Hindware Home Innovation Ltd — Aug 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

The punchline. Read this first — it frames everything below.

Result: Weak Miss One-line: A self-inflicted sales-force restructuring in Bathware combined with weak macro
demand led to a sharp volume/margin miss, while rising debt levels (despite falling revenue) have forced a (205
Cr dilutive rights issue.
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Revenue down 4% YoY; PAT collapsed by 91% to just [0.5 Cr.
PAT of [0.5 Cr while Net Debt rose by ~[100 Cr sequentially due to
inventory buildup and capex.

Management maintains long-term CAGR of 15-18% but Q1
performance requires an improbable H2 catch-up.

High transparency on restructuring mistakes, but capital allocation
(debt spike) is under scrutiny.

Core Bathware margins compressed by ~500bps; Pipes volume-led
growth is coming at the cost of realization.

Analysts questioned why debt rose (100 Cr while sales fell 22%
QoQ; Mgmt cited inventory and capex.

Can Hindware reclaim market share after retrenching 25% of its
sales force during a downturn?

Heavy spending on Roorkee plant ([(170-180 Cr total) and
internalizing manufacturing.

Cons. EBITDA margin fell from 11.4% to 9.2%; ROCE pressured by
new debt and lower EBIT.

Negative price-mix in Bathware (Economy share rose from 47% to
52%); Pipe realizations falling.

Negative FCF indicated by the [100 Cr sequential debt increase and
stagnant CFO.

Brand salience remains; however, internal restructuring has created
a temporary execution void.

High leverage forced a [205 Cr Rights Issue to "substantially" pay off
debt and provide liquidity.

Inventory days in Bathware are high as demand failed to meet pre-
bought stock levels.

Missed FY24 targets; currently guiding for significant expansion that
lacks immediate visible triggers.

The integration of Bathware and Appliances back-ends is complex
and currently hurting top-line.

Honest about "soft start" and restructuring pain, but overly optimistic
about H2 recovery.



Sentiment: [JNegative

Key Takeaways (Positives & Negatives): Positives: * Pipes Volume Momentum: Delivered strong 24% YoY
volume growth in the Pipes business, outperforming the industry, with CPVC contributing a healthy 33% of
revenue. * Operational Clean-up: Exited the loss-making retail furniture business (Evok) and reduced import
dependency from China to low single digits (3%). * In-sourcing Strategy: Moving manufacturing in-house for
Bathware to capture margins previously left with Chinese vendors.

Negatives: The Core Issue: The decision to restructure and retrench 25% of the sales force in Q1 led to a 10%
YoY decline in Bathware revenue, far underperforming listed peers. Balance Sheet Stress: Despite a 22%
sequential drop in revenue, Net Debt rose by ~[100 Cr, suggesting severe inventory mismanagement or
aggressive capex timing, necessitating a [205 Cr rights issue. Margin Compression: Consumer Appliances still
operate at a measly 2.7% EBITDA margin, with certain sub-categories "eroding all margins" earned in the core
kitchen business. Forward Watchpoint: The Roorkee pipe plant commissioning in Q3 FY25 is the primary
trigger; if demand doesn't rebound by then, fixed cost overheads will further pressure the consolidated P&L.

2. BUSINESS PERFORMANCE

2A. KEY METRICS PPT not available — numbers from concall for specific missing details; PPT used for primary
financial table.

Yi
Metric Current Qtr Mgmt Commentary

Volume growth in Pipes offset by sharp decline in

Revenue (Cr) 599.9 13.7% 1 22.3% !
Bathware.
. . Mgmt explicitly stated "loss of gross margin” due to
Gross Margin (%)  Not in Doc ! ! ! .
lower revenue/mix.
EBITDA (OCr) 55.4 1 21.9% 1 33.9% ! Impacted by operational deleverage in Bathware.

EBITDA Margin Lower realizations in Pipes and volume miss in
9.2% 1 220 bps 1 160 bps 1
% Bathware.

