Hindware Home Innovation Ltd — Aug 2023 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Weak Miss on Revenue / Beat on Bathware Margins One-line: The core Bathware thesis is validating
through massive margin expansion (16.7%), but the diversification engines (Pipes and Appliances) are misfiring

due to cyclical headwinds and weather, forcing a 12-18 month delay in the Consumer Appliances growth
timeline.



Dimension

This Quarter

Signal | Evidence

Beat/Miss vs Weak Miss Revenue down 7% YoY; Management admitted a 12-18 month delay in
Guidance the 1,100 Cr Consumer Appliances target.
EBITDA growth (+3%) despite revenue drop (-7%) shows high
Earnings Quality Moderate operating efficiency; however, PAT is distorted by tax on inter-corporate
dividends.
Guidance Mixed Strong on Bathware/Pipes trajectory; "Wait-and-watch" on Consumer
Confidence Appliances under new CEO Salil Kappoor.
Management Neutral Transparent about missing Appliances guidance, but the jump in Net
Credibility Debt ([¥90 Cr) despite "WC focus" needs monitoring.

Business Quality
Signal

Improving (Core)

Bathware EBITDA margins hit 16.7% (up 360bps YoY) as the
manufacturing integration (ex-HSIL) finally flows to the bottom line.

#21
Key Q&A ?A liances Mgmt admitted the (1,100 Cr FY25 target will be missed by 1-1.5
i
Exchange PP years; signal of category rationalization ahead.
Target)
The Street's CPVC Volume Analysts questioned the 27% drop in CPVC volumes; Mgmt cited mid-
Primary Anxiety Mix market real estate stress.
Capital Cycle Investment Ongoing Greenfield capex ([180 Cr) in Roorkee for Pipes; transitioning
Stage Bathware to high-end in-house production.
. ) ) Consolidated EBITDA margin expanded 100bps YoY to 10.7%, driven
Margin Trajectory Improving . T
entirely by premiumization in Bathware.
. Holding prices despite RM cooling in Bathware to retain margin;
Pricing Power Stable . T
aggressive pricing in Pipes to protect volume share.
FCF Conversion & Distorted Net debt rose to [¥90 Cr; WC improved in Bathware (7 days) but
Quality deteriorated in Pipes (to 92 days).
Competitive Moat Stable Maintaining "fastest-growing" status in Pipes (volumes +13% vs
Signals industry flat/low-single-digit for plumbing).
Balance Sheet St g Net Debt at [¥90 Cr with interest coverage under pressure from high
resse
Strength interest rates and lease accounting.
Working Capital Mixed Bathware DIO improving; Pipes inventory/receivables spiked due to
Efficiency sluggish demand and pricing volatility.
Mgmt Guidance . . . .
Mixed Reliable on Bathware; Revised/Delayed on Consumer Appliances.

Track

Key Vulnerability

Management Tone

Real Estate Mix

Cautiously
Confident

Heavy exposure to mid/affordable housing (currently stressed) vs
premium metros (doing well).

"Walking the path" on strategy; requesting 1-2 quarters for the new
Appliances CEO to reset.

Key Takeaways: * Positives: The Bathware segment has successfully transitioned from a trading-heavy model
to a high-margin integrated player, with margins (16.7%) now approaching industry-leader territory. Working
capital discipline in the core segment is visible (7-day reduction). * Negatives: The Consumer Appliances
business is in "rationalization mode" after failing to scale, with a significant delay in guidance. The Pipes
segment is suffering a "mix-reversal," where lower-margin PVC is growing (+27%) at the expense of premium
CPVC (-27%), diluting profitability. * Street Concern: Analysts are focused on the "sticky" debt and when the
ROE will turn the corner. Management'’s response—that debt will be cleared by (100 Cr each year—depends
heavily on a demand revival in Q3 FY24. * Forward Watchpoint: Monitoring the CPVC volume recovery in Q3;
if the mix doesn't pivot back from PVC, the Pipes EBITDA margin target (double-digit) will be at risk.



