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3QFY11 Results Update

SECTOR: AUTOMOBILES

Tata Motors
BSE SENSEX S&P CNX

17,729 5,310 Rs1,145 Buy
Bloomberg TTMT IN

Diluted Eq.Shares (m) 664.6

52-Week Range (Rs) 1,381/664

1,6,12 Rel. Perf. (%) 3/14/57

M.Cap. (Rs b) 761.0

M.Cap. (US$ b)  16.9

* Consolidated; ^ Normalized for capitalized expenses

 Tata Motors' 3QFY11 performance was better than we had expected, with consolidated EBITDA margin of 15.2% (v/

s our estimate of 14%) and recurring PAT of Rs24.5b (v/s our estimate of Rs21.1b). JLR continued its momentum of

strong performance and reported a margin of 17.4%.

 Consolidated sales grew 23% YoY (~11% QoQ) to Rs318.6b (v/s our estimate of Rs301.8b), with EBITDA margin of

15.2% (up ~340bp YoY and 70bp QoQ). Adjusted PAT grew 202% YoY (~17.5% QoQ) to Rs24.5b.

 Standalone volumes grew 18% YoY (declined ~6.5% QoQ), with CV volumes growing 23% YoY (~2% QoQ). Realization

grew 8.7% YoY (~7.1% QoQ). Standalone revenue grew 28% YoY (~8% QoQ) to Rs114.6b (v/s our estimate of

Rs107.6b), translating into EBITDA margin of 10.4% (up 70bp QoQ, down 240bp YoY; v/s our estimate of 9.7%).

Adjusted PAT grew 4% YoY (flat QoQ) to Rs4.34b (v/s our estimate of Rs3.05b).

 JLR's volumes grew 11% YoY (~15% QoQ) to 63,155 units (v/s our estimate of 60,500 units), while realization

increased 21.8% YoY (~3.3% QoQ). EBITDA margin expanded by 80bp QoQ (~760bp YoY) to 17.4%, translating into

PAT of GBP275m (v/s our estimate of GBP235m; GBP230m in 2QFY11).

 The management mentioned that margins are sustainable in the foreseeable future, as its cost cutting initiatives and

price increases in the domestic market will offset the impact of cost push and adverse forex movement in JLR and

domestic business.

 Valuation and view: We upgrade our EPS estimates by 12.5% to Rs165.6 for FY12 and by 18% to Rs186 for FY13,

to factor in (a) higher JLR volumes and margins, and (b) higher domestic business margins. The stock is currently

trading at 6.9x FY12E consolidated EPS of Rs165.6 and 10.1x FY12E consolidated normalized EPS (adjusted for

R&D capitalization) of Rs113.7. Maintain Buy, with a target price of Rs1,529 (SOTP value based on FY12 estimates).
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Trend in segment mix *
Segment 3QFY11 3QFY10 YoY (%) 2QFY11 QoQ (%)

M&HCVs 51,787 43,413 19.3 52,683 -1.7

Contribution (%) 26.7 26.2 25.4

LCVs 76,001 58,472 30.0 69,895 8.7

Contribution (%) 39.2 35.3 33.7

Total CVs 127,788 101,885 25.4 122,578 4.3

Contribution (%) 65.8 61.6 59.0

Cars 56,824 57,001 -0.3 75,331 -24.6

Contribution (%) 29.3 34.5 36.3

UVs 9,473 6,530 45.1 9,736 -2.7

Contribution (%) 4.9 3.9 4.7

Total Volumes 194,085 165,416 17.3 207,645 -6.5

* Including sale of FIAT vehicles
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Standalone: 70bp QoQ margin expansion led by price increases and better
product mix

 Standalone volumes grew 17% YoY (~6.5% QoQ decline) to 194,085 units (v/s our
estimate of 191,081 units). Realization was up 7% QoQ (~9.4% YoY), driven by price
increase of ~1.3% with effect from 1 October 2010 and higher contribution from
CVs. Revenue grew 28% YoY (8% QoQ) to Rs114.6b (v/s our estimate of Rs107.6b).