Drastic fall due to high interest costs and low

PAT (OCr) 0.5 191.1% 197.6% ! _ )
operating profit.
ROCE (%) Not in Doc ! ! ! Pressure from rising debt and lower EBIT.
) Net Debt up (100 Cr suggests negative FCF this
Cash Flow (OCF)  Not in Doc ! ! !
quarter.
Rising debt despite lower sales; Rights issue aimed
Net Debt / (Cash)  ~730* 1 16% (est) 1 16% . . . :

at correction.

Volume (Pipes -

MT) 10,188 1 24.1% 1 26.7% i Strong YoY market share gain in pipes.
Capacit Sanitary:

p .y Yy Stable Stable - Faucets utilization remains low at 58.5%.
Utilization % 86%

*Calculated based on Mgmt comment of 100 Cr sequential increase from Q4 levels.

2B. SEGMENT BREAKDOWN



Revenue (O Margin

Segment Key Development

cr) (EBIT)

Restructuring of 25% sales force impacted

Bathware 326.2 1 9.9% 7.1% l Below
sales.
o 24% volume growth masked by falling RM
Plastic Pipes  163.2 1 4.6% 2.1% ! Below i o
prices/realization.
Consumer Air cooler growth (70%) offset by flat
110.5 1 5.3% -1.4% 1 Below . )
App. kitchen business.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Historical
Delivery

Dimension Category = Management Target / Claim  Required Run-Rate / Feasibility

1.25x to 1.5x market growth Needs ~20% growth in H2 to maintain ~ Missed in

Guidance Revenue ) e High
(Long-term). annual trajectory; appears difficult. Q1.
Requires EBITDA to double in 3.5 . .
) ) 20% CAGR on EBITDA . ) ) Missed in )
Guidance Margins . years; needs immediate margin High
(Medium-term). Q1.

expansion to >13%.

16% to 18% volume growth in  Currently at 24% (Q1); on track to hit

Guidance Volume . . On track. Low
Pipes for FY25. this target.
. Capex [170-180 Cr for Roorkee 60% of spend remaining in next 9 . .
Guidance ] First entry. Medium
Plan plant + others in FY25. months (~C100 Cr).
In- Reduce China imports to <3%  Already achieved 3% level; now )
Strategy ) . - Delivered. Low
sourcing and manufacture in-house. focused on efficiency.
Debt "Substantially" pay off debt If successful, reduces interest burden . .
Balance First entry. Medium

Target via [205 Cr rights issue. by [18-20 Cr annually.



4. ANALYST Q&A



Q# Relevance

1 4.5
2 5.0
3 4.0

Analyst /

irm

Udit
Gajiwala,
Yes

Securities

Utkarsh
Nopany,
BOB
Capital

Naysar
Parikh,
Native

Capital

Theme

Bathware

Debt

Competitive
Positioning

Category

Business
Overview

Financials

Business
Overview

Underlying
Concern

Why did
margins and
revenue
drop so
sharply in
Bathware?

Why did net
debt
increase by
(100 Cr
sequentially
despite a
22%
revenue
decline?

Why is the
performance
inferior to

Mgmt
Response &
Investment
Implication

Management
attributed the
decline to the
consolidation
of
sanitaryware
and faucet
sales teams
and the
retrenchment
of 25% of the
sales force.
This
restructuring
created a
temporary
performance
vacuum that

None

should
theoretically
resolve by H2,
but it risks
near-term
market share
loss to
competitors.

Management
explained that
working capital
remained
trapped in
inventory due
to the market
slowdown and
ongoing capex
for the
Roorkee plant.
This highlights
a disconnect
between
production
planning and
demand
forecasting,
leading to the
urgent (205 Cr
rights issue.

