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Earnings outlook remains encouraging

Titan Industries continued to positively surprise us with Q3FY11
earnings coming in nearly 33% ahead of expectations. With continuing
favourable macro and mix trends, we expect earnings CAGR of 30%
over FY11-13E. We believe this together with the recent share price
correction (decline of 10% in the last one month) offers an attractive
opportunity to the investors. We retain our BUY rating on the stock.

Titan’'s Q3 FY11 results were significantly ahead of our expectations
particularly on the margin performance. The company posted a topline of
Rs19.5 bn (up 47% YoY), operating profit of Rs2 bn (up 82% YoY) and adjusted
net earnings of Rs1.4 bn (up 80% YoY). Operating and net earnings were
about 23% and 33% ahead of our expectations. Both jewellery and watches
segments recorded strong improvement in margins with EBIT margins
improving 196bps and 331 bps YoY respectively.

Consumer sentiment particularly in the metros and responses to the
company’s new collection launches have been encouraging as
demonstrated by strong revenue growth seen in both watches (up 35% YoY)
and jewellery (up 50% YoY) for Q3 FY11. Going forward, we expect this
positive consumer sentiment to help the company maintain healthy same-store
sales growth. This together with continued store expansion and huge
penetration opportunities should support revenue CAGR of 26% over FY11-13.

Mix trends across businesses continue to be positive as seen in significant
margin improvement in both jewellery (higher mix of studded jewellery) and
watches segments (higher mix of premium watches). We expect this trend to
sustain as a result of both consumer preference as well as the company’s
efforts in supporting and gaining from these trends. Overall, we expect
margins to expand 6é4bps over FY11-13 after reporting a gain of nearly
150bps in FY11.

Although in nominal terms gold prices have realized new highs, in real and
relative terms it is still not overvalued, and considering the diversification it
offers from other assets, suggest that the quasi-savings demand for
jewellery should continue.

Valuation & Recommendation

Our revised earnings estimates imply 30% CAGR in operating and net
earnings over FY11-13. Considering the above-stated growth, return on
capital trends and upward bias to consensus estimates (our FY12 earnings
estimates is 12% above consensus), we have retained our BUY
recommendation on the stock with a target price of Rs4,000 implying a one-
year forward P/E multiple of 26x. Distinct changes in consumer confidence
and/or demand for jewellery are key risks to our rating.

Exhibit 1: Key financials

Year to March (Rsmn) FY09 FY10 FY11E FY12E FY13E
Operating income 38,034 46,744 65,094 83,586 102,611
Operating profit 3,128 3,960 6,485 8,531 10,876
Operating profit (%) 8.2% 8.5% 10.0% 10.2% 10.6%
EPS (Rs) 41.9 57.3 105.2 138.4 172.1
RoE (%) 37 39 51 46 42
RoCE (%) 43 53 92 97 103
P/E (x) 78.3 57.4 31.2 23.7 19.1

Source: Company, Ambit Capital research
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Recommendation

CMP: Rs3,294
Target Price (1 year): Rs4,000
Previous TP: R4,000
Upside (%) 2]
EPS (FY12): Rs138.4
Change from previous (%) 10
Variance from consensus (%) 12

Stock Information

Mkt cap: Rs146bn/US$3,213mn
52-wk H/L: Rs4,244/1,700
3M Avg. daily vol.: Rs1,536mn/US$34mn
Beta: 0.8x
BSE Sensex: 18,507
Nifty: 5,546
Stock Performance (%)
™M 3M 12M YTD
Absolute -3.8 -13.1 833 -84
Rel. to Sensex -1.8 -63 706 1.4
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Source: Bloomberg, Ambit Capital research

Ambit Capital and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, investors should be aware that Ambit
Capital may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
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Exhibit 2: Quarterly growth trends (Watches)

Exhibit 3: Quarterly growth trends (Jewellery)

