth (%) -30.3 -25.8 7.7 2.1 22.7 14.9 -26.7 -18.0 25.0
Total CVs 421 365 381 385 449 520 341 268 339
Growth (%) 27.5 -13.5 4.6 1.0 16.6 15.9 -34.5 213 26.5
Total PVs 145 138 152 157 190 211 133 141 203
Growth (%) -36.5 5.3 10.1 3.9 20.8 11.2 -37.3 6.4 43.7
Total Volumes 567 502 533 542 639 731 473 409 542
Growth (%) -30.1 -11.4 6.1 1.8 17.8 14.5 -35.3 -135 32.4
ASP (INR 000/unit) 605 723 804 817 906 946 926 954 943
Net S/A Sales (INR b) 343 363 428 443 579 692 438 391 512
Growth (%) 234 5.9 18.0 34 30.6 19.5 -36.7 -10.9 30.9
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Financials and valuations

Tata Motors

Income Statement (Consolidated) (INR m)
Y/E March 2015 2016 2017 2018 2019 2020 2021E 2022E
Total Income 2,631,590 2,730,456 2,696,925 2,915,505 3,019,384 2,610,680 2,574,084 3,039,400
Change (%) 13.0 3.8 1.2 8.1 3.6 -13.5 -1.4 18.1
Expenditure 2,210,452 2,312,693 2,327,802 2,577,462 2,721,436 2,371,537 2,340,840 2,625,610
EBITDA 421,138 417,763 369,124 338,043 297,948 239,143 233,244 413,789
% of Net Sales 16.0 15.3 13.7 11.6 9.9 9.2 9.1 13.6
Depreciation 133,886 167,108 179,050 215,536 235,906 214,254 231,615 256,512
EBIT 287,252 250,655 190,074 122,507 62,042 24,889 1,630 157,277
Product Dev. Exp. 28,752 34,688 34,136 35,319 42,246 41,885 39,989 43,407
Interest 48,615 48,891 42,380 46,818 57,586 72,433 73,596 69,878
Other Income 8,987 8,854 7,545 39,576 29,653 29,732 26,752 21,700
EO Exp/(Inc) 930 18,504 -11,146 -19,751 296,516 28,714 0 0
Forex Gain/ (Loss) -917 -16,169 -39,101 11,853 -9,059 -17,387 -9,427 -9,764
PBT 217,026 141,258 93,148 111,550 -313,712 -105,800 -94,630 55,929
Tax 76,429 30,251 32,512 43,419 -24,375 3,953 25,088 20,162
Effective Rate (%) 35.2 21.4 349 38.9 7.8 -3.7 -26.5 36.0
Reported PAT 140,597 111,007 60,636 68,131 -289,337 -109,752 -119,719 35,767
Change (%) -0.3 -21.0 -45.4 12.4 -524.7 -62.1 9.1 -129.9
% of Net Sales 5.3 4.1 2.2 2.3 -9.6 -4.2 -4.7 1.2
Minority Interest -868 -989 -1,022 -1,025 -1,020 -956 -153 -274
Share of profit of associate 134 5,775 14,930 22,783 2,095 -10,000 -126 6,047
Net Profit 139,863 115,793 74,544 89,889 -288,262 -120,709 -119,998 41,540
Adj. PAT 140,465 130,334 67,288 77,826 -14,785 -90,921 -119,998 41,540
Change (%) -1.1 -7.2 -48.4 15.7 -119.0 515.0 32.0 -134.6
Balance Sheet (Cons.)
Y/E March 2015 2016 2017 2018 2019 2020 2021E 2022E
Share Capital 6,438 6,792 6,792 6,792 6,792 7,195 7,196 7,659
Reserves 556,181 782,732 573,827 947,487 595,003 623,590 503,592 570,694
Net Worth 562,619 789,524 580,619 954,279 601,795 630,785 510,788 578,353
Loans 692,115 619,612 744,891 779,944 911,239 996,782 996,782 996,782
Deferred Tax -13,900 44,748 11,740 19,671 -36,601 -35,160 -35,160 -35,160
Capital Employed 1,245,167 1,458,212 1,341,781 1,759,144 1,481,664 1,600,542 1,480,698 1,548,537
Gross Fixed Assets 1,582,066 1,976,068 1,628,389 2,156,778 2,258,724 2,601,413 2,958,443 3,222,319
Less: Depreciation 744,241 911,348 675,681 917,952 1,153,858 1,368,113 1,599,727 1,856,239
Net Fixed Assets 837,825 1,064,720 952,708 1,238,826 1,104,866 1,233,301 1,358,716 1,366,080
Capital WIP 286,401 259,189 336,988 400,335 318,838 356,223 250,000 250,000
Goodwill 46,970 7,598 6,733 1,165 7,478 7,771 7,771 7,771
Investments 153,367 237,670 203,379 208,128 157,707 163,085 51,219 57,265
Curr.Assets 1,034,685 1,102,234 1,237,735 1,423,465 1,431,544 1,406,255 1,167,031 1,424,593
Inventory 292,723 326,557 350,853 421,377 390,137 374,569 282,091 349,739
Sundry Debtors 125,792 135,709 140,756 198,933 189,962 111,727 141,046 166,542
Cash & Bank Bal. 321,158 304,604 360,779 346,139 326,488 337,270 261,205 392,622
Loans & Advances 256,948 254,033 291,474 445,929 512,867 569,741 469,741 502,741
Current Liab. & Prov. 1,114,081 1,213,200 1,395,762 1,512,775 1,538,770 1,566,092 1,354,039 1,557,172
Sundry Creditors 574,073 615,618 625,326 769,398 716,907 663,982 648,810 749,441
Other Liabilities 328,305 460,226 622,314 538,766 601,347 651,452 528,921 599,553
Net Current Assets -79,396 -110,965 -158,027 -89,309 -107,226 -159,837 -187,008 -132,579
Appl. of Funds 1,245,167 1,458,212 1,341,782 1,759,144 1,481,664 1,600,542 1,480,698 1,548,537
E: MOFSL Estimates
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Ratios (Con.)

