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View: Festive season to bring cheer; Maintain Buy

" Titan’s Q2FY21 revenue and APAT was in line, but EBITDA was lower
than our estimates.

= Significant jump in gold prices impacted sales in July, however, August
and September witnessed gradual recovery, helping the jewellery
segment to recover 89% of its sales.

= Other expenses remained high due to increase in ineffective hedges.
Going ahead, ineffective hedges are likely to reduce substantially with
normalization of demand scenario.

"  We have maintained our FY21E at Rs 12.3 and revised FY22E EPS
estimates at Rs 25.2. We have introduced FY23E EPS at Rs 29.8. We
maintain Buy, with TP of Rs 1,428 (48x FY23E).

Jewellery segment expected to recover in H2FY21E

Jewellery business reported 8.8% YoY revenue growth in Q2FY21 —
primarily led by increase in gold prices (Grammage decline was ~31%).
Studded jewellery contribution was down to 26% vs 38% while coin share
increased to 14% vs 3% last year. Nevertheless, going ahead, we believe
that the postponement of marriage season to H2FY21E would result in
pent up demand. Further, GHS gaining momentum (85% recovery of fresh
enrolments) is a positive. However, we believe that the studded jewellery
share would remain under pressure for some time.

Revenue and APAT was in line

Net revenues de-grew by 2.6% YoY to Rs 43.2bn — came in line with our
estimate. EBITDA declined 42.7% to Rs 2.9bn. A 160/160/110bps decline in
RM/A&P/Employee cost was completely offset by 910bps increase in other
expense. Increase in other expense was due to ineffective hedges of
Rs4.8bn during the quarter. APAT declined 37.8% YoY to Rs 2.0bn.

Lockdown impact higher on Watches and Eyewear

= Jewellery reported 8.8% YoY revenue growth to Rs 38.4bn and EBIT of
Rs 2.9 bn vs Rs 3.8bn in Q2FY20.

= Revenue from Watches business declined 44.3% to Rs 4.0bn. EBIT loss
in the segment was at Rs 40mn vs profit of Rs 1.1bn in Q2FY20.

= Eyewear reported 39% YoY decline in revenues to Rs 940mn and
registered EBIT of Rs 90mn compared to EBIT of Rs 20mn in Q2FY20.

Q2FY21 Result (Rs Mn)

CMP Rs 1,217
Target / Upside Rs 1,428 / 17%
NIFTY 11,730
Scrip Details
Equity / FV Rs 888mn /Rs 1
Market Cap Rs 1,080bn
USD 15bn
52-week High/Low Rs 1,347/ 721
Avg. Volume (no) 32,28,180
Bloom Code TTAN IN
Price Performance iMm 3M 12M
Absolute (%) 4 17 (9)
Rel to NIFTY (%) (1 12 (9

Shareholding Pattern
Mar'20 Jun'20 Sep'20

Promoters 529 529 529
MF/Banks/Fls 135 13.7 13.7
Flls 17.7 17.6 17.6
Public / Others 15.8 159 159
Valuation (x)

FY21E FY22E FY23E
P/E 98.6 48.3 40.9
EV/EBITDA 59.6 32.1 27.3
ROE (%) 14.8 254 246
ROACE (%) 12.4 20.7 21.0
Estimates (Rs mn)

FY21E FY22E FY23E

Particulars Q2FY21 Q2FY20 YoY(%) Q1FY21 QoQ(%) Revenue  1,89,0342,81,169 3,16,038
Revenue 43,180 44,350 (2.6) 18,620 131.9 EBITDA 18,564 34,350 40,192
Total Expense 40,240 39,218 2.6 21,080 90.9 PAT 10,962 22,370 26,413
EBITDA 2940 5132 (42.7)  (2,460)  (2195) gpg () 123 252 298
Depreciation 830 737 12.6 820 1.2
EBIT 2,110 4,395 (52.0)  (3,280) (164.3)
Other Income 710 307 1314 390 82.1
Interest 440 408 8.0 460 (4.3) VP Research: Sachin Bobade
EBT 2,380 4294  (44.6) (3,350) (171.0) Tel: 491 22 40969731
Tax 390 1,093 (64.3) (650)  (160.0) E-mail: sachinb@dolatcapital.com
RPAT 1,991 3,203 (37.8)  (2,699) (173.8)
APAT 1,991 3,203 (37.8)  (2,699) (173.8) ) )
(bps) (bps) Associate: Nikhat Koor
- Tel: +91 22 40969764
Gross Margin (%) 30.8 29.2 158 20.6 1020 E-mail: nikhatk@dolatcapital.com
EBITDA Margin (%) 6.8 11.6 (476) (13.2) 2002
NPM (%) 4.6 7.2 (261) (14.5) 1911
Tax Rate (%) 16.4 25.4 (906) 19.4 (302)
EBIT Margin (%) 4.9 9.9 (502) (17.6) 2250
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Exhibit 1: Segmental Performance