40% - 80% 21,500
30% - /_/ 60%
20% - oD NN 0% . N 16,500
10% - Vo= \/ AR , 11,500
0% - 20% _/f§~, “ ': ‘ '
-10% - 0% } “ . 6,500
-20% - -20% ’ 1,500
-30% - N 0V VO VNN OWOOWO o0 O O
B BV W W N N ©® ©® O & O O Qe o 1T~
@ @ 2 2 @ 9 < Q Q < 7 = S 85 35885 385 85 8
£ 0 &€ U €& U ¢ U ¢ O £ O 2a2a3a3a323a-32a
=} o =} o =) [ =) [ =) 7] > 7
- 0o = 0= 0= 0= 0= 00  ...... Jewellery (Deflated) Y/Y (LHS)
Jewellery (deflated) Average
—— Watches Y/Y —Watches Avg Gold Prices (RHS)
Source: Company, Ambit Capital research Source: Company, Ambit Capital research
Exhibit 4: Quarterly trends in aggregate performance
(Rsmn) Sep'08 Dec'08 Mar09 Jun'09 Sep'09 Dec'09 Mar'l10 Jun'l10 Sep'l0 Dec'10
Aggregate
Sales 10,885 10,238 8,816 8,828 11,468 13,338 13,110 12,528 15,360 19,546
EBIDTA 1,131 722 723 793 1,081 1,075 1,000 1,113 1,736 1,952
EBIT 1,065 654 551 712 1,023 1,012 714 1,112 1,730 2,019
Net Profit 741 423 374 459 775 784 510 813 1,277 1,408
Margins
EBIDTA 10.4% 7.1% 8.2% 9.0% 9.4% 8.1% 7.6% 8.9% 11.3% 10.0%
EBIT 9.8% 6.4% 6.3% 8.1% 8.9% 7.6% 5.4% 8.9% 11.3% 10.3%
Net Profit 6.8% 4.1% 4.2% 5.2% 6.8% 5.9% 3.9% 6.5% 8.3% 7.2%
Growth
Sales 53% 28% 7% 9% 5% 30% 49% 42% 34% 47%
EBIDTA 39% 44% -14% 41% -4% 49% 38% 40% 61% 82%
EBIT 43% 52% -28% 45% -4% 55% 30% 56% 69% 100%
Net Profit 46% 37% -38% 43% 5% 85% 36% 77% 65% 80%

Source: Company, Ambit Capital research

Ambit Capital Pvt Ltd
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Exhibit 5: Quarterly trends in segmental performance

Titan Industries

::%Tf;:ﬂce (Rsmn)  S°P08  Dec08  Mar09  Jun'09 Sep09 Dec09 Mar10 Jun'10  Sep10  Dec10
Segment Sales

Watches 3,035 1,931 2,400 2,086 2,955 2,409 2,818 2,540 3,584 3,251
Jewellery 7,522 7,887 6,066 6,356 8,226 10,545 9,915 9,505 11,246 15,788
Others 341 432 354 391 310 403 413 538 560 553
Total 10,898 10,250 8,820 8,833 11,492 13,357 13,146 12,584 15,390 19,592
Segment EBIT

Watches 603 145 462 293 583 354 217 416 764 585
Jewellery 546 506 236 514 577 742 714 683 998 1,421
Others -51 -69 -101 -89 111 -61 -128 17 -47 -52
Total 1,097 582 597 719 1,049 1,035 803 1,116 1,715 1,954
Segment Margin

Watches 19.9%  7.5%  192%  141%  19.7% 147%  7.7%  16.4%  21.3%  18.0%
Jewellery 7.3%  6.4%  39%  81%  7.0%  7.0%  72%  72%  89%  9.0%
Others -15.0% -16.0%  -28.5%  -22.6% -357% -15.0% -31.0%  3.1%  -8.3%  -9.4%
Total 101% 57% 6.8% 81% 91% 7.8% 6.1%  89% 11.1%  10.0%
Segment Sales

Growth

Watches 19% -1% -20% 21% -3% 25% 17% 22% 21% 35%
Jewellery 71% 33% 14% 3% 9% 34% 63% 50% 37% 50%
Others 94% 58% 24% 67% -9% -7% 17% 37% 81% 37%
Total 53% 26% 3% 9% 5% 30% 49% 42% 34% 47%
Segment EBIT

Growth

Watches 38% -29% -23% 73% -3% 145% -53% 42% 31% 65%
Jewellery 62% 119% -13% 45% 6% 47% 202% 33% 73% 92%
Others 62% 1991% 24% 345% 116% -12% 27% -119% -58% -14%
Total 47% 35% -24% 42% -4% 78% 34% 55% 63% 89%

Source: Company, Ambit Capital research

Ambit Capital Pvt Ltd
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Explanation of Investment Rating

Investment Rating Expected return
(over 12-month period from date of initial rating)

Buy >15%

Hold 5% to 15%

Sell <5%

Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent ot Ambit Capital. AMBIT Capital Research is disseminated and available primarily
electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.
DISCLAIMER

1. If you are dissatisfied with the contents of this complimentary Report or with the terms of this Disclaimer, your sole and exclusive remedy is to stop using the Report
and AMBIT Capital Private Limited ("AMBIT Capital") shall not be responsible and/ or liable in any manner.

