Tata Motors (TaTmOT)

CMP: % 560 Target: ¥ 700 (25%)

Target Period: 12 months

June 8, 2023
. . . TATA MOTORS
Seeds well sown for profitable growth in India; market Connecting Aspirations
leadership in EVs, securing supply chain bode well... e

: D
About the stock: Tata Motors (TML) is an auto OEM from the house of Tatas, il ERERRLE -§
operating in domestic (PV, CV) and global markets (Jaguar Land Rover i.e. JLR). Market Capitalization 214,424 o
Total Debt (FY23P) 1,25,660 -
e JLR is a luxury car brand that includes two prominent names i.e. Jaguar Cash and Invts (FY23P) 55,854 >
(models like I-pace, etc) & Land Rover (models like Defender, Evoque, etc.) EV 2,84,231 %
52 week H/L (%) 577/ 3176 o
e FY23 consolidated sales mix— JLR ~69%, India CV ~20%, India PV ~11% Equity capital ( crore) 766.0 g
(&)

Key Investor Day highlights: We recently attended the company’s annual investor
day - Indian operation and key highlights were as follows:

¢ ICICI

Research
BUY

Face value () 2.0

Shareholding pattern

Jun-22 Sep-22 Dec-22 Mar-23

. . . 3 | . . Promoter  46.4 46.4 46.4 46.4
e TML reiterated its commitment towards wining sustainably in the domestic
. . . . . Fll 13.7 14.1 13.9 15.3
PV business and proactively in the EV-PV business by way of industry
. A q DIl 15.2 14.8 15.2 17.7
leading volume growth amid new model launches and refreshes with target
to attain double digit EBITDA margins in medium term (~7.3% in Q4FY23) W
e Onthe CV front, TML’s aim is to further build up on its leading market share 20000 500
and win decisively with focus on product launches in alternate fuel domain 500
and attain higher double-digit margins in medium term (~10.1% in Q4FY23) 15000 400
amid lower discounting in marketplace & focus on retail market share 10000 ggg
5000
e On the financials front, key targets were left unchanged with the company o ;00
aiming to be net auto debt free by FY25. Capex for Indian operations was 8‘ NC‘, (L\' “: ‘m ﬁ g‘
pegged at ~% 8,000 crore for FY24E with capex/investment in the EV S g 5 g 5 g s
- arge . . ) o e (=] - (=] )
business pegged at US$2 billion by FY27 (majority on product and platform) Nifty (LHS) TML (RHS)

What should investors do? TML'’s stock price has grown 12.7% over the past five
years (~% 310 levels in June 2018), outperforming the broader Nifty Auto index.

Recent event & key risks
L]

Investor day — Indian operations

e We maintain BUY on the stock tracking profitability at the helm in domestic oG R:k: U SIO‘_Nerf than
CV & PV business (including EVs), JLR's progressive volume recovery on the expected ramp up in foreign
operations, (i) Slower than

anvil, reiterated commitment towards EVs & healthy FCF generation

Target Price and Valuation: Retaining our financial estimates & marginally
tweaking our valuations, we now value TML at ¥ 725 on SOTP basis (10x, 2x FY25E
EV/EBITDA on India, JLR; ¥ 126 value to Indian EV business; earlier TP T 650).

Key triggers for future price performance:

e Intent to go auto net debt free by FY25 though healthy CFO generation and
sale of non-core assets (including stake sale in Tata Tech). JLR guiding for
FCF generation of £2 billion & net debt reduction to <£1 billion by FY24E

Alternate Stock Idea: Apart from TML, in our OEM coverage we also like M&M.
e Focused on prudent capital allocation, UV differentiation & EV proactiveness
e BUY with target price of ¥ 1,600

Key Financial Summary

anticipated margin recovery
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. . 5 year CAGR 2 year CAGR
Key Financials FY19 FY20 FY21 FY22 FY23P (FY18-23P) FY24E FY25E (FY23P-25E)
Net Sales 3,01,938.4 2,61,068.0 2,49,794.8 2,78,453.6  3,45,967.0 3.3% 4,43,365.3  4,98,798.0 20.1%
EBITDA 29,794.8 23,914.1 35,782.0 34,022.7 42,491.5 2.2% 61,858.3 72,191.6 30.3%
EBITDA Margins (%) 9.9 9.2 14.3 12.2 12.3 14.0 14.5
Net Profit (28,724.2) (11,975.4) (13,451.3) (11,441.5) 2,414.3 NM 13,651.4 18,448.1 LP
EPS (%) (79.8) (33.3) (35.1) (29.9) 6.3 35.7 48.2
P/E (7.1) (17.1) (16.2) (19.1) 90.4 16.0 11.8
RoNW (%) (47.3) (18.7) (23.8) (23.5) 4.6 21.0 22.5
RoCE (%) 3.7 1.3 6.3 4.8 9.8 19.1 24.0

