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52-Week Range 1,795/660 END (RS M) (RS M) (RS) GROWTH (%) (X) (X) (% (%) SALES EBITDA
1,6,12 Rel. Perf. (%) 4/30/67 03/07A 20,902 1,158 26.5 21.0 646 316 354 297 3.6 35.7
M.Cap. (Rs b) 72.4 03/08E 28,536 1,666 375 41.5 45.6 221 36.4 33.6 2.6 26.4
M.Cap. (US$ b) 1.8 03/09E 36,215 2,426 54.7 45.6 31.4 11.4 38.1 44.3 2.0 19.1

& Titan Industries 2QFY08 numbers are marginally higher than our estimates. Sales at Rs7.1b are lower than our
estimate of Rs7.3b. However, EBITDA at Rs797mis higher than our estimate of Rs700m. Margins have expanded
80bp as against our estimate of a decline of 80bp. Strong volume growth in jewery, higher realizations (due to
consumer upgrading) in watches, and benefits of rupee appreciation aided margin expansion. Adjusted PAT for the
quarter was Rs463m.

= Jawdry division revenue grew 46% YoY to Rs4.3b and PBIT increased 54% YoY to Rs338m as PBIT margins
expanded 40bp. Watch business reported 22% YoY increase in revenue to Rs2.7b; PBIT increased 45% to Rs438m
as margins expanded 250bp.

« The company added five World of Titan stores taking the number to 222 stores. Management has indicated limiting
company managed stores to 40-45 v/s earlier plans of 80-85. Rest of the stores would be ether franchisees or
management agents; this would boost margins, as the gestation period for storesis very long. Gold Plus has entered
the second stage of expansion — the company is currently opening pilots in Andhra Pradesh, Maharashtra and Punjab;
plans include increasing the stores to 28 by FY08.

« We are revising our EPS estimates from Rs36.1 to Rs37.5 for FY08 and from Rs53.8 to Rs54.7 for FY(09. We
beieve that Titan would be one of the biggest beneficiaries of the growing consumerism due to strong brands and
dominating market leadership. The stock trades at 46x FYO8E and 31x FYOQ9E earnings. While we expect the
company to report 44% CAGR in PAT over FY(07-09, we maintain Neutral due to rich valuations.

QUARTERLY PERFORMANCE (Rs Million)
Y/E MARCH Fyo7 Fyos FYO7 FYO8E
1Q 2Q 3Q 4Q 1Q 2Q 3QE 4QE

Net Sales 4,410 5,235 5,291 5,966 6,575 7,114 7,200 7,647 20,902 28,536

YoY Change (%) 54.1 47.9 42.9 41.0 49.1 35.9 36.1 28.2 455 36.5
Total Exp 4,245 4,690 4,711 5,273 6,206 6,318 6,475 6,768 18,918 25,766
EBITDA 165 546 581 693 369 797 725 880 1,984 2,770

Margins (%) 3.7 10.4 11.0 11.6 5.6 11.2 10.1 11.5 9.5 9.7
Depreciation 49 66 70 72 72 72 85 89 256 319
Interest 49 43 a7 66 48 39 55 64 204 206
Other Income 14 5 9 4 5 4 11 17 32 38
PBT 81 442 473 560 254 689 596 744 1,556 2,283
Tax 12 100 177 85 127 226 155 108 398 616

Rate (%) 14.4 22.6 374 15.1 50.2 32.8 26.0 14.5 25.6 27.0
PAT 70 342 296 475 126 463 441 636 1,158 1,666

YoY Change (%) -7.4 -7.1 122.9 135 81.6 35.3 49.0 33.8 20.3 43.9
Extraordinary ltems 29 21 17 172 0 0 20 25 240 45
Reported PAT 41 322 279 303 126 463 421 611 918 1,621

E: MOSt Estimates
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SEGMENTAL PERFORMANCE (RS M)

2QFY08 2QFY07 1HFYO08 1HFYO7

Sales

Watches 2,748 2,249 4,457 3,735
Growth (%) 22 22 19 20

Jewellery 4,324 2,969 9,053 5,852
Growth (%) 46 72 55 72

Others 183 170 416 170
Growth (%) 66 103 36 103

PBIT

Watches 438 301 548 301
Growth (%) 45 -32 27 -16
PBIT Margin (%) 15.9 13.4 12.3 11.5

Jewellery 338 219 585 275
Growth (%) 54 124 112 44
PBIT Margin (%) 7.8 7.4 6.5 4.7

Others (32) (13) (59) (44)

