Hindware Home Innovation Ltd — Feb 2023 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

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

Result: Beat on Revenue / Miss on Margins (Consolidated) One-

line: The growth thesis remains robust as HHIL outpaces the industry in volumes (Pipes +67%), but the margin

expansion story is currently "underwater" due to severe PVC inventory losses and elevated fuel costs in
Bathware.



Dimension

Beat/Miss vs
Guidance

Earnings Quality
Guidance

Confidence

Management
Credibility

Business Quality
Signal

Key Q&A Exchange

The Street's
Primary Anxiety

Capital Cycle Stage

Margin Trajectory

Pricing Power
FCF Conversion &
Quality

Competitive Moat
Signals

Balance Sheet
Strength

Working Capital
Efficiency

Mgmt Guidance
Track

Key Vulnerability

This Quarter

Inline Revenue / Weak

Miss Margins

Low

Neutral

Neutral

Stable

Q#1: Pipe Inventory
Loss

Debt & WC

Consolidation

Deteriorating (Short-
term)

Stable

Weak

Widening

Adequate

Deteriorating

Mixed

RM/Energy Volatility

Signal | Evidence

10% YoY revenue growth despite muted macro; EBITDA
margins (8.4%) lagged expectations.

PAT impacted by high interest costs (post-acquisition debt) and
[17.5 Cr inventory loss in Pipes.

Management remains bullish on long-term targets but flags
demand softness for the next 2 quarters.

Successfully scaled Truflo volumes; however, CEO exit in
Consumer Appliances and debt build-up warrant caution.

Brand salience in Bathware is high (20% revenue from new
products); Truflo is gaining massive share.

Management quantified a [17.5 Cr hit; without it, Pipe EBITDA
would be ~10%, validating core profitability.

Analysts pressed on the [200 Cr+ debt increase since Q1;
Mgmt cited seasonality and Chinese New Year prep.

Integrating the AGI Greenpac manufacturing assets while
funding a new Greenfield plant in Roorkee.

Bathware EBIT down to 7.6% (from 10%); Pipes EBITDA at
0.9% (from 7.0% YoY).

6% hike in Sanitaryware and 3-4% in Faucets taken mid-Q3 to
offset Gas/Brass costs.

Divergence between EBITDA and PAT due to [22 Cr quarterly
interest and heavy inventory levels.

Truflo's 67% volume growth suggests it is taking significant
share from unorganized/smaller peers.

Net Bank Debt at ~[840 Cr; interest coverage is tightening.
Inventory days in Bathware remain high (107 days) vs the
12-18 month normalization target.

Revenue targets on track, but the 4% manufacturing margin
"kicker" is yet to materialize.

High sensitivity to Natural Gas (Sanitaryware) and PVC resin
prices (Pipes).

Bullish on Pipes "early arrival" at targets; cautious on

Management Tone Confident but Cautious

discretionary consumer spend/interest rates.

Key Takeaways (Positives & Negatives): * Positives: Truflo (Pipes) is performing exceptionally on a volume
basis (+67% Y0Y), suggesting the brand is reaching a tipping point in distribution. Bathware revenue resilience
(+12%) in a muted market proves the "Hindware" brand's pull, supported by 20% of sales coming from high-
margin new products. * Negatives: The "manufacturing margin" benefit from the AGI Greenpac acquisition is
completely masked by [17.5 Cr of PVC inventory losses and sustained high gas prices. Interest costs ([(22 Cr/
gtr) are eating the bottom line, and the exit of the Consumer Appliances CEO creates a leadership vacuum in a
struggling segment. * Street Concern: Analysts are focused on the rising debt ((840 Cr vs ~[640 Cr in Q1) and
the slow normalization of working capital. Management's response that debt will reduce by [100-125 Cr by
March 2024 through "inventory correction” is the key monitorable. * Forward Watchpoint: Stability in PVC



prices for Q4; if Truflo margins do not return to 10% in the absence of inventory losses, the business model's

cost structure will need re-evaluation.

2. BUSINESS PERFORMANCE

2A. KEY METRICS Prior context (Q1 FY23) used for Trend basis.