Source: Company, ICICI Direct Research
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Key takeaways of recent investor day

In the domestic PV space, the management reiterated its focus on
aspirational product portfolio, enhanced safety and new age tech features
tracking 65% of its customer now comprising <35 years of age

Further the management shared its vision to continue to dominate
leadership position in EV\ and improve positioning in ICE space through
aspirational product portfolio, developing EV network system, operational
debottlenecking, product quality enhancement, launch of special editions,
focus on new age tech

The management informed about ~99% of its dealers being profitable in
FY23 vs. ~43% in FY20

Further, the company plans to source ~70% of its battery requirement from
Agratas (separate entity under Tata Sons). The company has widest EV
charging network with coverage of ~165 cities as of FY23

On the capacity front, the management informed about current capacity
being ~6 lakh units per annum with additional 4.2 lakh units to come from
H2FY24 from Ford plant, which is flexible between ICE and EV

On the capex front, TML intends to spend ~% 2,500 crore for its CV business,
~% 3,000 to its PV business and ~$2 billion till FY27 for its EV business.

The management informed about the company being worst hit by chip
shortage as allocation was based on past production volumes, which were
significantly low during initial years

The management further said the focus on quality is helping save ~3.5%-
4% of annual purchase cost

Going ahead, the management continues to focus on localisation from the
current ~70% levels to 80-85% in the coming three to four years

The management said margins improved by ~3% in the PV space through
focus product mix, realisations, cost optimisation, etc

On the CV front, the management said volumes were lower than the FY19
peak for the industry but in tonnage terms ahead of FY19 by ~6%

The management expects the industry to grow in single digits in FY24E with
Q1FY24 to expect minor de-growth. Overall growth is expected to be led by
passenger & M&HCV segment whereas ILCV & LCV to remain steady

The management said third CESL tender is likely to come with payment
security. The company would bid aggressively in the tendering process

Key presentation Highlights ...

Exhibit 1: Aspirational product portfolio — PV (ICE)
Aspirational product portfolio TATA MOTORS
Our portfolio has been reimagined with design, safety and technology as core tenets

World class design Best in class Safety New Technologies

INDIA'S SAFEST CAR

*  Continuous evolution of new age * Upgrade passive / active safety attributes * Modern, intelligent & integrated
IMPACT-ful design with focus on ~ Enhance structure, crash prevention, infotainment and driver information
improving post crash assistance system (HMI)

* Road presence and stance
4 *  Advanced Driver Assist Features (ADAS) - *  Feature upgrade for Connected Car
*  Expressive surfaces L0>L1>12 ecosystem

* Extraordinary Details

*  Tech upgrades on existing engine portfolio
for refinement

Source: Company, ICICI Direct Research
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TML- ESG Disclosure Score*

Score FY20 FY21 FY22
Environmental 34.4 31.3 31.3
Social 20.7 13.5 15.1
Governance 89.9 89.9 89.9

Overall ESG Score 48.4 449 455

Source: Blomberg, ICICI Direct Research, *Score ranges
from 0 - 100 with a higher score indicating higher ESG
disclosures

The management shared the significant improvement
in its PV journey over last three years in terms of
market share (improving from 4.8% in FY20 to 13.9%
in FY23), revenue (litetime high at ~% 47,868 crore) &
EBITDA (lifetime high at ¥ 3,085 crore). Consequently,
the company improved to first rank in compact SUV
space in FY23 vs. third place in FY20. Further, TML
secured third position in Premium hatch segment in
FY23 & Second in high end SUV space
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Exhibit 2: EV product portfolio

pro———

Tiago.ev Xpres-T, Tigor EV Nexon EV
¥ 10,000 bookings in 1 day ¥ Dominant share in fleets ¥ 50,000+ EVs delivered
' Delivered 10,000 cars in 4 months ¥ Pipeline for 50,000+ orders ¥’ Synonymous with EVs in India