 EBITDA margin expanded 70bp QoQ (declined ~240bp YoY) to 10.4% (v/s our
estimate of 9.7%), driven by price increase and better product mix. Also, RM cost
declined 100bp QoQ (~150bp YoY) to 70%. EBITDA grew 4% YoY (~7% QoQ) to
Rs12b (v/s our estimate of Rs10.5b), translating into adjusted PAT growth of 4% YoY
(flat QoQ) to Rs4.3b (v/s our estimate of Rs3b).

Consolidated performance driven by improved JLR performance

Consolidated net sales grew 23% YoY (~11% QoQ) to Rs318.6b (v/s our estimate of
Rs301.8b), with EBITDA margin of 15.2% (up ~340bp YoY and 70bp QoQ). Adjusted
PAT grew 202% YoY (~17.5% QoQ) to Rs24.5b (v/s our estimate of Rs21.1b). Consolidated
EPS (fully diluted) was Rs36.9 for 3QFY11 and Rs98.8 for 9MFY11.

Trend in consolidated EBITDA

Trend in EBITDA

Source: Company/ MOSL
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JLR: 80bp QoQ margin expansion to 17.4%, driven by higher realization
and operating leverage

 Volumes grew 11% YoY (~15% QoQ) to 63,155 units (v/s our estimate of 60,500
units), driven by 14.6% YoY (~22.5% QoQ) increase in LR volumes. However, Jaguar
volumes remained flat YoY (down ~8% QoQ). Retail volumes grew 6% YoY to 58,368
units. Ex China, retail volumes were flat. Volume growth was aided by strong recovery
across regions, as China market grew 71% YoY, Russia by 25% YoY and US by 16%.
However, Europe and UK markets witnessed decline of 12% and 13%, respectively.

 Realization was up 21.8% YoY (~3.3% QoQ) to GBP42,119/unit (v/s our estimate of
GBP40,555/unit), driven by better product and market mix, favorable forex movement
and lower discounts. Revenue grew 35.6% YoY (~18.4% QoQ) to GBP2.66b.

 EBITDA margin expanded 80bp QoQ (~760bp YoY) to 17.4%, translating into EBITDA
of GBP463m (v/s our estimate of GBP386m). However, higher depreciation and
amortization (not quantified) restricted PAT to GBP275m.

Trend in JLR's EBITDA

Source: Company/ MOSL
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Demand outlook remains positive with levers to offset cost push

 The management indicated that it is yet to see any impact of higher interest rates on
CV demand, as freight rates remain buoyant.

 For JLR, it is increasing manned capacity to 300,000 units (v/s current manned capacity
of 240,000 units), which can be increased with further de-bottlenecking and productivity
improvement measures. Demand momentum remains strong for its existing product
range. This coupled with the launch of LR Evoque in the summer of 2011 would drive
volumes in FY12. Also, it is working on the premium entry-level segment for Jaguar,
to compete with BMW 3 series and Mercedes C series.

 The management believes that consolidated margins are sustainable at 14-15% levels.
It believes it can offset the impact of cost-push (in domestic business as well as JLR)
and adverse forex movement (in JLR) through price increase (~1-1.5% in domestic
business from January 2011), on-going cost saving initiatives on both variable and
fixed cost (in JLR) and operating leverage (both domestic business as well as JLR).

Performance of other subsidiaries improves

 TML Finance: Vehicle financing disbursals grew 18% YoY to Rs18.5b. The book
size at the end of December 2010 for TMFL and TML (vehicle financing) was Rs82.9b
and Rs3.3b, respectively. NIM for 9MFY11 was 10.3%. PAT declined 16% YoY to
Rs328m.

 HVAL and HVTL: Recovery of CV market led to 35% YoY growth in revenue to
Rs734m for HV Transmission. HV Axles' revenue grew 20% YoY to Rs726m. EBITDA
margin for HV Transmission declined 380bp YoY to 54.2%. HV Axles' margin improved
110bp to 57.2%.  Adjusted PAT was Rs215m (+49% YoY) for HV Transmission and
Rs200m (+23.4% YoY) for HV Axles.