Revenue (Rs mn) Q2FY21 Q2FY20 YoY % Q1FY21 QoQ %
Jewellery 38,370 35,278 8.8 17,830 115.2
Watches 4,000 7,187 (44.3) 750 433.3
Eyewear 940 1,542 (39.0) 300 213.3
Others 230 440 (47.7) 40 475.0
EBIT (Rs mn)
Jewellery 2,850 3,841 (25.8) (540) NA
Watches (40) 1,134 NA (1,640) NA
Eyewear 90 20 352.3 (310) NA
Others (100) (98) NA (180) NA
EBIT Margin (%)
Jewellery 7.4 10.9 (350) (3.0) 1,050
Watches (1.0) 15.8 (1,680) (218.7) 21,770
Eyewear 9.6 1.3 NA (103.3) NA
Others (43.5) (22.3) NA (450.0) NA
Source: DART, Company
Exhibit 2: Actual V/s DART estimates
Rs mn Actual Estimates Variance (%)| Comments
Revenue 43,180 42,770 1.0
EBITDA Variation due to ineffective hedge
2,940 3,614 (18.7)| accounting in other expenses
EBITDA margin % 6.8 8.5 (160)
APAT 1,990 2,029 (1.9)
Source: Company, DART
Exhibit 3: Change in estimates
Rs Mn FY21E FY22E
New Previous Chg (%) New Previous Chg (%)
Net Revenue 189,034 189,034 0.0 281,169 281,169 0.0
EBITDA 18,564 18,564 0.0 34,350 36,643 (6.3)
EBITDA Margin (%) 9.8 9.8 0 bps 12.2 13.0 -80bps
APAT 10,962 10,962 0.0 22,370 24,067 (7.1)
EPS (Rs) 12.3 12.3 0.0 25.2 27.1 (7.1)

Source: DART, Company

We have maintained our FY21E revenue and EPS estimates as Q2FY21 performance
was in line with our estimate. However, we have revised our FY22E margin estimate
to factor in lower studded jewellery contribution. In line with lower EBITDA, we have

revised our EPS estimate.
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Exhibit 4: Half yearly performance (Standalone)

(Rs Mn) Q2FY21  Q2FY20 YoY% Q1FY21 QoQ % H1FY21  H1FY20 YoY %
Net Revenue 43,180 44,350 (2.6) 18,620 131.9 61,800 93,747 (34.1)
Total Exp 40,240 39,218 2.6 21,080 90.9 61,320 82,962 (26.1)
Material Cost 29,870 31,378 (4.8) 14,780 102.1 44,650 67,513 (33.9)
Employee Expenses 2,120 2,657 (20.2) 2,220 (4.5) 4,340 5,111 (15.1)
Eigg‘ﬁsg‘s""arke“”g 510 1254  (59.3) 160 2188 670 2,595 (74.2)
Other Expenses 7,740 3,929 97.0 3,920 97.4 11,660 7,744 50.6
EBITDA 2,940 5,132 (42.7) (2,460) (219.5) 480 10,785 (95.5)
Depreciation 830 737 12.6 820 1.2 1,650 1,418 16.3
EBIT 2,110 4,395 (52.0) (3,280) (164.3) (1,170) 9,367 NA
Other Income 710 307 131.4 390 82.1 1,100 867 26.9
Interest 440 408 8.0 460 (4.3) 900 711 26.7
PBT 2,380 4,294 (44.6) (3,350) (171.0) (970) 9,523 NA
Tax 390 1,093 (64.3) (650) (160.0) (260) 2,614 NA
APAT 1,990 3,202 (37.8) (2,700) (173.7) (710) 6,909 NA
RPAT 1,990 3,202 (37.8) (2,700) (173.7) (710) 6,909 NA
EPS (Reported) 2.2 3.6 (37.8) (3.0) (173.7) (0.8) 7.8 NA

bps bps bps
Gross Margin 30.8 29.2 160 20.6 1020 27.8 28.0 (20)
Employee Expenses 4.9 6.0 (110) 11.9 (700) 7.0 5.5 160
Advertising 1.2 2.8 (160) 0.9 30 1.1 2.8 (170)
Other Expenses 17.9 8.9 910 21.1 (310) 18.9 8.3 1060
EBITDA 6.8 11.6 (480) (13.2) 2000 0.8 11.5 (1070)
APAT 4.6 7.2 (260) (14.5) 1910 (1.1) 7.4 (850)
Source: Company, DART

Titan
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Conference call highlights

In Jewellery, the company opened 14 Tanishq stores in H1FY21. It plans to
end FY21E with 32-34 additions (41 in FY20). Titan does not have any
substantial expansion plan for watches. For Eyewear, ~38 stores were shut
down in Q2, company plans to add 25-30 more stores.