EV Sales Volumes

FY21 mFY22 mFY23 FY21 FY22 WmFY23
3,400 11,120 27,814
2,785
2173 5,227 13,879
412 P
Jan'23 Feb'23 Mar'23 Fr21 FY22 FY23 FY21 FY22 FY23

Source: Company, ICICI Direct Research

Exhibit 3: EV architecture

Gen Gen Gen
01 02 03
Quick conversion programs EV-First modular platform Optimized, dedicated EV platform

P

-

Quick delivery Up to 450km ~80% New body Upto 500 km 60%

<18 months Driving range

Cost
Drivingrange  reduction

styles Driving range Commonality Spi

Source: Company, ICICI Direct Research

Exhibit 4: New product launches
TATA MOTORS

Product portfolio well-aligned to market developments
Aspirational product portfolio with focus on SUVs, safety and technology

Sierra Avinya

Curwv
C Pt Pl e
— — /
Special Edition & 6 airbags ADAS and Engine Safety
Feature Upgrades BNCAP connectivity upgrades enhancement

Continually refreshed for features through “New Forever” interventions

New Nameplate
Additions

Mid Cycle
Enhancements to
refresh products

Source: Company, ICICI Direct Research
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On the EV front, the management informed about
~three to four months orderbook with pipeline of
~50,000+ orders for its Xpress-T & Tigor £V
models. The management aspires to have ~25-
30% of total sales to be from EVs in the long term

The company plans to launch three to four products
on its gen 2 platform (with range of up to 500 km)
and ~three to four in the gen 3 platform (with
range of >550 km)

The management informed about launch of
CURWVV (ICE) in FY24F sometime
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Exhibit 5: CV segment margin & market share trajectory
M2 emm3sy
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Consistent market share
growth, +3.2% in five years

f Lakhs

Margin (%)

Dt M WO AP May22 Jun22 WI22 Aug2

Unprecedented commodity
inflation continued

Increased competition leading to
increased discounts

Source: Company, ICICI Direct Research

) (@) — ‘ @

<12T GVW MHCV Tipper Tractor Trailer Buses
Macro Economic Environment (GDP,IIP, PFCE)

ﬂnmue O cement f:m f%cﬂm f@"ﬂl‘ 1
© o ERetai fﬁw fﬁm}ﬁw ‘.@M P

O e © Qe & @M, o (mew ¢
O RENS B e —
Finance Environment Transporter Profitability and Utilization 4

Fuel Prices §

§ Negativegrowth () 0S%growth b >5%growth

Source: Company, ICICI Direct Research

Exhibit 7: EV drive on CV front

Ace EV EV Buses UltraE.9 Prima E.55 and H.55

Ramping up deliveries for last mile 730 EV buses across 10 locations, Concepts unveiled at Auto Show 2023, generating
application across cities Delivery of Fuel cell EV buses started to Indian Oil significant interest from customers.

TATA AUTOCOMP SYSTEMS

F i @ o g % i Wi S TATA POWER

9

TATA Motorsfinance TATA CAPITAL
) : EV aggregate Service Hest
Charging Financing supply support Management
Ecosystem elements Leveraging ‘group’ synergy

Source: Company, ICICI Direct Research

ICICI Direct Research

The management informed about significant
improvement being done in the margin trajectory
amid rationalisation of discounts while largely
retaining market share

Then management guided about growth in
ME&HCYV to be aided by growth in core sectors
(cements, steel, schools, etc). Further they
expects minimal disruption in demand due to
increased use of railways for transportation

The company continues to focus on evolving
technologies and has formed a new JV with
Cummins Inc. for development of alternate fuel
powered CVs

ICICI Securities | Retail Research
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Exhibit 8: Cell manufacturing capability at Agratas Energy