Source: Company/Motilal Oswal Securities

Strong growth momentum continues

Titan maintained strong growth momentum across business
segments, posting 36% YoY growth in net sales during
2QFY08. Jewdry expanded at a faster pace, resulting in
its sharein sales mix rising to 59% from 53%, a year ago.
Gross margins expanded 10bp despite sales mix changing
in favor of low margin jewelry business. Advertising
expense declined 70bp, which indicates the benefits of scale.
8% declinein interest cost enabled 55.8% increasein PBT.
Tax increased by 43.9%, despite 620bp increasein tax rates
to 28.9%. The company has provided Rs16.8m for VRS
and Rs26m for prior period taxes, while the write-offs for
overseas associated companies are over.
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Watches — from own store to franchisee/agent
model

Titan's watch division reported 22% YoY growth in sales
for 2QFY08 to Rs2.7b, led by consumer upgrading and
launch of new Heritage collection. In addition, the earlier
launched Aviator series for men and the Raga collection
for ladies continued to generate good response. The
company achieved double-digit volume growth, with Sonata
growing in volumes while the Titan brand provided good
value growth. The company expanded volumes in double-
digitsin comparison to sub double-digit volume growth for
the industry. Further, low component cost aided by
appreciationin rupee and consumer upgrading aided margin
expansion. PBIT margin for the division improved from
13.4%in 1QFY08t0 15.9% in 2QFY08. PBIT at Rs438m
was up 45% Yoy.

M anagement has attributed increasein sales of Titan brand
watches to rising frequency of launching new collections.
New collections create excitement around the brand and
help consumer upgradation. The company has launched the
Aviator series and Heritage collection in the current year.
Plans include increasing the number of new collections to
3-4 every year, which would provide increased brand
salience and higher value growth.

The company added five World of Titan storesin 2QFY 08,
taking the total number to 222. Management has indicated
change in strategy of its retail expansion, whereby the
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number of company managed stores will be confined to
40-45 v/s earlier plans of 80-85, and rest will be either
franchisee or management agents operating storesin malls.
This will reduce the hassle of having higher overheads in
the company, asthe gestation period of such storesislonger.
We expect the new strategy to boost profitability, while
having control on the store layout and consumer ambience.

WATCH BUSINESS PERFORMANCE
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Jewelry — Gold Plus to accelerate growth

Jewelry business reported 46% increase in sales and 54%
increasein PBIT. Volume growth (35%) wasthekey driver,
as the price impact was just 5-6%. Strong rupee kept the
prices below psychological level of Rs1,000/gm, which
boosted demand. PBIT margins have increased 40bp due
to benefits of leverage. Ratio of diamond studded to gold
jewdry in Tanishq stood at 33:67.

Gold Plus achieved sales of Rs550m during 2QFY 08 and
Rs1b during IHFY 08. The company has started expanding
Gold Plus stores scope, as it has entered Andhra Pradesh,
Maharashtra, Punjab, etc and plans to customize the stores
according tolocal requirements. The company hasincreased
the number of Gold Plus stores from 10 in FYQ7 to 17.
Plans include increasing the number to 28 by the end of
FY08. Our estimates factor in sales of Rs2.7bin FY 08 and
Rs4b in FY09 from Gold Plus.

Titan Industries

The number of Tanishq outlets has been increased to 100
(7 added in 2QFY08). The company has started expanding
its store sizeand consumer offering in leading towns, which
will improve consumer affinity with thebrand. The company
has commissioned a new 6,000sft store in New Delhi and
the response has been positive. Management aims at taking
moresuchinitiatives, depending upon the availability of real
estate. Although Tanishq is the largest jewelry brand, the
company is not a leading player in any of the cities it is
currently operating in. Tanishg has competitive advantage
in most of the large cities, as it has presence in premium
high street locations. This indicates scope for sustained
sales growth in coming years.

The company is increasing its retail presence at a steady
pace. The number of Tanishq Boutiques was increased
from 81 in FY06 to 88 by the end of FYQ7; the company
has added five more stores during 1QFY 08 and is expected
to end FYO08 with 100 Tanishg stores. The number is
expected to increase to 120-125 in another couple of years.

JEWELRY BUSINESS PERFORMANCE
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Precision Engineering & Eyewear — seeding
future growth potential

Other business such as PE and accessories grew 8% in
topline to Rs183m, with a loss of Rs32m for 2QFY08 in
comparison to a loss of Rs13m in 2QFY Q7. Sales growth
seems sedate as these initiatives were likely to ramp up a
fast pace. Management expects PE to turn around by the
end of FY08.
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The company is currently operating five stores under Titan

Eye+ and the sixth storeis likely to be launched this week.

The results of the pilot have been very encouraging and

the ramp up is according to plans. The business vertical

offers huge growth opportunity as:

« 30% of population typically needs correctioninvision ~
300m

& Market size of 25-35m units per annum as consumers
change their glasses/ frames once in 3-4 years, leading
to market size of Rs15-18b

« Market has been growing in double-digits ~15-20%
per annum

= Market growth to sustain dueto increasing urbanization,
literacy, penetration of TV & computers, poor eyehealth
due to lifestyle/improper diet, etc.

