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Titan Industries' (TTAN) 3QFY12 results were below estimates. Adj. PAT of INR1.6b (v/s est. of INR1.8b) was

impacted by a 5% decline in jewelry volumes and a steep 590bp decline in watch margins, even as other businesses

(Eyewear and PE) were EBIT positive at INR52m. We are lowering FY12 and FY13 EPS estimates by 1-4%, driven by

1) lower margins in watch business, 2) lower volume growth but flat margins in jewelry, and 3) lower losses in

other businesses. Flat gold prices and delay in demand recovery in Jewelry are key downside risks to FY13

estimates. The stock currently trades at 31x FY12E EPS of INR6.6 and 25x FY13E EPS of INR8.1 with PAT CAGR of 29%.

We remain Neutral.

Jewelry volumes decline 5%; watch margins drop 590bp

 Jewelry volumes declined 5% due to high volatility in gold prices and slowdown in consumer demand. Sales

grew 26% and EBIT grew 19%; margins declined 50bp to 9%.

 Watch business reported 17% sales growth (11% volume growth) but EBIT dropped 20% as margins contracted

590bp owing to input cost pressures and retail store expansion in Helios. Benefit of 6-7% price increase across

most brands and up to 27% increase in solid gold Nebula could only be availed from Dec-2011.

 Eyewear sales jumped 77% as 6 stores were added in 3Q; even LTL sales grew a robust 26% due to aggressive

consumer promotions.

 PE (Precision Engineering) business revenues increased sharply, enabling Others (Eyewear and PE) to report

EBIT of INR52m.



Titan Industries

1 February 2012  2

3QFY12 sales mix 3QFY12 EBIT mix

Sales Mix
Watches

15%

Jew ellery
81%

Others
4%

Source: Company/MOSL

Below expectations due to decline in jewelry volumes and weak watch
margins
 Titan Inds 3QFY12 results are below estimates with Adj PAT of INR1.6b (est INR1.8b),

impacted by 5% decline in jewelry volumes and a steep 590bp decline in watch

margins even as other businesses (Eyewear and PE) were EBIT positive at INR52m.

 TTAN continues to incubate new businesses like 1) Fastrack watches and accessories

targeting youth, 2) Helios multibrand watch outlets, 3) Titan Eye+ eyewear, and 4)

Titan branded premium accessories. Aggressive store expansion and new launches

are likely to keep near term margins under check.

 Jewelry demand growth has slowed down due to 38% YoY price increase; although

gold prices have softened 6-7% from the peak, it may take some time for demand

to regain vibrancy. We are modeling in 7% grammage increase for FY12 and 10%

for FY13; 9MFY12 grammage increased 9%.

 We are lowering FY12 and FY13 EPS estimates by 1-4% on back of 1) lower margins

in watch business, 2) lower volume growth but flat margins in jewelry, and 3)

lower losses in other businesses. Flat gold prices and delay in demand recovery in

Jewelry are key downside risks to FY13 estimates.

Segmental analysis: Growth impacted by 590bp decline in watch margins

1QFY12 1QFY11 2QFY12 2QFY11 3QFY12 3QFY11 9MFY12 9MFY11 FY11

Sales 20,243 12,584 21,138 15,428 24,632 19,633 66,173 47,714 65,376

Watches       3,131        2,540          4,174         3,594            3,831            3,268           11,159            9,407           12,665

YoY Growth (%) 23.2 21.8 16.1 21.6 17.2 35.6 18.6 26.3 23.3

Jewellery 16,337 9,505 16,312 11,274 19,859 15,808 52,645 36,656 50,272

YoY Growth (%) 71.9 49.6 44.7 37.0 25.6 49.9 43.6 45.9 43.5

Others 775 538 652 560 942 557 2,368 1,651 2,439

YoY Growth (%) 44.0 37.5 16.3 80.6 69.1 38.4 43.5 49.5 60.7

EBIT 1,872 1,116 2,157 1,754 2,316 2,051 6,505 4,934 5,973

Watches 458 416 672 774 480 602 1,634 1,797 1,862

YoY Growth (%) 9.9 46.9 -13.2 32.9 -20.2 70.2 -9.1 46.1 14.4

EBIT Margin (%) 14.6 16.4 16.1 21.5 12.5 18.4 14.6 19.1 14.7

Jewellery 1,450 683 1,499 1,026 1,785 1,500 4,870 3,218 4,291

YoY Growth (%) 112.4 223.0 46.0 77.8 18.9 102.3 51.3 75.5 73.5

EBIT Margin (%) 8.9 7.2 9.2 9.1 9.0 9.5 9.3 8.8 8.5

Others -36 17 -14 -47 51 -52 2 -82 -181

Source: Company/MOSL

EBIT Mix

Watches
21%

Jew ellery
77%
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2%
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Watches: 17% sales growth; volume growth at 11%; margins decline 590bp
due to store expansion and input cost pressure
 3QFY12 Watch sales increased 17% YoY to INR3.8b; volume growth declined to

11% (19% in 2Q); volume growth was broadbased across brands.

