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Tata Motors Ltd



COMPANY OVERVIEW Domicile: India MCAP (Rs.Cr.): 145319.47 3Y Growth: 228.69% Tata Motors Limited was founded in 1945 and is based in Mumbai, India. Together with its subsidiaries, Tata manufactures and sells commercial and passenger vehicles in India. The product portfolio includes compact cars, midsize cars, and utility vehicles; small, light, intermediate, medium, and heavy commercial vehicles; vans, trucks, buses, and defense vehicles; and premium, luxury, and sports cars, as well as all-terrain vehicles. It also develops electric and hybrid vehicles for personal and public transportation. Tata Motors Limited also markets its commercial and passenger vehicles in Europe, Africa, the Middle East, Southeast Asia, South Asia, South America, CIS, and Russia.



INVESTMENT RATIONALE Off the back of strong recovery to the automotive industry in 2014, sales are expected to pick up and continue into 2015. China is expected to demonstrate the strongest growth in auto sales. Oil prices are currently very low as a result of geopolitical tension, which feeds through to more attractive automotive prospects. Furthermore, due to a huge oversupply, Iron ore is at its lowest price since mid 2009, which constitutes lower manufacturing costs and thus a higher profit margin for Tata. Tata’s domestic sales have been experiencing a slump over the past 12 months, but due to aggressive action by the Indian Central Bank to push down CPI, consumer interest is expected to be return and thus bolster Tata’s performance on home soil. Jaguar Land Rover (JLR), which accounts for 90% of TTM’s revenue, has just started operation of it’s new China factory, thus circumventing a 25% automobile import tariff and high shipping costs. This should lead to increased profit that will be felt even more strongly due to JLR’s 34% increase in Chinese sales. Moreover, JLR is expected to further carry Tata Motors forward through the anticipated increase in sales of SUVs and luxury cars globally, two markets which it is an strong name in.
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We view that JLR shall pick up the weight of Tata Motors until the domestic business picks up over the next few months and see a target price of 590. Tata is currently trading around 530 which would constitute a 12% increase.



MARKET POSITION Tata is the world’s fifth largest truck manufacturer and fourth largest bus manufacturer and as such, holds a strong global position for PVs. Tata is India’s largest automotive manufacturer, although domestic revenue only accounts for 2.4% of revenue as a whole. Domestically it is ranked 4th among its peers, yet should improve on this in quarters to come now that discounted pricing has ended and sales figures are expected to grow. JLR accounts for 90% and as such is where much of our focus lies. It currently has a 10% market share of China, which sales figures suggest is set to gain considerably. Jaguar Land Rover’s regional performance calendar year-to-date shows 35% growth in the China Region, 18% in Asia Pacific, 6% in the UK and 4% in North America and in Europe. Jaguar Land Rover is the UK's leading manufacturer of premium luxury vehicles and has delivered positive sales performance year-to-date, retailing 384,665 vehicles, up 11% versus the same period last year. During October, Jaguar Land Rover has sold 33,512 vehicles, down 2%, largely reflecting production-scheduling factors.



MANAGEMENT STRUCTURE & INTEGRITY Tata Motors is itself a subsidiary of Tata Group, a family-owned Indian conglomerate and its headquarters is in Mumbai. Tata’s subsidiaries are based overseas, Tata Daewoo in Korea, Tata Hispano in Spain and JLR in England. There is independent management for each of the subsidiary companies. There are at present no questions over Tata Motor’s integrity.



GROWTH PROSPECTS AND RISK Tata expects to see growth off the back of improving market sentiment, lower fuel costs and lower manufacturing costs. Recovery to India’s economy should also factor into growth for the automotive company. India and China are also looking to invest more in infrastructure, which © University of St Andrews Investment Society
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should have healthy implications on car manufacturers. JLR is planning to open a factory in Brazil in 2015 to further expand its global reach. Tata entered the Filipino market in Q1 ‘15 and is looking to follow suit in Malaysia and Vietnam this year. JLR’s China venture also offers considerable growth prospects. JLR also has intentions to leverage its relationship with Tata Motors and the synergies they can achieve in the areas of research and product development, supply sourcing, manufacturing and assembly. Global auto sales are expected to grow by 5% this year to 88.5m; with China and the US both expected to see the greatest rise in demand for automobiles in the year ahead. This positions JLR well given that these are its two biggest markets. The US market should see sales of 16m and China expects sales of 24m. Given that JLR has a 10% market share in China in luxury sales, and is seeing rapid growth in sales figures, there is great growth potential in this region. We see real potential for long-term revenue growth especially for JLR in China. Given their 35% annualised increase in sales, volume is up substantially. Costs have also fallen by a significant amount based on the avoidance of the 25% import tariff on automobiles and the cutting out of shipping costs, which too are considerable. Costs will further decline on low commodity prices; iron ore’s pricing at present sees it at a 5 year low, which will give manufacturing costs a positive impact. Tata is affected substantially by the general economic climate in India and for that reason, there is a risk that should the Indian economy decline, Tata will follow suit. This however is not overly troublesome as we forecast further progress to the Indian economy in the short and medium term. Given that it is not a market leader and that the automotive sector is fiercely competitive, increasing competition also poses a risk to Tata. We see this as mitigated through the new products and innovations in the pipeline for Tata and JLR and the global expansion the company is hoping to achieve.



FINANCIAL POSITION Debt to Equity ratio: 0.51 Return on Net Worth: 21.32% Operating Profit Margin: 14.96% EBITDA: 16.5%
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JLR’s H1 interim report boasts very strong financials, which account for the majority of positive sentiment behind our outlook on Tata. Revenue, volume and EBITDA are all up for JLR and the balance sheet indicates considerable room to grow in H2. Tata’s standalone financials are less than remarkable, but by and large due to JLR’s contribution, the consolidated figures are far more impressive and suggest that Tata is well positioned for growth. JLR’s EBITDA margin for Q2 FY15 stands at 19.5%, transcending the peer average and propping up the consolidated figure for Tata, which is 16.5%, higher than the full year forecasted figure of 14.6%. Tata’s first half consolidated revenue was recently reported to have been behind estimates due to a higher than average price discount which Tata put on it’s models, and annualized EPS is also down due to extra funding being moved into research and development. We view this as a shortterm issue that will work its way out as Tata regains momentum in the coming quarters. Over the last 5 years, Tata has seen 500% growth, with 30% growth in the last 12 months. The 52week range sits at 332.1-550.70, the lower bound being touched on Feb 4th 2014 and the upper bound on Nov 18th 2014. The current price is 531, which sits at the upper end of this range.



SHAREHOLDER STRUCTURE
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