Metric

Revenue (O Volume-led growth in Pipes; Bathware resilient despite
712.5 1 10.0% - (0.3%) 1 L . .
Cr) high interest/land costs impacting home buyers.
Gross Margin . Impacted by PVC price crash and higher Gas/Brass
Not in Doc N/A N/A - .
(%) input costs.
Hit by [17.5 Cr Pipe inventory loss and high input costs
EBITDA (OCr) 60.4 1 (2.6%) 1 (6.1%) 1 )
in Bathware.
EBITDA Target remains 4% expansion over 2 years post-HSIL
. 8.4% 1 100 bps 1 50 bps 1 .
Margin % acquisition; currently camouflaged.
3FY22 had exceptional gain; current PAT hit by (22
PAT (0Cr) 7.8 L(78.3%) 1 (52.1%) | Q _ P g Y
Cr interest expense.
ROCE (%) Not in Doc N/A N/A - Impacted by higher capital base post-acquisition.
CFO/EBITDA ) Heavy inventory accumulation for Chinese New Year
Not in Doc N/A N/A 1 :
(%) prep in Q3.
Net Bank Debt Consists of [B84.7 Cr (Bath) + [B27.7 Cr (Pipes) +
~839.6 t (Note 1) 1t (Note 1) !
(4acr) [127.2 Cr (HHIL).
Interest ) . . .
2.7x N/A N/A 1 Tightening due to debt servicing and margin pressure.
Coverage (x)
Mgmt targets 20%-+ reduction in WC over 12-18
Inventory Days 107 (Bath) 1 (YoY) 1 (QoQ) =
months.
Pipe Volume Massive volume growth (Truflo); market share gains
10,616 1 66.8% 1 26.2% 1 .
(MT) accelerating.

Current Qtr
(Q3 FY23)

YoY
Change

Trend

Mgmt Commentary

Note 1: Q1 FY23 debt was 630-640 Cr. Q3 has seen a ~200 Cr increase.

2B. SEGMENT BREAKDOWN

Segment

Bathware

Plastic Pipes

Consumer
Appliances

Retail (Evok)

Revenue (O
Cr)

380.3

197.9

118.9

15.5

1 11.7%

1 27.0%

1 (9.2%)

| (28.9%)

7.6%

(1.9%)

0.9%

(5.3%)

l

!

Above

Below

Below

Below

Key Development

Price hikes of 6% taken mid-Q3 to offset

gas prices.

Negative EBIT due to [17.5 Cr PVC

inventory loss.

Impacted by high RM and competitive

BTL spending.

Continuing shift to franchise model;

currently loss-making.



3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Target / Required Run-Rate / Mathematical Historical
Claim Feasibility Delivery

Dimension Category

Risk Flag

o Currently at (665 Cr (9M). Needs .
i Target [1,000 Cr in Pipes ) A PVC Price
Guidance Revenue ~[145 Cr/qgtr. Highly feasible (ahead On Track .
by FY25. Stability
of schedule).

Requires exit from inventory loss
Double-digit EBITDA q i

Guidance Margins . cycle. Achievable if PVC stays >[90/ Miss (Q3) RM Volatility
margins in Pipes (FY24). .

. Requires ~[25-30 Cr incremental
4% EBITDA expansion

Guidance Margins EBITDA/gtr. Camouflaged by RM Delayed Gas Prices
g (Consolidated). d g y 4

today.
. (180 Cr for Roorkee plant ~ Construction starting in 4 months. Project
Capex Capacity . . On Track .
(12.5k MT). Commencing mid-FY25. Execution
L Reduce China sourcing Already down 25%; further 25% Supply
Strategy Localization ; On Track )
by 50% vs FY22. reduction planned. Chain Lag
. [100-125 Cr debt Requires [BO Cr+ FCF per quarter. Demand
Capital Debt New Target

reduction in FY24. Feasible if WC normalizes. Muted



4. ANALYST Q&A



Q# Relevance

1 5.0
2 4.5
3 4.0

Analyst /

irm

Kaushal
Shah,
Dhanki Sec

Kaushal
Shah,
Dhanki Sec

Praveen
Sahay, PL

Theme
Cluster

Pipes Margin

Bathware
Hikes

Bathware
PBT

Category

Financials

Financials

Financials

Underlying
Concern

"If you can
maybe
throw some
more color...
about the O
17 crore
inventory
loss... it
seems a
little higher
compared
to some of
the peer
companies.