« Lack of large national retailersin this line of business

Titan Industries

Webdlievethat the eyewear market offers huge opportunity
for the company. Management seems quite upbeat about
the initial response and plans to go full throttle after the
pilot isasuccess. Webdievethat this SBU has the potential
to emerge as one of the growth drivers 2-3 years down the
line.

Revising estimates; maintain Neutral

We arerevising our EPS estimates from Rs36.1 to Rs37.5
for FY08 and from Rs53.8 to Rs54.7 for FY09. Webdieve
that Titan would be one of the biggest beneficiaries of the
growing consumerism dueto strong brands and dominating
market leadership. The stock trades at 46x FY O8E and 31x
FYO9E earnings. While we expect the company to report
44% CAGR in PAT over FY07-09, we maintain Neutral
dueto rich valuations.
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Titan Industries: an investment profile
Company description

Titan Inds is a Joint venture between Tata Group and
TIDCO (Tamilnadu Industrial Development Corporation).
The company is the largest specialty retailer and market
leader in branded watches and jewellery products in India.
The company has also been able to tap the fast growing
demand for accessories and precision engineering
components. Major brands of the company include Titan,
Tanishq, Sonata, and Fastrack.

Key investment arguments

& Titan Inds hasa50% market sharein branded jewellery
market. Strong growth and low penetration of branded
jewdlery will result inrising profit margins.

« Waiches are expected to report steady growth due to
strong brands and huge success in mass market brand
Sonata.

= Only company in the retail sector generating free cash
flows.

Key investment risks

« Slower than expected ramp up in the precision
engineering business.

« Longer than expected breakeven time for new retail
stores.

COMPARATIVE VALUATIONS

Titan Industries

Recent developments

&« Titan plans to open 10 ‘Gold Plus’ stores in FY08 in
Tier-1l cities.

& Opened its first prescription eye-wear store during the
quarter.

« Enhanced equity at Rs44.39m consequent to allotment
of rights shares.

Valuation and view

= Wehavereduced our adjusted EPS estimatesto Rs37.5
for FY08 and Rs54.7 for FY09.

& Thestock trades at 46x FY 08E and 31x FY 09E earnings.
We maintain Neutral.

Sector view

= \We have a positive view on the sector. We expect the
sector to clock revenue growth of 30%-35% CAGR
over the next five years.

= Playerswith a strong hypermarket format and presence
inalarger number of categoriesarelikely to bewinners;
specialty retailers with strong brands will have steady
growth ahead.

&« Ability to increase private labds, squeeze costs and
extract higher margins from branded players will be a
key factor in maintaining margins in the long term.

EPS: MOST FORECAST VS CONSENSUS (RS)

TITAN PANTALOON SHOPPERS MOST CONSENSUS VARIATION
P/E (x) FYO8E 45.6 80.4 43.4 FORECAST FORECAST (%)
FYO9E 314 49.3 31.2 FYO08 375 33.0 13.8
EV/EBITDA (x) FYO8E 26.4 29.0 19.2 FY09 54.7 45.6 19.8
FYO9E 19.1 19.9 14.2
EV/Sales (X) EYOSE 2.6 1.8 1.5 TARGET PRICE AND RECOMMENDATION
FYO9E 2.0 1.2 1.1 CURRENT TARGET UPSIDE RECO.
P/BV (x) FYOSE 22.1 6.9 5.7 PIRICE (%) PIRICE (X&) (%)
FYO9E 11.4 5.5 5.2 1,713 Neutral
STOCK PERFORMANCE (1 YEAR)
Titan Inds. (Rs) - LHS Rel. to Sensex (%) - RHS
1,875 90
SHAREHOLDING PATTERN (%) »
SEP-07 JUN-07 SEP-06 1,575 s 60
Promoter 53.1 53.1 53.1 1,275 30
Domestic Inst 1.4 15 3.8 975 0
Foreign 12.3 12.9 13.7 675 -30
Oct-06 Jan-07 May-07 Jul-07 Oct-07
Others 33.2 325 29.5
5
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Titan Industries

INCOME STATEMENT (RS MILLION) RATIOS
Y/E MARCH ¥ 20057 20067 2007 2008E 2009E Y/E MARCH 2005 2006 2007E  2008E 2009E
Net Sales 10,967 14,369 20,902 28,536 36,215 Basic (Rs)