2. BUSINESS PERFORMANCE

2A. KEY METRICS DATA SOURCE: PPT figures primary; Concall for commentary.

Current

Metric Trend Mgmt Commentary

Qtr

Impacted by muted demand in mid-housing and

Revenue (OCr) 634 1 7.4% 117.5% ! . o .
unseasonal rains hitting air coolers.

Gross Margin

%) Notin Doc  N/A N/A - Impacted by lower PVC resin prices and stable gas costs.
0
EBITDA (OCr) 68 1 2.6% 1 13.9% 1 Margin expansion in Bathware offset topline declines.
EBITDA Margin - . . — .
% 10.7% 1 100 bps 1 50 bps 1 Efficiency gains from in-house manufacturing integration.
EBIT Margin . .
%) 5.2% 1 40 bps 1 110 bps ! Higher depreciation/lease costs post-slump sale.
Not in Concall: Impacted by [29 Cr dividend tax and higher
PAT (OCr) N/A N/A ! )
PPT interest.
CFO/EBITDA . .
%) Notin Doc  N/A N/A - Not explicitly stated for the quarter.
Net Debt/ )
. ~1.1x tvs FY23 tvs FY23 ! Consolidated Net Debt at (V90 Cr.
Equity (x)
Pipes Volume .
(MT) Notin Doc 1t 13% ! 1 PVC volume +27%; CPVC volume -27%.
Bath Utilization . ) ) .
%) Notin Doc - = = Faucets in-house: 40%; Sanitaryware in-house: 65%.
*Calculated from Standalone + Segmental borrowing
Net Debt (OCr) 790 tvs 720 T Vs 772* ! .
slides.
Working g
Capital 105 (Bath) | 7 days | 7 days 1 Target to reduce further by 8 days this fiscal.
i

2B. SEGMENT BREAKDOWN

Revenue (O YoY

Segment
9 Cr) Growth

Key Development

EBITDA margin hit 16.7%; premium

Bathware 362 11.0% 13.1% ) Above . .
mix improving.
. Volume +13% but realization hit by
Plastic Pipes 156 19.0% 3.5% ! Below i
PVC price fall.
Consumer Unseasonal rains hit air coolers;
. 105 1 20.0% (1.6%) ! Below
Appliances target delayed.
. EBIT loss of [B.5 Cr; evaluating exit/
Retail (Evok) 11 1 21.0% (31.8%) 1 Below

pivot options.



3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Target / Required Run-Rate / Historical

Dimension Categor Risk Fla
gory Claim Mathematical Feasibility Delivery 9
. Pipes: Exceed [1,000 Cr Needs ~18% CAGR. Highly . Demand mix
Guidance Revenue . . ) Reliable i
by FY25. feasible given capacity headroom. shift.
. Appliances: [1,100 Cr Needs 12-18 month extension . High
Guidance Revenue ) Missed »
(Revised). beyond FY25. competition.
. . Bathware: Maintain Market currently single-digit; HHIL . Real estate
Guidance Margins Reliable
1.25x-1.5x market growth.  needs low-teens growth. lag.
. Roorkee Plant: [180 Cr On track for FY25 Project
Capex Capacity On Track .
for 12,500 MT. commencement. execution.
Cap Debt Reduction: [100 Cr/ Depends on CFO; WC needs to High interest
Strategy ) Neutral
Allocation year. release ~[50 Cr. rates.
. High-end Sanitaryware in-  Transition to be complete by Q3 Tech
Strategy Positioning On Track .
house. FY24. transition.

. . . Monitoring China demand/global ) .
Macro RM Prices PVC prices stabilized. . Mixed Volatility.
resin supply.



4. ANALYST Q&A



Relevance

4.5

4.0

4.5

35

Analyst /

Firm

Udit
Gajiwala,
YES Sec

Udit
Gajiwala,
YES Sec

Nikhil
Gada,
Abakkus

Nikhil
Gada,
Abakkus

Theme
Cluster

Market
Share

Pipes
Margins

Pipes Mix

Pipes
Strategy

Category

Business
Overview

Financials

Business
Overview

Business
Overview

Underlying
Concern

"Is it
because we
are losing
market
share [in
Bathware]...
or the Metro
is slow
compared to
their
concentrated
geography?"