"Drivers for
the margin
expansion
that we've
seen in
Q3... some
more
color?"

"If I look at
the PBT
margin... it
isona
lower side
[vs last
year].
Reach the
PBT margin
at that
level?"

Management
Response &
Investment
Implication

Evaded /
\[o] Credibility
Addressed

Verdict

Management
confirmed the
[17.5 Cr loss
resulted from
PVC prices
dropping from
126k to [(99k/
MT in one
quarter. This
clarifies that
core Pipe
margins are
actually
healthy
(~10%) once
normalized for
RM volatility,
supporting the
Truflo
valuation.

Clear and

None 5.0
guantified

Management
noted mid-Q3
price hikes of
6%
(Sanitaryware)
and 3-4%
(Faucets) will
fully reflect
only in Q4.
This implies a
significant
margin tailwind
for the
upcoming
quarter if fuel
prices remain
stable.

Specific
timeline
given

None 4.0

Management
explained the
acquisition
increased the
interest
component,
but the
"contract
manufacturing”
margin is now
being captured
internally.
Investors
should focus
on EBITDA

Consistent
None 3.0 . .
with thesis



Q# Relevance

Theme
Firm Cluster

Analyst /

Category

Underlying
Concern

Management
Response &
Investment
Implication

Evaded /
Not Credibility Verdict
Addressed

4 45
5 4.0
6 35

Nikhil
Gada,
Abakkus

Consumer

. Financials
Margins

Nikhil
Gada,
Abakkus

Debt Levels Financials

Vignesh
lyer,
Sequent

. . Business
Capacity Util ]
Overview

"Targeting a
range of
close to 5%
to 6% in the
next couple
of years...
Do you
want to
revisit that
guidance?"

"Peak debt
levels... do
we
envisage at
least for
FY24
beyond
which we
don't see
the absolute
debt levels
increasing?"

"Capacity
utilization
levels for
sanitary &
faucets and

expansion
rather than
PBT until debt
is deleveraged
over the next
1-2 years.

Management
admitted the
consumer
segment
targets may
take another
year to
achieve due to
macro
headwinds
and
competitive
intensity. This
is a subtle
walk-back from
previous
timelines,
suggesting
Consumer
Appliances is
currently a
drag on the
thesis.

Management
guided for a
[100-125 Cr
debt reduction
in FY24
through
working capital
release and
internal
accruals.
Deleveraging
is now a
primary KPI for
management
credibility over
the next 4
quarters.

Sanitaryware
is at 100%+,
Faucets
underutilized
at 42%, and

Revised 4.0 Directional
timeline ' update
Target
None 35 .
provided
Specific
None 5.0 )
metrics



Q# Relevance

7 4.0
8 3.0
9 3.5

Theme
Firm Cluster

Analyst /

Ankush
Agrawal,
Surge

Governance

Nitesh
Sangwan,
Individual

Leadership

Dhiral
Shah,
PhillipCap

China
Sourcing

Category

Governance

Governance

Business
Overview

Underlying
Concern

pipes
separately?"

"Employee
stock... why
doing it at
the
subsidiary
level and
not at a
HHIL level?"

"Any
leadership
plans after
Rakesh
Kaul left?"

"How much
we have
reduced the
dependence
on China?"

Management
Response &
Investment
Implication

Pipes at 90%.
Faucet
underutilization
represents a
significant
opportunity for
operating
leverage as
distribution
scales.

Management
stated this was
to align key
strategic
people in the
Building
Products
division
(Hindware Ltd)
with growth
targets. This
creates a
potential future
path for a
separate listing
or value
unlocking of
the core
business.

A management
committee is
currently
overseeing
Consumer
Appliances
while a search
for a new CEO
is underway.
The leadership
vacuum in a
competitive
segment like
Kitchen
Chimneys is a
short-term risk.