None

Management
argued that
their results
are in line with
unlisted peers

None

Evaded

Credibility Verdict

Specific
3.5 reason
given

Warning

3.0 .
signal

Defensive
tone

25



Q# Relevance

Analyst /

i Theme
irm

Category

Underlying
Concern

Mgmt
Response &
Investment
Implication

Evaded Credibility Verdict

Amit
Kumar,
Determined
Inv.

Appliances

Udit
Gajiwala,
Yes
Securities

Mix

Business
Overview

Financials

listed
peers?

Why is the
appliance
business
not growing
despite a
strong
heatwave
for coolers?

What is the
split
between
Premium
and
Economy in
Bathware?

and that the
listed peer
comparison is
skewed by
their specific
internal
restructuring.
This confirms
that the miss
was largely
self-inflicted
rather than
purely macro-
driven, placing
the burden of
proof on H2
recovery.

Management

noted that

coolers (20%

of segment)

grew strongly,

but the core

kitchen

appliances

business

remained flat, Strategy

dragging down i 3.0
specifics

the total. The

segment's

future depends

on an ongoing

"evaluation" of

loss-making

categories,

implying

potential

further exits.

Evaluative

The economy
segment share
increased to
52% (from
47% YoY),
indicating a
down-trading
trend among
consumers.
This shift
pressures
gross margins
and suggests
that

None 5.0 Quantified



Mgmt
Underlyin Response &
. Theme Category ying P Evaded Credibility Verdict
Firm Concern Investment

Implication

Analyst /

Q# Relevance

premiumization
efforts are
currently
stalled by
macro
conditions.

Management
expressed
confidence in
reaching
9.5-10%
EBITDA for the
full year as

Will the CPVC volumes

Pipes pick up and

Rajesh business the Roorkee
_ . Management . i
6 4.0 Pajnoo Pipes Outlook reach plant begins None 3.5 Ambitious
(Internal) double-digit operations in

EBITDA Q3. Reaching

margins? this requires a
significant
margin jump
from the
current 6.7%,
relying heavily
on operating
leverage.

Management
indicated that
secondary
sales turned
positive in July
across both
Bathware and
o Has July Pipes. While
Nikhil -
seen any positive,
Gada, Management . Exact L
7 3.0 Demand recovery in secondary 3.0 Directional
Abakkus Outlook numbers
AMC secondary sales do not
sales? immediately
translate to
primary
revenue if
dealer
inventories
remain high as
stated.

PATTERN FLAGS & SENTIMENT * Restructuring Pain: Multiple analysts questioned the sharp drop in
Bathware. Management was defensive, blaming internal sales-force "synergies" and "retrenchment" for the
miss. The concern is live because 25% of a sales force is a massive cut; if the remaining staff cannot cover the
territory, the 1.5x market growth guidance is at risk. * Debt & Dilution: The increase in debt during a quarter of



falling sales was the most friction-heavy topic. Management's solution—a rights issue—suggests they reached a
leverage limit. This remains a significant overhang until the capital is raised and debt is actually retired.

Analyst Sentiment Verdict: Skeptical. Analysts were troubled by the timing of the sales-force restructuring
during a downturn and the unexpected spike in debt. While management provided clear reasons, the credibility
of their H2 "hockey-stick" recovery guidance was met with caution. The unresolved issue of inventory liquidation
in a soft macro environment is the greatest risk going forward.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (Prior/Opening) | What Q&A Revealed |
Gap / Walk-back | Risk to Thesis | | :--- | :--- | :--- | :--- | :--- | | Bathware Growth | Outperform market by 1.25-1.5x.
| Revenue fell 10% vs stable/growing listed peers. | Significant underperformance in Q1 due to internal
restructuring. | Market share loss risk. | | Debt Reduction | Focus on capital efficiency. | Net debt rose 100 Cr in
a single quarter. | Operational cash flow was insufficient to fund WC and Capex. | Dilution via Rights Issue. |

5. WHAT CHANGED vs PRIOR QUARTER

First entry — no prior quarter to compare.
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