 All the key store formats ranging from World of Titan to large format stores

reported decline in LTL sales growth indicating poor consumer sentiment. In terms

of store formats, World of Titan sales increased 10%, Fastrack sales increased 77%

and Helios sales increased 4.7x. Like to like growth in World of Titan was lower at

8% (16% in 2Q), in Helios at 18% (10% in 2Q) and in Fastrack at 21% (72% in 2Q).

Large format watch stores posted a 1% decline in LTL sales growth (24% in 2Q).

 EBIT margins declined sharply by 590bp to 12.5% due to 1) rupee depreciation of

higher gold prices, 2) investments in A&P and retail store expansion, and 3) one

month benefit of price increase effected in 3Q.

 Management is cautious on the demand scenario in the near term and has shown

resolve to invest behind store formats like Fastrack and Helios. We believe poor

consumer demand and aggressive store expansion will keep watch margins under

check in the near term.

Watch LTL sales growth slows down; aggressive store expansion continues

Watches 2QFY12 3QFY12

Gr % Sales Growth LTL Growth Stores (x) Sales Growth LTL Growth Stores (x)

World of Titan 20 16 317 10 8 326

Hel ios 400 10 14 470 18 21

Fastrack 100 72 64 77 21 85

LFS - Watches 52 24 NA 24 -1 NA

Sales Gr 16 17

Volume Growth 19 11

Source: Company/MOSL

Jewelry: Volumes decline 5%; sales up 26% led by higher gold prices; margins
decline 50bp; pick-up in volume growth key watch-out
 Jewelry sales increased 26% to INR24.6b; EBIT grew 19% to INR1.8b; EBIT margin

declined 50bp to 9.0%. Studded jewelry proportion was 26.2% as against 28% in

2Q.

 Jewelry volumes declined 5%; LTL sales growth in Tanishq was lower by 5% while

it declined sharply by 31% QoQ in Gold Plus.

 38% YoY higher Gold prices and high volatility kept customers away even in the

festive season.

 TTAN added 4 Tanishq and 2 Gold Plus stores in 3Q. Tanishq reported 33% sales

growth and 26% LTL growth; Gold Plus reported 24% sales growth with 13% LTL

growth.

 We expect volume growth recovery to be slow, although gold prices are down by

6-7% from the peak levels. We are reducing FY12 volume growth estimates from

10% to 7% while we are increasing FY13 volume growth estimates from 8% to 10%

led by higher store expansion plans.

 Management seems confident of achieving full year revenue growth of 40-45%

with flat to 20-30bp expansion in EBIT margins.



Titan Industries

1 February 2012  4

Jewelry volumes decline by 5%.... …. due to volatility in gold prices

Source: Company/MOSL

 We are factoring in 10% volume growth, 10% increase in realization for FY13, and

flat margins for FY12.

We believe TTAN has advantage of higher gold prices till 1QFY13 assuming flat Gold

prices; this will enable higher making charges/gm and enable absorption of increased

overheads from store expansions. However, flat gold prices and delay in volume

growth post 1QFY13 are key risks to our estimates.

Eyewear sales growth at 77%; PE business enabled positive EBIT for others;
accessories incubated as new growth engine
 Others reported 69% increase in sales and EBIT of INR52m led by profitable

operations in PE (precision engineering).

 Eyewear reported 77% sales growth and achieved profit in one month. Aggressive

store expansion continued with 6 more stores added during the quarter taking

the total addition to 41. LTL sales increased 26% led by extensive consumer

promotion schemes during the quarter.

 Management believes that PE business profitability is unsustainable at these

levels.

 Titan Inds is incubating two new businesses: (1) Fastrack bags, belts and accessories

targeting youth, and (2) Titan branded leather accessories targeting premium

consumers. Fastrack volumes are expected to cross 1m soon while Titan

accessories are being tested in Bangalore and Chennai. Management expects these

verticals to have margins in line with watch business in the coming years. We are

very positive on the Fastrack accessories due to their positioning and focused

approach.