Gross margins in Jewellery business have suffered as studded ratio was
lower at 26% compared to 38% in Q2FY20. Coin share of 14% in Q2FY21
compared to 3% in Q2FY20 also led to margin erosion.

With improvement in consumer sentiment, the gap in studded jewellery is
likely to narrow down YoY.

As per the management, standalone jewelers are having much lower
recovery rates ranging from 55% to 70%.

Other expenses includes Rs 4,840mn of ineffective hedge loss due to
mismatches in hedge designations and actual gold quantity sold. However,
this had negligible impact on bottom line as the loss was compensated by
lower gold cost.

Excluding ineffective hedge accounting, retail sales were down 13-14% YoY
in Q2. The company expects ineffective hedges to reduce substantially as
predictability of sales improves.

Company witnessed marginal growth in the 10 days of Navratri, and
Dussehra this year versus last year.

One-time provision of Rs 340mn accounted in Jewellery division, overdue
from one of the brokers for Gold hedging. The company has also set up a
wholly owned subsidiary ‘Titan Commodity Trading Ltd.” to avoid such third
party risks in future.

The jewellery division sold Rs 3.91bn of bullion in Q2 as part of its working
capital optimization.

Recovery in Watches and Eyewear was higher at ~70% in September. In
Watches, strong cost focus restricted EBIT loss at Rs 40mn. In Eyewear
division, better product mix, lower discounts compared to last year and cost
control led to EBIT improvement.

CaratLane witnessed strong recovery growing at ~10% and coupled with cost
reduction measures, it was EBIT positive.

Smaller towns have done better than Metros and Tier 1 in Q2.

Promotional intensity is at similar levels versus last year.

October 29, 2020
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Exhibit 5: Revenue Performance Exhibit 6: EBITDA & EBITDA Margin
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Exhibit 7: Jewellery Revenue Performance Exhibit 8: Jewellery EBIT Performance
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Exhibit 9: Watch Revenue Performance Exhibit 10: Watch EBIT Performance
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Exhibit 11: Watch Volumes Exhibit 12: Gold Grammage
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Exhibit 13: Tanishq Like to Like Growth Exhibit 14: Segmental Revenue Contribution
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Profit and Loss Account

October 29, 2020

(Rs Mn) FY20A FY21E FY22E FY23E
Revenue 2,00,096 1,89,034 2,81,169 3,16,038
Total Expense 1,75,919 1,70,470 2,46,819 2,75,846
COGS 1,45,118 1,39,941 2,07,729 2,33,890
Employees Cost 10,401 11,193 12,772 13,103
Other expenses 20,400 19,336 26,318 28,852
EBIDTA 24,177 18,564 34,350 40,192
Depreciation 3,097 3,165 3,245 3,328
EBIT 21,080 15,399 31,105 36,864
Interest 1,495 2,123 2,489 2,866
Other Income 1,464 1,537 1,614 1,695
Exc./ E.O. items 0 0 0 0
EBT 21,050 14,814 30,230 35,693
Tax 5,873 3,852 7,860 9,280
RPAT 15,176 10,962 22,370 26,413
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 15,176 10,962 22,370 26,413
Balance Sheet
(Rs Mn) FY20A FY21E FY22E FY23E
Sources of Funds
Equity Capital 888 888 888 888
Minority Interest 0 0 0 0
Reserves & Surplus 67,361 78,786 95,800 1,16,857
Net Worth 68,249 79,673 96,688 1,17,745
Total Debt 32,694 33,194 33,694 34,194
Net Deferred Tax Liability (1,720) (1,720) (1,720) (1,720)
Total Capital Employed 99,222 1,11,147 1,28,662 1,50,219
Applications of Funds
Net Block 20,564 21,023 22,002 23,498
CWIP 107 107 107 107
Investments 9,831 9,831 9,831 9,831
Current Assets, Loans & Advances 94,893 1,06,530 1,33,008 1,56,277
Inventories 77,406 84,303 1,02,714 1,18,331
Receivables 2,144 2,867 4,521 5,386
Cash and Bank Balances 3,560 8,060 10,461 15,730
Loans and Advances 8,711 8,230 12,241 13,759
Other Current Assets 3,071 3,071 3,071 3,071
Less: Current Liabilities & Provisions 26,173 26,344 36,287 39,494
Payables 5,099 6,200 8,797 9,635
Other Current Liabilities 21,074 20,144 27,489 29,859
Net Current Assets 68,720 80,186 96,722 1,16,783
Total Assets 99,222 1,11,147 1,28,662 1,50,219
E — Estimates