 Tata Daewoo: Net sales grew 12% YoY to Rs6.6b on account of 2.4% decline in
volume and slower ramp-up in newly formed distribution Company. EBITDA margin
at 3.6% translated into net loss of Rs44m.
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Trend in performance of key subsidiaries (Rs m)
Revenues EBITDA Margins (%) PAT

3QFY11 YoY (%) QoQ (%) 3QFY11YoY (BP)QoQ (BP) 3QFY11 YoY (%) QoQ (%)

JLR* 188,344 26.0 16.5 17.4 770 80 18706 351.8 15.5

Tata Daewoo 6,582 12.3 12.1 3.6 10 -300 -44 131.6 -157.1

Tata Technologies 3,130 12.2 6.1 12.5 -20 -340 283 29.8 -22.7

Tata Motor Finance 3,318 -3.7 -2.8 10.8 10 -450 328 -15.9 -26.9

HV Transmission 734 35.2 5.3 57.2 110 -120 215 49.3 6.4

HV Axles 726 19.6 -4.5 54.3 -370 -360 200 23.5 -11.5

Source: Company/MOSL

Other highlights

 Net consolidated debt (ex auto financing) post QIP issue stands at ~Rs150b.
 Higher wholesale sales in 3QFY11 were intended for building inventory for 2011 model

year change and anticipated strong demand based on existing waiting period.
 For JLR, the management increase capex guidance to ~GBP1b (v/s GBP800m-1,000m

earlier) for FY11. This is likely to increase with normative range of 10-11% of sales.
It has already incurred GBP572m in 9MFY11.

 For JLR, it does not expect to pay tax in UK operations for the next 3-4 years, as it
enjoys tax credit of GBP2b-2.5b.

 For domestic business, the company has adequate capacity in CV business (ex-Ace)
as it currently operates at 60-65% utilization. However, it would need to add capacity
for Ace platform, the decision on which would be made soon.

 It indicated that Nano volumes have picked up; it now sells ~10,000 units/month.

2012 Land Rover Range Rover Evoque 5-door

Source: Company/ MOSL
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Tata Motors: Sum-of-the-parts
Rs M  Valuation Parameter  Multiple (x)  FY12E  FY13E

Tata Motors - Standalone EV/EBITDA 7        405,612         460,927

JLR (Adj for R&D capitalization) EV/EBITDA 5        541,813         589,040

HV Axles EV/EBITDA 5          10,389           11,563

HV Transmission EV/EBITDA 5            9,648           10,746

Tata Technologies EV/EBITDA 5          10,161           11,870

Tata Daewoo EV/EBITDA 4            8,884           10,131

Total EV  986,508      1,094,276

Less: Net Debt (Ex FCCB & TMFL)  28,537         (40,375)

Add: Other Investments

Tata Motors Finance P/BV 1 17,187 19,401

Other Associates/JVs Carrying Cost 8,207 9,915

Tata Sons Market Value 50% Discount  32,972  32,972

Total Equity Value  1,016,337 1,196,940

Fair Value (Rs/Share) Fully Diluted 1,529 1,801

Upside (%)  33.6              57.3

Source: MOSL

Upgrading EPS estimates by 12.5% to Rs165.6 for FY12 and by 18% to Rs186
for FY13

We upgrade our EPS estimates by 12.5% to Rs165.6 for FY12 and by 18% to Rs186 for
FY13, to factor in (a) higher JLR volumes and margins, and (b) higher domestic business
margins. Our estimates factor in:
 Standalone estimates factor in volume growth of 13.6% (ex-Nano) in FY12 and 12.6%

in FY13. We factor in EBITDA margin decline of 10bp in FY12 to 10.4% (v/s earlier
estimate of 10%) driven by 70bp higher RM cost.

 For JLR, we are factoring in volumes of 280,000 units in FY12 (~15% growth) and
308,000 units in FY13 (~10% growth). We estimate EBITDA margin of 16.4% (v/s
earlier estimate of 15.5%) and PAT of GBP1.17b.