"What kind
of EBITDA
per Kg are
you
expecting for
full year?"

"You
mentioned
CPVC
decline is
how much,
sir? ...the
growth in
PVC was
27%."

"Are we
selling any
agri pipes...

Management

ISVELELE)

Response &
Investment Not

L. Addressed
Implication
Management
argued that YoY
flatness is a

high-base effect
of last year's
price hikes and
that they grew
1.25x-1.5x peers
over a 24-month ~ None
horizon. This

suggests the

long-term thesis

of share gains

remains intact

despite the

quarterly

"technical" blip.

Management
avoided the per-
kg metric but
guided for
double-digit
EBITDA margins
for the full year.
This implies a
heavy reliance
on Q3/Q4
volume recovery
and CPVC mix
improvement to
offset the 6.6%
Q1 margin.

Per-kg
quantification

Management
confirmed a
27% volume
drop in CPVC,
nearly mirroring
the 27% volume
gain in PVC.
This mix
deterioration is a None
significant
margin
headwind as
CPVC carries
significantly
higher
realizations.

Management
clarified that
while they focus

None

Credibility Verdict

4.0

3.0

5.0

4.0

Directional
evidence

Vague
guidance

Quantified
& Clear

Clear
context



Q# Relevance

11

15

16

Analyst /

Firm

Nikhil
4.5 Gada,
Abakkus

Nikhil
4.0 Gada,
Abakkus

Yash
4.0 Mehta,

Steinberg

Theme

Categor
Cluster gory

Bathware . .
) Financials
Margins
Capex
Debt and
Allocation
Real .
Business
Estate .
Overview
Macro

Underlying
Concern

or does this
not matter?"

"Is it some
more
product mix
benefit... can
you highlight
it a bit?"

"What kind
of growth
can we
target... debt
reduction
plans? ...l
think we
were
mentioning
somewhere
around 100
crores by
Fy24."

"Why is it
that our
revenue
growth has
been
sluggish in
an

Management
Response &

Evaded /

Not Credibility Verdict

Investment
Implication

Addressed

on plumbing,
some agri-
category pipes
are sold for
household
applications due
to affordability.
This confirms
HHIL is
competing on
price in lower
tiers to sustain
plant utilization.

Management
attributed the
16.7% margin to
the shift toward
premium
Diverters
(Faucets) and
Wall-mounted

None 4.5
closets
(Sanitaryware).
This validates
the
"premiumization
strategy as the
primary driver of
earnings quality.

Management
target is to repay
(100 Cr debt in
FY24 and
another (100 Cr
in FY25, despite
the (180 Cr
Roorkee capex.
This aggressive
deleveraging
plan is thesis-
critical to reduce
the (790 Cr
interest-bearing
burden.

None 35

Management
countered that
industry strength
is limited to
"Premium
Metro"
segments, while

None 4.0

Verified by
data

Ambitious
target

Macro
context



Analyst /

Q# Relevance .
Firm

Yash
Mehta,
Steinberg

18 35

Salil
Kappoor
(CEO
HHIL)

21 50

Sandeep
Sikka
(CFO)

ZSISt5

Theme
Cluster

Retail
Pivot

Appliances
Guidance

Tax Rate

Category

Strategy

Outlook

Financials

Underlying
Concern

environment
where...
industry
growth has
been pretty
strong?"

"What is the
thought
process here
[on

Retail]? ...it
doesn't fit
perfectly.”

"I think | will
take another
quarter
before | can
give some
guidance...
we feel that
we may miss
it [(1,100 Cr
target] by 12
to 18
months."

"The level of
taxes that
we had in
this quarter
was a bit
higher."

Management
Response &
Investment
Implication

their core "Mid/
Affordable”
segment degrew
21% in the last 6
months. This
clarifies HHIL's
cyclical
sensitivity to
non-luxury
housing.

Management
admitted they
are evaluating
alternatives
(exit/pivot) for
the loss-making
Evok business
within 3-6
months. An exit
would be a
major positive
for consolidated
ROCE and
management
focus.