2. This Report has been issued by AMBIT Capital for the information of its clients/potential clients only.

3. If this Report is received by any client of an affiliate of AMBIT Capital, in addition to the provisions setout in this Disclaimer, its provision to the recipient is subject to
the terms of business in place between the AMBIT Capital and such affiliate.

4. AMBIT Capital is a Stock Broker registered with Securities and Exchange Board of India Limited (SEBI) and so it is regulated by SEBI.

5. This Report is not and should not be construed as an investment advice to any client to acquire, subscribe, purchase, sell, dispose of, retain any securities or an offer
to sell or the solicitation of an offer to purchase or subscribe for any investment or as an official endorsement of any investment.

6. If 'Buy', 'Sell', or 'Hold' recommendation is made in this Report such recommendation or view or opinion expressed on investments in this Report is not intended to
constitute investment advice and should not be intended or treated as a substitute for necessary review or validation or any professional advice. The views expressed
in this Report are those of the analyst which are subject to change and do not represent to be an authority on the subject. AMBIT Capital may or may not subscribe
to any and/ or all the views expressed herein.

7. AMBIT Capital makes best endeavour to ensure that the analyst(s) use current, reliable, comprehensive information and obtain such information from sources which
the analyst(s) believes to be reliable. However, such information has not been independently verified by AMBIT Capital or the analyst(s).

8. The information, opinions and views contained within this Report are based upon publicly available information and rates of taxation at the time of publication
which are subject to change from time to time without any prior notice. Reports may be updated anytime without any prior notice to any and/ or all client(s).

9. AMBIT Capital makes no guarantee, representation or warranty, express or implied; and accepts no responsibility or liability as to the accuracy or completeness or
currentness of the information in this Report.

10. Please note that past performance is not necessarily a guide to evaluate future performance.

11. AMBIT Capital and its affiliates and their respective officers directors and employees may hold positions in any securities mentioned in this Report (or in any related
investment) and may from time to time add to or dispose of any such securities (or investment).

12. Affiliate(s) of AMBIT Capital may from time to time render advisory and other services to companies being referred to in this Report and receive compensation for the
same.
13. AMBIT Capital may act as a market maker or risk arbitrator or liquidity provider or may have assumed an underwriting commitment in the securities of companies

discussed in this Report (or in related investments) or may sell them or buy them from clients on a principal to principal basis or may be involved in proprietary
trading and may also perform or seek to perform investment banking or underwriting services for or relating to those companies and may also be represented in the
supervisory board or on any other committee of those companies.

14. AMBIT Capital may sell or buy any securities or make any investment which may be contrary to or inconsistent with this Report.
15. This Report should be read and relied upon at the sole discretion and risk of the client.
16. The value of any investment made at your discretion based on this Report or income therefrom may be affected by changes in economic, financial and/ or political

factors and may go down as well as up and you may not get back the full or the expected amount invested. Some securities and/ or investments involve substantial
risk and are not suitable for all investors.

17. This Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or
published, copied in whole or | n part, for any purpose. Neither this Report nor any copy of it may be taken or transmitted or distributed, directly or indirectly within
India or into any other country including United States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this Report in other
jurisdictions may be strictly restricted and/ or prohibited by law, and persons into whose possession this Report comes should inform themselves about such
restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

18. Neither AMBIT Capital nor its affiliates or their directors, employees, agents or representatives, shall be responsible or liable in any manner, directly or indirectly, for
views or opinions expressed in this Report or the contents or any errors or discrepancies herein or for any decisions or actions taken in reliance on the Report or
inability to use or access our service or this Report or for any loss or damages whether direct or indirect, incidental, special or consequential including without
limitation loss of revenue or profits or any loss or damage that may arise from or in connection with the use of or reliance on this Report or inability to use or access
our service or this Report.
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