ICICI Direct Research

Key areas of play AGRATAS®
Immediate focus is on end-to-end cell deign to validation, and, industrialization
@ ‘-ir' FE &y )
@ 55 g @ @ 0 i EF) g &S Under the new venture of cell manufacturing the
company will focus on all processes starting
Material . Module & . ) .
Raw Material  Synthesis& NG Cell Y Cell Pack Repurpose e from designing of cell till cell validation.
Extraction l’.‘nmpumnt & Design Production lid =ign Validation Design & & Reuse =]
VEUL LG Testing
Agratas also ensures
v political de-risking and control of whole supply
chain upstream as well as downstream
¥ localization of key elements of the supply chain
¥ securing of supplies through critical mass/volume
Source: Company, ICICI Direct Research
Exhibit 9: Battery Chemistry
Futuring battery through technology changes AGRATAS
Plan to deliver best in class batteries for current & future products based on market radar
Solid-state Lis i .
silicon Technology Technology Li-Alr The management informed about its cell
F-free Technology Organic manufacturing line being flexible and can change
Batteries . . . .
SobatEfree chemistry with just 10-20% of equijpment
Next-Gen Metal-air
Electrolytes replacement
LMFP Mg-ion
Bipolar Electrodes
NMC Y
Al-ion
Na-ion
Dry Coating
Zn-ion
LFP Direct Recycling
Recycling PYocisxes Redox Flow
Processes Batteries
Short-Term Medium-Term Long-Term

Source: Company, ICICI Direct Research

Exhibit 10: TML —

India Business — Medium Term Goals

We remain committed to consistent, competitive, cash accretive growth and deleverage the business

COMMERCIAL VEHICLES PASSENGER VEHICLES ELECTRIC VEHICLES

£, B, o)
P 0] G5@
07 07 07

ol

Source: Company, ICICI Direct Research

Exhibit 11: SOTP valuation

FY25E EBITDA (X EV/EBITDA Resultant EV

Particulars Parameters crore) Multiple (x) [lerore)
Tata Motors India business (CV, PV, Ex-Electric-PV) FY25E EV/EBITDA 14,547 9.0 1,30,925
JLR FY25E EV/EBITDA 52,445 2.0 1,04,889
India EV business (PV) ~11% stake sale @3%7,500 cr 15% Holdco discount NA 51,580
Tata Technologies Stake Valuation 55% stake @ ¥ 20,000 crore 15% Holdco discount NA 9,350
Other Investments 1.5x P/B on FY22 3,246 2.0 6,493
Total Enterprise Value (EV) 3,03,237
Net Debt FY25E 34,824
Resultant Equity Value (target market cap) 2,68,412
Target Price per share (¥/share) 700

Source: ICICI Direct Research

ICICI Securities | Retail Research
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Financial Summary

