INSTITUTIONAL EQUITY RESEARCH

Tata Motors (TTMT IN)

Now time for big Cat (Jaguar) to roar!

INDIA | AUTOMOBILES| Company Update

Tata Motors stock price has corrected ~10% after 3Q results on management guidance of
decline in JLR EBITDA margin due to bunch-up of upcoming launch costs, fixed cost
addition on new plants and new China financial reporting structure (below EBITDA as
profit from JV). Leaving aside the debate on EBITDA margin (%), we dug deeper into
upcoming product/variant launches plans of both JLR to ascertain top-line and EBITDA
growth. With volume ramp-up from new model/variants, we expect JLR to deliver EBITDA
and PAT growth of ~20% despite 150bp margin slippage. We believe domestic business is
on the cusp of turnaround with acceleration in M&HCV volume, LCV volume bottoming-
out, good traction of new PV launches and end of financing related write-downs. Maintain
BUY with a revised TP of Rs675 (earlier Rs550) as we roll forward to FY17E.

Impact of new JLR launches — Jaguar volume to grow 3x by FY17E. With launch of XE (May),
XF (November) and Jaguar Crossover (2016), we expect Jaguar volume to grow ~3x to ~260k
units by FY17E. Our volume confidence on these new launches is supported by all new
lightweight aluminum architecture, introduction of 2ltr engine, better fuel/emission
standards and strong product reviews. In addition, new Discovery Sports, 2tr engine and
Coupe variant launch in Evoque will keep Land Rover growth momentum intact (~15%
CAGR). Impact of low engine size (2Itr) on volume can be gauged from 35% growth in Volvo
XC60 in 2014 after 2Itr diesel engine option despite being a 7-yr old model. Thus, our JLR
FY16/FY17 volume assumptions of 635k/789k units have more upside than downside risk.

JLR margin concern overdone — 17% EBITDA margins are good enough. We believe concern
on EBITDA margin going down by 150-200bp from all-time high of ~19.5% in YTD’FY15 are
uncalled for as hedging gains led ~80bp margin addition in 1H’15. Thus, we believe
sustainability of peak margins are too much to ask from a global operation fragile with
region specific issues and wild currency movements. Also, change in China reporting
structure below EBITDA is just an accounting change and wouldn’t impact overall
profitability despite profit sharing to JV partners. Since ~60% components for China JV is
likely to be supply by JLR along with royalty payout, we believe JLR margin to positively
surprise.

Domestic business — Signs of improvement, but major turnaround in FY17E. With gradual
improvement in M&HCV volume, end of LCV pains in 1H’FY16E and decent traction of
domestic PV business with two new launches (Zest & Bolt), we expect standalone business
to turn profitable at PAT levels in FY16. However, we expect major turnaround in financial
performance to happen in FY17E as write-downs related to vehicle financing arms go away.
We are building in standalone EBITDA margin of 5.8%/6.4% in FY16/FY17E respectively and
chances of positive margin surprise in FY17E is significantly high, in our view.
e Two new passenger vehicle launches in 2015 with one small car (competitor to
Alto) and another compact SUV (competitor to Duster/EcoSports). Company
intends to keep PV product momentum with 2 new launches each year up to 2020.
e launch of Winger/Venture/Pick-up replacement in 2015 to improve
competitiveness vis-a-vis Force Motors and M&M models in respective segments.

Maintain BUY: We maintain our FY16 estimates and introduce FY17E in our model. For JLR
we build a volume growth of 31%/24% along with EBITDA margins of 17.4%/17% in
FY16/FY17E. We raise our SOTP based target price upwards to Rs675 from Rs550 earlier as
we roll forward to FY17E multiples. Since the stock is trading at ~7x FY17E, cheapest in the
Indian auto OEM space. We believe concerns are overdone as has been in the past like
company guiding for negative free cash flow at JLR but eventually reporting much higher
free cash flow (>GBP600mn) in FY14/FY15. Maintain BUY with a revised TP of Rs675.
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Jaguar volume - Expect to reach ~260k by FY17E
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Land Rover volume —Expect 15% CAGR over next two years
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Key JLR assumptions