Change (%) 22.6 310 45.5 36.5 26.9 EPS 13.2 219 26.5 37.5 54.7
Total Expenditure -9,689 -12,761 -8,87 -25,724 -32,422 Cash EPS 17.8 26.6 32.9 45.5 64.0
EBITDA 1,278 1,608 2,085 2,812 3,794 BV/Share 419 54.2 775 108.2 150.7

Change (%) 6.6 25.8 29.7 34.8 349 DPS 2.5 4.0 7.4 8.4 2.3

M argin (%) n7 12 10.0 9.9 105 Payout % 19.0 183 27.8 225 225
Depreciation -196 -197 -256 -39 -344
Int. and Fin. Charges -309 248 204 -206 138 Valuation (x)

Other Income - Recurring 27 24 32 38 40 PIE 8.2 64.6 456 314
Deferred Revenue Expenc -42 -101 -101 -42 0 CashP/E 64.5 521 sr7 2638
Profit before Taxes 658 1086 1556 2,283 3,352 EviSales 52 36 26 20

Change (%) 68.7 65.0 433 46.7 46.8 EV/EBITDA 46.5 35.7 26.4 0.1

Margin (%) 6.0 76 7.4 8.0 93 p/Bv 316 221 b8 n4
Tax 108 79 370 709 1,065 Dividend Yield (%) 0.2 0.4 0.5 0.7
Deferred Tax 58 56 -29 92 139 Return Ratios (%)

Tax Rate (%) -7.6 -4 -25.6 -27.0 -27.6 ROE 343 420 35.4 36.4 38.1
Profit after Taxes 608 963 1,158 1,666 2,426 ROCE 184 25.6 29.7 336 243

Change (%) 66.6 58.3 20.3 439 456

Margin (%) 55 6.7 55 5.8 6.7 Working Capital Ratios
Extraordinary ltems -335 -250 -240 -45 -45 Debtor (Days) 26 23 20 20
Reported PAT 274 713 918 1621 2,381 Asset Turnover (x) 21 2.8 35 3.9 4.6
BALANCE SHEET (RS MILLION) Leverage Ratio
Y/E MARCH ¥ 2005' 2006 2007E 2008E  2009E Debt/Equity () 18 12 08 06 02
Share Capital 423 423 444 444 444
Preference Share Capital 400 400 0 0 0
Reserves 950 1470 2,831 419 5928 CASH FLOW STATEM EL\-IT . (RS MILLION)
Net Worth 1772 2,293 3.274 4,573 6,372 Y/E MARCH 2005 2006 2007E  2008E 2009E
Loans 382 2,679 2,470 2,559 108 OP/(loss) before Tax 1082 141 1,830 2,493 3,449
Deferred Tax 293 238 74 267 406 Int./Div. Received 27 24 32 38 40
Capital Employed 5,248 5,210 5,919 7.398 7.886 Depreciation and Amort. 196 97 256 31 344

Interest Paid -309 -248 -204 -206 -138
Gross Block 4001 4,204 5,155 5,721 6,247 Direct Taxes Paid -108 -9 -370 -709 -1.065
Less: Accum. Depn. 2349 2440 2643  -2,899 30  (ner/Decrinwc 876 56 58 -531 71
Net Fixed Assets 1651 1765 2,511 2,822 3,067 CFfrom Operations 1764 1261 1602 1404 2,560
Intangibles 588 525 462 Extraordinary ltems .335 -250 -240 .45 .45
Capital WIP 98 be 0 30 30 (IncryDecr in FA 04 -301 95 437 526
Investments 270 270 270 270 270 (Pur)/Sale of Investments 6 0 0 0 0

CF from Invest. -453 -551 -1,155 -482 -571
Curr. Assets, L&A 5,645 6,468 8,858 11,257 13,522
Inventory 2,716 3,744 6,775 8,153 9,657 Issue of Shares 0 0 21 0 0
Account Receivables 771 901 921 1,592 2,08 Incr/(Decr) in Debt -888 -503 -209 89 -1,450
Cash and Bank Balance 442 383 507 791 1,026 Dividend Paid -106 -169 -31 -357 -520
Others 1716 1440 655 720 820 Others -147 -97 176 -370 216
Curr. Liab. and Prov. 2,661 3,599 5,923 7,507 9,465 CF from Fin. Activity -1141 -769 -323 -638 -1754
Account Payables 2,047 2,932 4,586 6,210 7,870
Other Liabilities 437 426 864 58 524  Incr/Decrof Cash 1 -59 124 283 235
Provisions 77 241 472 778 1071 Add: Opening Balance 271 442 383 507 791
Net Current Assets 2,984 2,869 2,935 3,751 4,057 Closing Balance 442 383 507 791 1026
Miscelleneous Expenditui 244 13 42 0 0
Application of Funds 5,248 5,243 5,919 7,398 7,886
E: M OSt Estimates

6
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