Y/E March 2015 2016 2017 2018 2019 2020 2021E 2022E
Basic (INR)
EPS 43.6 38.4 19.8 22.9 -4.4 -25.3 -33.3 10.8
EPS Fully Diluted 43.6 38.4 19.8 229 -4.4 -25.3 -33.3 10.8
EPS Growth (%) -1.1 -12.0 -48.4 15.7 -119.0 480.5 32.0 -132.5
Cash EPS 85.2 87.6 72.5 86.4 65.1 34.3 31.0 77.8
Book Value (INR/Share) 174.8 232.5 171.0 281.0 177.2 175.3 142.0 151.0
DPS 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Payout (Incl. Div. Tax) % 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Valuation (x)
Consolidated P/E 2.6 3.0 5.8 5.0 -26.2 -5.7 -4.3 13.2
EV/EBITDA 1.4 1.1 1.5 1.8 2.7 4.2 5.1 2.6
EV/Sales 0.2 0.2 0.2 0.2 0.3 0.4 0.5 0.4
Price to Book Value 0.7 0.5 0.7 0.4 0.6 0.8 1.0 0.9
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Profitability Ratios (%)
RoE 23.1 19.3 9.8 10.1 -1.9 -14.8 -21.0 7.6
RoCE 15.7 15.1 9.2 6.4 5.2 3.7 2.3 7.6
RolC 39.2 34.5 22.6 12.0 7.7 3.6 0.2 11.4
Turnover Ratios
Debtors (Days) 17 18 19 25 23 16 20 20
Inventory (Days) 41 44 47 53 47 52 40 42
Creditors (Days) 80 82 85 96 87 93 92 90
Asset Turnover (x) 2.1 1.9 2.0 1.7 2.0 1.6 1.7 2.0
Leverage Ratio
Debt/Equity (x) 1.2 0.8 1.3 0.8 1.5 1.6 2.0 1.7
Cash Flow Statement (INR m)
Y/E March 2015 2016 2017 2018 2019 2020 2021E 2022E
OP/(Loss) before Tax 139,863 110,238 75,566 90,914 -287,242 -119,752 -119,998 41,540
Int/Div. Received 7,777 8,258 36,653 39,542 -4,413 -11,913 26,752 21,700
Depreciation 133,864 170,142 179,050 215,536 235,906 214,254 231,615 256,512
Direct Taxes Paid -41,940 -19,939 -18,951 -30,212 -26,594 -17,489 -25,088 -20,162
(Inc)/Dec in WC -36,718 25,515 32,542 -64,337 -72,123 50,636 -48,894 76,989
Other Items 136,570 96,855 8,954 23,333 64,994 125,105 153 274
CF from Op Activity 339,415 391,069 313,814 274,776 -89,472 240,841 64,538 376,852
Extra-ordinary Iltems 20,191 8,857 -11,822 -36,202 278,379 25,488 0 0
CF after EO Items 359,606 399,925 301,992 238,574 188,908 266,329 64,538 376,852
(Inc)/Dec in FA+CWIP -315,396 -326,232 -304,135 -350,486 -352,363 -295,306 -250,807 -263,876
Free Cash Flow 44,210 73,693 -2,143 -111,912 -163,455 -28,976 -186,269 112,977
(Pur)/Sale of Invest. -37,570 -68,134 -76,664 86,031 157,691 -46,397 111,866 -6,047
CF from Inv Activity -352,966 -394,366 -380,799 -264,456 -194,672 -341,702 -138,941 -269,923
Issue of Shares 0 74,332 46 0 0 38,888 1 26,025
Inc/(Dec) in Debt 122,288 -47,483 116,583 75,183 159,302 81,318 0 0
Interest Paid -63,070 -57,039 -53,363 -54,106 -70,051 -75,184 -73,596 -69,878
Dividends Paid -7,204 -1,739 -1,212 -960 -947 -568 0 0
CF from Fin Activity 52,014 -31,930 62,053 20,117 88,304 44,453 -73,595 -43,853
Inc/(Dec) in Cash 58,655 -26,371 -16,754 -5,764 82,540 -30,920 -147,997 63,077
Add: Beginning Bal. 152,629 211,283 171,536 152,932 133,058 215,598 184,678 36,681
Closing Balance 211,283 184,913 154,782 147,167 215,598 184,678 36,681 99,757
E: MOFSL Estimates
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Motilal Oswal Financial Services Limited (MOFSL) is not a registered broker - dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act") and under
applicable state laws in the United States. In addition MOFSL is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers
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In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘MOCMSPL") (Co.Reg. NO. 201129401Z) which is a holder of a capital markets
services license and an exempt financial adviser in Singapore.As per the approved agreement under Paragraph 9 of Third Schedule of Securities and Futures Act (CAP 289) and
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