JLR (GBP mn) FY15E FY16E FY17E
Total volume 483,249 635,060 788,962
Revenue 22,883 29,170 35,786
EBITDA 4,298 5,089 6,042
EBITDA Margin (%) 18.8 17.4 17.0
PAT 2,413 2,921 3,587

Key standalone business assumptions

Standalone (Rs mn) FY15E FY16E FY17E
Total volume 501,638 634,537 743,326
Revenue 368,315 465,868 559,469
EBITDA (12,201) 27,225 35,869
EBITDA Margin (%) (3.3) 5.8 6.4
PAT (22,618) 7,058 15,579

Source: Company, PhillipCapital India Research
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SOTP

Particulars Value (INR) Methodology

Tata Motors Standalone 112 10x FY17E EV/EBITDA

JLR 593 4.5x FY17E EV/EBITDA

Tata Motors Subsidiaries 23 Valuation of top 6 subsidiaries

Net Automotive Debt (53) Net Automotive Debt

Net value 675

Tata Motors Standalone Value (INR) Methodology

FY17E EBITDA 35,869 Estimated EBITDA margin of 6.4% in FY17
Multiple 10.0 Inline with historical valuations

EV 358,690

Net debt 170,882 Excluding debt for vehicle financing
Equity value 187,808

Value per share 112

JLR Value (INR) Methodology

FY17E EBITDA 508,937 Without any charge for R&D amortisation
Less: R&D expenses capitalised (85,000) GBP 850mn R&D expenses capitalised every year.
Adjusted EBITDA 423,937