ICICI Direct Research

(Year-end March) FY22 FY23P FY24E FY25E (Year-end March) FY22 FY23P FY24E FY25E
Total operating Income 2,78,454  3,45,967 4,43,365  4,98,798 Profit after Tax (11,441.5) 2,414.3 13,651.4 18,448.1
Growth (%) 11.5 24.2 28.2 12.5 Add: Depreciation 24,836 24,860 28,819 32,422
Raw Material Expenses 1,80,886 2,26,470 2,85,928 3,21,383 (Inc)/dec in Current Assets -2,733 -12,132 -14,970 -11,196
Employee Expenses 30,809 33,655 38,567 40,994 Inc/(dec) in CL and Provisions -6,188 9,223 29,521 17,442
Marketing Expenses 47,134 61,786 81,397 91,663 Others 9,312 10,225 8,096 6,567
Capitalised Expenses -14,397 -18,435 -24,385 -27,434 CF from operating activities 13,785 34,591 65,117 63,682
Total Operating Expenditure 2,44,431 3,03,475 3,81,507 4,26,606 (Inc)/dec in Investments -4,759 3,000 2,250 7,750
EBITDA 34,023 42,492 61,858 72,192 (Inc)/dec in Fixed Assets -14,267 -22,075 -34,000  -35,000
Growth (%) -4.9 24.9 45.6 16.7 Others 1,026 3,662 -2,751 -4,031
Product development Exp 9210 10662 12097 14240 CF from investing activities (18,000) (15,412) (34,501) (31,281)
Depreciation 24836 24860 28819 32422 Issue/(Buy back) of Equity 0 0 0 0
Interest 9312 10225 8096 6567 Inc/(dec) in loan funds 3,772 -14,017 -20,000 -23,700
Other Income 3054 4633 4886 5015 Dividend paid & dividend tax 0 0 0 0
PBT 2,836 12,129 29,829 38,218 Inc/(dec) in Sec. premium 0 0 0 0
Minority Interest 133 276 530 635 Others (incl finance costs) -5,680 -8,816 -9,245 -8,290
Total Tax 4231 704 3990 5395 CF from financing activities (1,908) (22,833) (29,245) (31,990)
Reported PAT (11,441) 2,414 13,651 18,448 Net Cash flow -6,123 -3,654 1,371 41
Growth (%) LP -121.1 465.4 35.1 Opening Cash 46,792 40,669 37,016 38,386
EPS (%) (29.9) 6.3 35.7 48.2 Closing Cash 40,669 37,016 38,386 38,798
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
(Year-end March) FY22 FY23P FY24E FY25E (Year-end March) FY22 FY23P FY24E FY25E
Liabilities Per share data (%)
Equity Capital 766 766 766 766 EPS -29.9 6.3 35.7 48.2
Reserve and Surplus 43,739 44,556 57,059 73,784 Cash EPS 35.0 71.2 110.9 132.9
Others 4,271 7,278 7,278 7,278 BV 127.4 137.4 170.0 213.7
Total Shareholders funds 48,776 52,600 65,102 81,827 DPS 0.0 2.0 3.0 4.5
Total Debt 1,39,677 1,25,660 1,05,660 81,960 Cash Per Share 165.5 145.9 142.9 123.1
Deferred Tax Liability 1,558 1,407 1,803 2,028 Operating Ratios
Long term provisions 12,956 13,197 14,695 14,038 EBITDA Margin (%) 12.2 12.3 14.0 14.5
Minority Interest / Others 19,641 26,040 28,937 30,061 PBT / Net sales (%) 3.3 5.1 7.5 8.0
Total Liabilities 2,22,608 2,18903 2,16,198  2,09,915 PAT Margin (%) -4.1 -1.0 -1.2 33
Assets Inventory days 46.2 43.0 40.0 40.0
Gross Block 3,71,683  3,89,734  4,21,234  4,55,734 Debtor days 16.3 16.6 15.0 15.0
Less: Acc Depreciation 2,33,635 2,58,495 2,87,314 3,19,736 Creditor days 78.6 76.0 75.0 75.0
Net Block 1,38,048 1,31,239 1,33,920 1,35,999 Return Ratios (%)
Capital WIP 10,251 14,275 16,775 17,275 RoE -23.5 4.6 21.0 22.5
Total Fixed Assets 1,48,299 1,45,514 1,50,695 1,53,273 RoCE 4.8 9.8 19.1 24.0
Investments 29,380 26,379 24,129 0 RolC 7.9 16.1 32.7 39.2
Inventory 35,240 40,755 48,588 54,663 Valuation Ratios (x)
Debtors 12,442 15,738 18,220 20,499 P/E -18.7 88.8 15.7 11.6
Loans and Advances 1,672 2,303 2,951 3,320 EV / EBITDA 8.5 6.7 4.3 3.5
Cash 40,669 37,016 38,386 38,798 EV / Net Sales 1.0 0.8 0.6 0.5
Total Current Assets 1,24,212 1,32,690 1,49,031 1,60,638 Market Cap / Sales 0.8 0.6 0.5 0.4
Creditors 59,970 72,056 91,102 1,02,493 Price to Book Value 4.4 4.1 3.3 2.6
Provisions 10,766 11,811 14,933 16,800 Solvency Ratios
Total Current Liabilities 1,07,955 1,17,178 1,46,699 1,64,141 Debt/EBITDA 4.1 3.0 1.7 1.1
Net Current Assets 16,257 15,512 2,332 (3,502) Debt / Equity 2.9 2.4 1.6 1.0
Deferred Tax Asset 3,871 5,185 6,644 7,475 Current Ratio 0.6 0.6 0.6 0.6
Application of Funds 2,22,608 2,18903 2,16,198 2,09,915 Quick Ratio 0.3 0.3 0.3 0.3
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 6
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. A5 sTaRMminE | ‘
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 7
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reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also
confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the
companies mentioned in the report.
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ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is
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Investments in securities market are subject to market risks. Read all the related documents carefully before investing.
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assured, minimum or risk-free return to the investors.
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Contact number: 022-40701000 E-mail Address: complianceofficer@icicisecurities.com

For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122
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