Titan
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Important Ratios

October 29, 2020

Particulars FY20A FY21E FY22E FY23E
(A) Margins (%)
Gross Profit Margin 27.5 26.0 26.1 26.0
EBIDTA Margin 12.1 9.8 12.2 12.7
EBIT Margin 10.5 8.1 11.1 11.7
Tax rate 27.9 26.0 26.0 26.0
Net Profit Margin 7.6 5.8 8.0 8.4
(B) As Percentage of Net Sales (%)
COGS 72.5 74.0 73.9 74.0
Employee 5.2 5.9 4.5 4.1
Other 10.2 10.2 9.4 9.1
(C) Measure of Financial Status
Gross Debt / Equity 0.5 0.4 0.3 0.3
Interest Coverage 14.1 7.3 12.5 12.9
Inventory days 141 163 133 137
Debtors days 4 6 6 6
Average Cost of Debt 5.4 6.4 7.4 8.4
Payable days 9 12 11 11
Working Capital days 125 155 126 135
FAT/O 9.7 9.0 12.8 13.4
(D) Measures of Investment
AEPS (Rs) 17.1 12.3 25.2 29.8
CEPS (Rs) 20.6 15.9 28.9 33.5
DPS (Rs) 6.0 6.0 6.0 6.0
Dividend Payout (%) 35.3 48.9 23.9 20.3
BVPS (Rs) 76.9 89.7 108.9 132.6
RoOANW (%) 23.3 14.8 25.4 24.6
ROACE (%) 18.2 12.4 20.7 21.0
ROAIC (%) 24.9 15.5 28.1 29.2
(E) Valuation Ratios
CMP (Rs) 1217 1217 1217 1217
P/E 71.2 98.6 48.3 40.9
Mcap (Rs Mn) 10,80,453 10,80,453 10,80,453 10,80,453
MCap/ Sales 5.4 5.7 3.8 3.4
EV 11,09,586 11,05,587 11,03,685 10,98,916
EV/Sales 5.5 5.8 3.9 3.5
EV/EBITDA 45.9 59.6 32.1 27.3
P/BV 15.8 13.6 11.2 9.2
Dividend Yield (%) 0.5 0.5 0.5 0.5
(F) Growth Rate (%)
Revenue 49 (5.5) 48.7 12.4
EBITDA 20.8 (23.2) 85.0 17.0
EBIT 13.1 (26.9) 102.0 18.5
PBT 9.2 (29.6) 104.1 18.1
APAT 5.1 (27.8) 104.1 18.1
EPS 5.1 (27.8) 104.1 18.1
Cash Flow
(Rs Mn) FY20A FY21E FY22E FY23E
CFO (2,881) 15,102 13,970 17,814
CFI (617) (3,624) (4,224) (4,824)
CFF (2,952) (6,978) (7,345) (7,721)
FCFF (5,905) 11,478 9,746 12,990
Opening Cash 10,010 3,560 8,060 10,461
Closing Cash 3,560 8,060 10,461 15,730
E — Estimates

Titan
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell < 0%

Rating and Target Price History

R9) ) Month Rating TP (Rs.) Price (Rs.)
—TTAN Target Price Nov-19 Sell 1,160 1,284
1,410 1 | | | Feb-20 Accumulate 1,371 1,276
1.280 - Mar-20  Reduce 988 905
Mar-20 Reduce 988 928
1,150 - M fr\n Jun-20 Buy 1,293 997
1.020 | Aug-20 Buy 1,301 1,108
' Sep-20 Buy 1,301 1,117
890 -
760 T T r
3 3 3 8. 8- 8 ®§ ] 8 Rl 8 8 *Price as on recommendation date
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DART Team
Purvag Shah Managing Director purvag@dolatcapital.com +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745

CONTACT DETAILS

Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com +9122 4096 9709
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Yomika Agarwal VP - Equity Sales yomika@dolatcapital.com +9122 4096 9772
Jubbin Shah VP - Derivatives Sales jubbins@dolatcapital.com +9122 4096 9779
Ashwani Kandoi AVP - Equity Sales ashwanik@dolatcapital.com +9122 4096 9725
Lekha Nahar AVP - Equity Sales lekhan@dolatcapital.com +9122 4096 9740
Equity Trading Designation E-mail
P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com  +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading  shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta Asia Head Derivatives kartikm@dolatcapital.com +9122 4096 9715
Dinesh Mehta Co- Head Asia Derivatives dinesh.mehta@dolatcapital.com +9122 4096 9765
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705

Dolat Capital Market Private Limited.
Sunshine Tower, 28th Floor, Senapati Bapat Marg, Dadar (West), Mumbai 400013
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

I. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1l. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated
company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. 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 Dolat Capital Market
Private Limited. and/or its affiliated company(ies) 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 a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.
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