Multiple (x) 4.5 Inline with global peers

EV 1,907,716

Value per share 593

Source: Company, PhillipCapital India Research
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY14 FY15e FY16e FY17e FY14 FY15e FYl6e FY17e
Net sales 2,306,771 2,379,230 2,838,955 3,575,221 Pre-tax profit 198,544 185,140 288,030 343,038
Growth, % 23 3 19 26 Depreciation 110,782 149,428 176,157 213,207
Other income 21,566 11,665 11,865 12,075 Chg in working capital 22,944 -76,059 5,953 18,563
Total income 2,328,337 2,390,895 2,850,820 3,587,296 Total tax paid -47,648 -44,434 -69,127 -82,329
Raw material expenses -1,435,864-1,495,748-1,755,590-2,217,036 Other operating activities 0 0 0 0
Employee expenses -215,564 -218,397 -261,513 -317,305 Cash flow from operating activities 284,621 214,076 401,013 492,478
Other Operating expenses -302,879 -312,893 -336,073 -463,009 Capital expenditure -398,464-330,000-390,000-390,000
EBITDA (Core) 374,029 363,857 497,645 589,946 Chg in investments -16,290 -50,000 -50,000 -50,000
Growth, % 40.8 (2.7) 36.8 18.5 Cash flow from investing activities -414,754-380,000-440,000-440,000
Margin, % 16.2 15.3 17.5 16.5 Free cash flow -130,132-165,924 -38,987 52,478
Depreciation -110,782 -149,428 -176,157 -213,207 Equity raised/(repaid) 130,421 -993 -1,297 -841
EBIT 263,248 214,429 321,488 376,740 Debt raised/(repaid) 80,509 78,068 70,000 70,000
Growth, % 38.6 (18.5) 49.9 17.2 Dividend (incl. tax) 41,791 -1,823 -2,279 -3,039
Margin, % 11.4 9.0 11.3 10.5 Cash flow from financing activities 206,270 75,252 66,424 66,120
Interest paid -47,338  -42,328 -47,140 -51,690 Net chg in cash 76,137 -90,672 27,437 118,598
Other Non-Operating Income 8,286 13,039 13,682 17,988
Non-recurring Items 0 0 0 0
Pre-tax profit 198,544 185,140 288,030 343,038 Valuation Ratios
Tax provided -47,648 -44,434 -69,127 -82,329 FY14 FY1l5e FY1l6e FY17e
Profit after tax 150,896 140,707 218,903 260,709
. . Per Share data
Others (IYImorltles, Associates) -595 -982 -1,088 -1,206 EPS (INR) 435 432 67.5 80.4
e T L A o
" ) Book NAV/share (INR) 202.0 244.5 311.1 390.5
I S S SR
Wwid ang shares (m) 3’219 3’219 3,219 3’219 CEPS (INR) 77.9 89.7 1222 1467
- - - - CFPS (INR) 93.8 62.5 120.3 147.4
DPS (INR) 0.5 0.6 0.8 0.9
Return ratios
Balance Sheet Return on assets (%) 9.5 7.4 9.8 9.9
Y/E Mar, Rs mn FY14 FY15e FY16e FY17e Return on equity (%) 21.5 17.7 21.7 20.6
Cash & bank 297,118 206,446 233,883 352,481 Return on capital employed (%) 14.7 10.8 13.9 13.9
Debtors 105,742 117,332 140,003 176,312 Turnover ratios
Inventory 272,709 260,738 311,118 391,805 Asset turnover (x) 2.6 2.0 2.0 2.2
Loans & advances 217,548 236,958 259,475 285,594 Sales/Total assets (x) 1.2 1.1 1.1 1.2
Other current assets 152,987 152,987 152,987 152,987 Sales/Net FA (x) 2.6 2.1 2.2 2.4
Total current assets 1,046,103 974,460 1,097,466 1,359,178 Working capital days 1.8 13.4 10.5 6.4
Investments 106,867 156,867 206,867 256,867 Liquidity ratios
Gross fixed assets 1,379,071 1,709,071 2,099,071 2,489,071 Current ratio (x) 1.4 1.4 1.4 1.4
Less: Depreciation -688,154 -837,582 -1,013,739 -1,226,946 Quick ratio (x) 1.0 1.0 1.0 1.0
Add: Capital WIP 332,626 332,626 332,626 332,626 Interest cover (x) 5.6 5.1 6.8 7.3
Net fixed assets 1,023,542 1,204,114 1,417,957 1,594,750 Dividend cover (x) 90.6 72.1 84.4 91.4
Total assets 2,176,512 2,335,441 2,722,290 3,210,796 Total debt/Equity (%) 94.1 87.7 75.9 66.0
Current liabilities 715,986 664,304 765,066 926,439 Net debt/Equity (%) 48.4 61.5 52.6 38.0
Provisions 201,610 196,262 197,022 197,326 Valuation
Total current liabilities 917,596 860,566 962,088 1,123,765 PER (x) 12.8 12.9 8.3 6.9
Non-current liabilities 604,414 682,482 752,482 822,482 Price/Book (x) 2.8 23 1.8 1.4
Total liabilities 1,522,010 1,543,048 1,714,570 1,946,247 EV/Net sales (x) 0.9 1.0 0.8 0.6
Paid-up capital 6,438 6,438 6,438 6,438 EV/EBITDA (x) 5.6 6.3 4.7 3.9
Reserves & surplus 643,858 780,767 995,005 1,250,628 EV/EBIT (x) 8.0 10.6 7.2 6.0
Shareholders’ equity 654,502 792,393 1,007,720 1,264,549
Total equity & liabilities 2,176,513 2,335,441 2,722,290 3,210,796
Cash & bank 297,118 206,446 233,883 352,481

Source: Company, PhillipCapital India Research Estimates
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This report has been
prepared by Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating,
target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd. References to "PCIPL" in
this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information purposes only and neither the
information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale
of any security, investment or derivatives. The information and opinions contained in the Report were considered by PCIPL to be valid when published. The report also contains
information provided to PCIPL by third parties. The source of such information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this
information is correct, PCIPL does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading
does so entirely at his or her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication to future performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must
undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment
strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or
considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the research reports may have been taken from
trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that
such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all
aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s
personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s compensation was, is or will
be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members
does not own the stock(s) covered in this research report.

Independence/Conflict: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services
from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for investment banking
services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in this research report, although it or its
employees, directors, or affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd may not hold more than 1% of the shares of the
company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of
any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to
the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment
objectives or strategy, its financial situation and its investing experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest
rates, as well as by other financial, economic or political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable, but neither
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herein are current opinions as of the date appearing on this material and are subject to change without notice. Furthermore, PCIPL is under no obligation to update or keep the
information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction,
in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources
and other relevant circumstances.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd. which is the employer of the research analyst(s) who has prepared the research report. The
research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore
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