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Titan Company

Quarterly aberration, growth story intact

Titan Company Limited (Titan) released its Q1FY2020 quarterly
update, indicating moderating growth in its jewellery division due
to increased gold prices (V8% y-o-y), which has further affected the
soft demand environment. Titan registered modest growth of 13% in
its jewellery division (upwards of 20% growth registered in some of
the earlier quarters). However, it has maintained strong double-digit
growth momentum in its other key divisions, watches and eyewear.
The stock has already corrected by 10%, which is mostly factoring
a modest Q1 performance. Nevertheless, with the festive season
kicking in the coming quarters, we believe Titan with its track record
would be able to catch up part of its revenue loss in this quarter.
Further, strong growth in other key divisions (watches and eyewear)
would provide support to overall performance. We maintain our Buy
recommendation on the stock.

Q1FY2020 update - Higher gold prices affected growth of the
jewellery business; Performance to revive in H2FY2020

Revenue of Titan’s jewellery division grew by muted ~13% in Q1FY2020
(our expectation was 16% growth), as the sharp increase in gold prices
significantly dented consumer demand in June 2019. We expect
moderate growth to sustain for another quarter, improving from
Q3FY2020 in the backdrop of the festive/wedding season. The watches
business continued and maintained its strong growth momentum with
19% revenue growth (our expectation was 8% growth), partly aided by
execution of a large institutional order from Tata Consultancy Services
(TCS). The eyewear business witnessed revenue growth of 13% (our
expectation was 14%), aided by higher footfalls during the quarter.

Our Call

Valuation — Maintain Buy with a revised PT of Rs. 1,320: We have
reduced our earnings estimates by 7%/4%, respectively, for FY2020/
FY2021to factor in lower-than-earlier estimated growth in the jewellery
business and have tweaked our margins to factor in the change in
revenue mix. The jewellery division’s growth is expected to moderate
to 15% in FY2020 (earlier expectation of “19%). Other key divisions
are expected to deliver better performance with growth in mid-to-high
teens in the near term. We maintain our Buy recommendation with a
revised PT of Rs. 1,320 (in-line with reduction in earnings estimates).

Valuation (Consolidated) Rs cr
Particulars FY17 FY18 FY19 FY20E FY21E
Revenue 13,187 15,946 19,592 22,711 26,670
OPM (%) 87 10.2 1.0 1.0 1.7
Adjusted PAT 802 1124 1,519 1,760 2199
% YoY growth 18.2 40.2 35.1 15.9 24.9
Adjusted EPS (Rs.) 9.0 12.6 171 19.8 24.8
P/E (x) 1217 87.2 64.4 55.4 44.4
P/B (x) 231 19.2 161 13.3 10.9
EV/EBIDTA (x) 84.0 591 446 38.2 30.4
RoNW (%) 207 241 27.2 26.3 270
RoCE (%) 272 323 372 35.9 36.9

Source: Company, Sharekhan estimates
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Jewellery — Quarterly aberration; Performance likely to revive in H2FY2020

Titan’s jewellery division’s revenue grew by muted “13% in Q1FY2020 (our expectation was 16%) as the sharp
increase in gold prices significantly dented consumer demand in June 2019. The wedding jewellery and
studded group witnessed decent growth, while sales on the auspicious occasion of ‘Akshaya Tritiya’ were
robust. We expect moderate growth to sustain for another quarter, improving from Q3FY2020 in the backdrop
of the festive/wedding season. Thus, we expect the jewellery division to deliver about 15% revenue growth
(as against earlier expectation of 18% growth) in FY2020. The shift from non-branded to branded players
and increased presence in middle - income markets through new stores remain key growth drivers for the
jewellery division in the near to medium term. The company added 12 new Tanishq stores (total number of
stores - 301) with retail space addition of 34,000 sq. ft. in Q1FY2020.

Watches and eyewear maintained strong growth momentum

The watches business continued and maintained its strong growth momentum with revenue growth of 19% (our
expectation was 8%), partly aided by execution of a large institutional order from TCS. Wearables have been
the new driver for the business. E-commerce, trade and LFS channels remain growth drivers for the watches
business for the June quarter. The eyewear business witnessed revenue growth of 13% (our expectation was
14%), aided by higher footfalls during the quarter. The trade channel grew faster than the overall division’s
growth. The business added 27 stores during the quarter and closed nine, ending with a net increase of about
12,000 sq. ft. of retail space.

New businesses are performing well

Skinn continues to increase its distribution reach and witnessed good growth during the quarter. Introduction
of small packs for first-time users and e-commerce channel is aiding the brand to achieve good acceptance in
the domestic market. ‘Taneira’ opened its flagship store in Hyderabad in a villa format, taking the total store
count to five. The brand launched ‘1000 Summer Memories’ collection of cotton sarees at very affordable
price points to drive customer walk-ins and building the right perception of the brand being affordable too.

Jewellery growth moderated to 13% in Q1FY2020 Watches and eyewear recovered post Q4FY2018
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About company

Titan Company Limited is a joint venture between the Tata Group and Tamil Nadu Industrial Development
Corporation (TIDCO). The company is a leading organised jeweller in India with its trusted brand Tanishg.
The company started as a watch company under the brand Titan and is the fifth largest integrated own
brand watch manufacturer in the world. The company’s key watch brands are Titan, Fastrack and Sonata.
The company is present in the eyewear segment with its brand Titan Eyeplus and in other segments such as
perfumes. The company recently entered the saree market with its brand Taneira.

Investment theme

Titan is one of India’s top retailers with a strong presence in discretionary product categories such as jewellery,
watches and eyewear. It is one of the top brands in the watches segment, while in the jewellery space, it is
gaining good acceptance because of the shift happening from non-branded to branded space and expansion
in middle income towns. It endeavors to grow by 2.5x by FY2023 in its jewellery business. Eyewear division
is scaling up and will support the overall profitability in near to medium term.

Key Risks

+ Increased gold prices: Any further increase in gold prices would affect the profitability of the jewellery segment
and earnings growth of the companuy.

¢ Slowdown in the discretionary consumption: Any slowdown in the discretionary consumption would act as a
key risk to the demand of jewellery and watches division.

¢+ Increased competition in highly penetrated categories: Increased competition in the highly penetrated
categories such as watches or jewellery would act as a threat to revenue growth.

Additional Data

Key management personnel

Bhaskar Bhat Managing Director

K Gnanadesikan Chairman

N N Tata Vice Chairman

Dinesh Shetty Company Secretary

S Subramaniam Chief Financial Officer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Republic of India 281
2 Tamilnadu Industrial Development Corporation 279
3 Tata Sons Pvt. Ltd. 20.8
4 Jhunjhunwala Rakesh 57
5 Tata Investment Corp Ltd. 2.0
6 BlackRock Inc. 1.6
7 Tata Chemicals Ltd. 1.6
8 Jhunjhunwala Rekha Rakesh 1.3
9 Vanguard Group Inc. 1.3
10 Matthews International Capital Management 11

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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For Private Circulation only

Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