The new CEO
explicitly walked
back the growth
timeline for
Appliances,
citing the need
for category
rationalization.
This reset is a
"clearing the
decks" event
that lowers near-
term
expectations for
the Appliances
segment.

Higher tax was
due to non-
deductibility of
tax on inter-
corporate
dividends at the
consolidated
level. Thisis a
one-off
accounting

Evaded /

Not Credibility Verdict

Addressed

Exact

. 3.0
timeline

Specific

FY25 2.0
number

None 5.0

Hedged

Explicit
walk-back

Clear and
quantified



Analyst /

Q# Relevance

Firm Cl

Theme

Categor
uster gory

Underlying
Concern

Management
Response &
Investment

\\[o] ¢

Evaded /

Credibility Verdict

Addressed

Implication

friction that
doesn't reflect
long-term cash
tax rates.

PATTERN FLAGS & SENTIMENT * The "Middle-Income" Trap: Analysts were visibly concerned about the
divergence between HHIL's performance and the "booming" real estate narrative. Management’s defensive
posture focused on the data point that "Affordable Housing" (HHIL's sweet spot) is actually in a deep contraction,
resolving the confusion but highlighting a cyclical risk. This will remain a live issue until interest rates pause. *
Segment Rationalization: There was significant friction regarding the Consumer Appliances and Retail (Evok)
segments. Management appeared more decisive than in previous quarters, with the new CEO requesting a
"reset" period and the CFO hinting at an Evok divestment. This suggests a pivot toward "Core Building
Products,"” which analysts would likely reward with a re-rating.

Analyst Sentiment Verdict: Analysts were skeptical on the topline but impressed by the Bathware margins. The
most friction was generated by the 27% CPVC volume decline and the sticky debt levels. Overall credibility is
stable, but management is now in a "show-me" phase for the Pipes mix recovery and the Appliances turnaround.

GUIDANCE GAPS REVEALED IN Q&A

What Mgmt

. . Risk to Thesis
Claimed (Opening)

What Q&A Revealed

Gap | Walk-back

Consumer Leading position in Will miss [1,100 Cr FY25 . High - segment was a
. . Guidance pushed to FY26/27.
Appliances Kitchen. target by 12-18 months. key growth leg.
. WC gains in Bathware offset

Focusing on WC Net debt rose to (790 Cr o . Interest cost drag on
Net Debt . by dividend tax & Pipes

optimization. (Consol). . EPS.

buildup.
. . Fastest growing CPVC volume dropped Growth is coming from low- EBITDA margin

Pipes Mix

brand.

5. WHAT CHANGED vs

27%.

PRIOR QUARTER

Analysis vs. FY23 Q1 (Prior Context)

What Changed

Prior Quarter (Q1 FY23)

margin PVC/Agri pipes.

This Quarter (Q1 FY24)

compression.

Direction

Bathware EBITDA Margin
Revenue Growth

Net Debt

CPVC Revenue Mix
Consumer Appliances
Pipes WC Cycle
Management Tone

Retail Strategy

13.1%

+98% (Acquisition aided)
~[640 Cr

47%

"Strong lead in chimneys"
Not stated (low)
Confident/Growth-focused

Franchise-only model

16.7%

-7% (Cyclical slowdown)
790 Cr

40%

"Missing target by 1.5 years"
92 Days
Defensive/Efficiency-focused

"Evaluating options" (Exit/Pivot)

1 Improving

| Deteriorating
| Deteriorating
| Deteriorating
| Deteriorating
| Deteriorating
ONeutral

1 Improving



Investor Notes: The thesis has bifurcated. The "Value" side (Bathware) is delivering superior margins and
efficient manufacturing integration. The "Growth" side (Pipes/Appliances) has stalled due to macro factors and
poor product-mix execution. The stock’s performance now hinges on whether management can use the high
Bathware cash flows to actually reduce debt rather than just funding working capital spikes in the Pipes
business. Monitoring the "Evok exit" is the next major catalyst.
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