LTL sales growth slows down; Gold Plus feels more heat 

Jewelry 2QFY12 3QFY12

Tanishq GoldPlus Tanishq GoldPlus

Sales Gr % 39 44 33 24

LTL Growth % 31 49 26 13

Stores 125 30 129 32

Jewelry volumes decline 5%

Jewelry 2QFY12 3QFY12 9mFY12

Volume Gr (%) 3 -5 9

Customer Gr (%) 8 17

Studded Share (%) 28 26.2 26.9

Sales Gr (%) 45 25 44
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Titan Eye+ LTL sales up due to promotions

Titan Eye+ 2QFY12 3QFY12

Stores 185 191

Sales Gr (%) 16 77

LTL Gr (%) -19 26

Source: Company/MOSL

Valuation and view: near term headwinds sustain; cutting estimates by 1-
3%; jewelry volume growth trend key monitorable; Neutral
 TTAN is facing strong headwinds due to slowdown in consumer demand and volatile

gold prices. We believe consumer demand will take some time to bounce back

given high inflation and uncertain environment.

 TTAN continues to incubate new businesses like 1) Fastrack watches and accessories

targeting youth, 2) Helios multibrand watch outlets, 3) Titan Eye+ eyewear, and 4)

Titan branded premium accessories. Aggressive store expansion and new launches

are likely to keep near term margins under check.

 Jewelry demand growth has slowed down due to 38% YoY price increase; although

gold prices have softened 6-7% from the peak, it may take some time for demand

to regain vibrancy. We are factoring in 7% grammage increase for FY12 and 10% for

FY13; 9MFY12 grammage increased 9%.

 We are lowering FY12 and FY13 EPS estimates by 1-4% on back of 1) lower margins

in watch business and 2) lower volume growth but flat margins in jewelry and 3)

lower losses in other businesses. 4Q numbers will show significant growth QoQ

due to provision for onetime bonus payment of INR350-400m for FY11 (reflected

in 4QFY11).

 The stock currently trades at 31x FY12E EPS of INR6.6 and 25x FY13E EPS of INR8.1

with PAT CAGR of 29%. Maintain Neutral.
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Company description
Titan is one of the largest specialty retailers in India.

The company is a market leader in watches and a

pioneer in the branded jewelry market. The company’s

economy segment watch ‘Sonata’ is the largest selling

watch in the country. Titan entered the branded jewelry

segment in 1996 with the Tanishq brand and continues

to be the largest player in this segment.

Key investment arguments
 Titan is a market leader in the organized segment

of the domestic watch industry with ~60% market

share. The branded watch retailing segment is

expected to report strong growth given that 60% of

the watch retailing industry is dominated by the

unorganized segment.

 Tanishq, Titan’s branded jewelry brand, is the largest

player in the Rs70b branded jewelry market in India.

Branded jewelry accounts for less than 10% of the

total jewelry market in India and is expected to

report 40% CAGR over the next 5 years.

 Operating margins are expected to expand, as fiscal

benefits from units in backward areas and aggressive

cost cutting initiatives undertaken by the company

yield results.

Key investment risks
 Rise in gold prices would impact volume growth in

Jewelry division impacting the margins.

 Longer than expected break even period of Titan

Eye+ is likely to strain profitability of the company.

Recent developments
 During the quarter, the company added 31 stores in

watches and 35 stores in Eyewear.

Valuation and view
 We are cutting FY12 and FY13 estimates by 1-4% to

INR6.6 and INR8.1 in FY12 and FY13.

 The stock trades at 31x FY12 and 25xFY13E EPS.

Maintain Neutral.

Sector view
 We believe specialty retailers are better placed to

ward off the impact of the current slowdown. Ability

to generate cash flows to adequately finance

expansion plans put them in a better position.

Shareholding pattern (%)

Dec-11 Sep-11 Dec-10

Promoter 53.5 53.4 53.4

Domestic Inst 5.9 5.5 8.6

Foreign 13.2 13.3 10.4

Others 27.5 27.9 27.6

Titan Industries: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)

MOSL Consensus Variation

Forecast Forecast (%)

FY12 6.6 6.7 -2.0

FY13 8.1 8.3 -2.1

Target Price and Recommendation

Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

202 195 -3.5 Neutral

Comparative valuations

Titan Pantaloon Shoppers

Stop

P/E (x) FY12E 30.8 21.2 31.1

FY13E 24.8 17.4 23.3

EV/EBITDA (x) FY12E 22.1 6.6 15.3

FY13E 17.4 6.2 11.6

EV/Sales (x) FY12E 1.9 0.6 1.3

FY13E 1.6 0.6 1.0

P/BV (x) FY12E 12.6 1.2 4.3

FY13E 9.3 1.1 3.7

125

155

185

215

245

Jan-11 Apr-11 Jul -11 Oct-11 Jan-12

Ti tan Industries Sensex - Rebased
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Financials and valuations
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