Bathware
sourcing from
China is down
25% YoY, with
another 25%
reduction

Evaded /
\\[o] ¢
Addressed

Credibility

Exact

valuation of 2.0
shares

None 3.0
None 4.0

Verdict

Hedged
on
valuation

Vague but
expected

Quantified
progress



Management
Analyst / Theme Underlying  Response &

Evaded /

. Category Not Credibility Verdict
Firm Cluster Concern Investment
Addressed

Implication

Q# Relevance

planned. This
"Made in India"
shift should
improve
working capital
and reduce
FX/freight
risks.

Management
reiterated that
other factors
(Gas/PVC) are
camouflaging
"When can the delta, but

we expect the core
Tushar ) that margin benefit is
Manufacturing . . . . . .
10 40 Raghatate, Delta Financials expansion being None 3.0 Reiteration
Kamayakya [from asset captured. This
transfer] to remains a
happen?" "show-me"
story that
requires macro
stability to
become
visible.

PATTERN FLAGS & SENTIMENT * The "Camouflaged Margin" Debate: Analysts (Gada, Raghatate) are
clearly frustrated that the HSIL manufacturing acquisition isn't yet showing up as a 4% EBITDA margin
expansion. Management is defensive, blaming "macro-factors” (PVC, Gas) for masking the internal efficiencies.
The tension will remain until RM prices stay flat for a full quarter. * Inventory Loss Skepticism: Analysts
questioned why HHIL's inventory losses ([17.5 Cr) seemed outsized. Management’s detailed breakdown of the
PVC price crash was an attempt to restore faith that this is a cyclical, not structural, issue.

Analyst Sentiment Verdict: The tone was skeptical but professional. Analysts are impressed with the Pipes
volume growth but highly concerned about the rising debt and leadership exit in Consumer Appliances. The
friction centered on the timeline for margin recovery, with management asking for a 12-18 month window that
most buy-side models find taxing. Credibility remains intact on growth, but is "on probation” regarding debt
reduction.

GUIDANCE GAPS REVEALED IN Q&A



What Mgmt

) . What Q&A Revealed Gap | Walk-back Risk to Thesis

Claimed (Opening)
Consumer Focus on innovation/  FY24 targets "may Timeline for 5-6% EBIT margin Lower ROE contribution
Margins brand. take another year." pushed out by 12 months. from Appliances.
Debt Capital efficient Net Debt rose ~[200 Seasonal/lnventory build was High interest expense
Trajectory model. Cr since Q1. higher than anticipated. drag.
Inventory PVC stabilizing [17.5 Crloss in Q3 Q2 optimism was premature; Near-term margin
Loss (from Q2). was a "huge drop." losses were deeper. volatility.

5. WHAT CHANGED vs PRIOR QUARTER

Comparison against Q1 FY23 Prior Context.

What Changed Prior Quarter (Q1 FY23) This Quarter (Q3 FY23) Direction

Net Bank Debt [630-640 Cr ~[840 Cr | Deteriorating
Pipe Volume Growth +74.5% YoY (7,236 MT) +66.8% YoY (10,616 MT) t Improving
Bathware EBIT Margin 13.1% 7.6% | Deteriorating
Leadership Stable CEO (Consumer) Exit | Deteriorating
Pipes Margin 4.5% EBIT (Normalized) -1.9% EBIT (Inventory Hit) | Deteriorating
Sourcing Strategy China Reliance high China sourcing down 25% t Improving

Pipe Rev Target Target FY25 "Ahead of schedule" t Improving
Governance WQOS Structure Subsidiary (1.8% ESOP Allotment) OGovernance Shift

Investor Notes: The core thesis is being tested by a "double whammy" of interest costs and RM volatility.
However, the volume trajectory in the Pipe business (Truflo) is a massive positive signal, suggesting HHIL is
successfully disrupting the market. The divergence between PAT and EBITDA is purely a working capital and
leverage issue; if management delivers on the (100 Cr+ debt reduction by FY24, the stock is primed for a re-
rating. Watch for the new Consumer CEO appointment and Q4 Pipe margins.
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