Revised forecast (Rs M)
FY12E FY13E

Rev Old Chg (%) Rev Old Chg (%)

Consolidated - Key Assumptions

Net Sales 1,455,596 1,393,300 4.5 1,628,063 1,554,843 4.7

EBITDA Margins (%) 14.5 13.8 70bp 14.1 13.1 100bp

Net Profit 110,028 97,846 12.5 123,595 104,881 17.9

Cons EPS 165.6 147.2 12.5 186.0 157.8 17.8

JLR - Key Assumptions

Volumes 280,039 275,107 1.8 308,043 302,617 1.8

EBITDA Margins (%) 16.4 15.5 90bp 15.8 14.3 140bp

Net Profit 79,132 69,600 13.7 82,795 68,633 20.6

Standalone - Key Assumptions

Volumes 1,022,063 1,021,843 0.0 1,162,167 1,183,413 -1.8

EBITDA Margins (%) 10.2 10.0 10bp 10.1 9.8 30bp

Net Profit 24,593 23,654 4.0 30,165 28,784 4.8

Source: MOSL

Valuation and view

Tata Motor's operating performance has positively surprised over the last few quarters,
led by the performance of JLR. JLR's operating performance has improved very sharply
and has surpassed standalone profitability. With volume momentum expected to remain
strong in both standalone operations as well as JLR, we expect earnings growth to remain
strong. The stock trades at 6.9x FY12E consolidated EPS and 10.1x FY12E consolidated
normalized EPS (adj. for R&D capitalization). Maintain Buy, with a target price of Rs1,529.
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Company background

Tata Motors is the largest commercial vehicle manufacturer
in India. Its product portfolio includes passenger and goods
segment carriers across all tonnage categories. Tata Motors
also manufacturers passenger cars and utility vehicles. It
recently acquired Jaguar and Land Rover from Ford for
US$2.3b. This coupled with Tata Daewoo, makes it a global
player in automobiles.

Key investment arguments

 Underlying demand remains very strong, especially in
the CV segment, as economic growth is picking up.
Volumes would be driven by new product launches in
FY11, robust demand for existing product portfolio and
ramp-up at the Sanand plant for Nano.

 Significant turnaround in JLR performance backed by
revival in key markets, favorable response to new
product launches ( Jaguar XJ, Land Rover 2010 models),
coupled with cost saving initiatives.

 Investments in subsidiary and associate companies add
substantially to valuations.

Key investments risks

 Multiple headwinds in the short term in the form of
increasing cost of ownership (price increases and

Comparative valuations

TML M&M Maruti

P/E (x) FY11E 8.1 15.1 14.7

FY12E 6.9 13.6 12.2

EPS Gr (%) FY11E 527.1 27.6 -7.4

FY12E 16.6 11.3 20.5

RoE (%) FY11E 47.7 24.1 16.4

FY12E 37.5 22.4 17.0

EV/EBITDA(x) FY11E 4.7 9.3 7.4

FY12E 4.0 7.7 5.9

Shareholding Pattern (%)

Dec-10 Sep-10 Dec-09

Promoter 35.0 37.1 38.2

Domestic Inst 13.7 17.5 17.3

Foreign 43.2 36.4 34.9

Others 8.1 8.9 9.7

Tata Motors: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (Rs)

MOSL Consensus Variation

Forecast forecast (%)

FY11 142.0 132.0 7.6

FY12 165.6 153.5 7.9

Target Price and Recommendation

Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

1,145 1,529 33.6 Buy

500

750

1,000

1,250
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Tata Motors   Sensex - Rebased

hardening interest rates) and cost of operations (increase
in fuel prices) could impact short-term demand.

 Forex volatility and increase in commodity prices could
impact profitability.

Recent developments

 Has acquired 80% stake in Trilix Srl, Italy, a design &
engineering company for EUR1.85m, with revenue of
EUR4m.

Valuation and view

 The stock is currently trading at 6.9x FY12E
consolidated EPS of Rs165.6 and 10.1x FY12E
consolidated normalized EPS (adjusted for R&D
capitalization) of Rs113.7. Maintain Buy, with a target
price of Rs1,529 (SOTP value based on FY12
estimates).

Sector view

 The passenger vehicle segment is expected to continue
its growth momentum. With low car penetration levels
in India, the upside potential for growth is tremendous.

 The CV segment would benefit from uptrend in
manufacturing activity, good monsoon season and
government focus on infrastructure.
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Financials and Valuation
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