Hindware Home Innovation Ltd — Feb 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Weak Miss One-line: The core Bathware thesis remains intact but is being masked by a ballooning debt
profile ((1,000 Cr) and continued losses in the Consumer Appliances segment, which is undergoing a painful

"portfolio rationalization" reset.
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Eroding (Pipes) / Stable
(Bath)

Weak

Stable

Stressed

Improving

Mixed

Interest Rate Sensitivity
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Signal | Evidence

Revenue down 7.4% vs prior Q1 (calculated from prior
context [749 Cr); Consol. PAT down 37% YoY.

EBITDA growth (+2%) is flat while PAT is pressured by high
interest costs on [1,000 Cr gross debt.

Bathware margin target of 16% reaffirmed; Appliances
breakeven pushed by 2 quarters.

Board approval for Retail exit is a positive milestone;
however, debt reduction promises are delayed.

Bathware localization (24% from new products) is strong;
Appliances segment is eroding value.

Analysts pushed on the [1,000 Cr debt; Mgmt cited Pipes
capex and muted growth as the primary drivers.

Will the high-margin Bathware cash flows be swallowed by
Pipes capex and Appliances losses?

Heavy [100 Cr capex planned for Roorkee Pipes plant in
FY25; Bathware shifting to in-sourcing.

Pipes EBITDA margin up to 7.7% (low base); Bathware
down to 13.6% due to [7 Cr World Cup ad spend.

Pipes realizations hit by 15% fall in PVC resin prices;
Bathware holding premium pricing.

High capex and interest costs are preventing meaningful
debt reduction despite WC optimization.

Maintaining #1 position in Kitchen Chimneys (Flipkart) and
top-tier status in Sanitaryware.

Net debt nearing 1,000 Cr; interest coverage is the primary
monitorable.

Bathware NWC improved to 117 days (vs 122 YoY).
Reliable on Bathware; unreliable on Appliances (guidance
reset/delay).

High leverage makes the bottom line highly sensitive to
interest rate cycles and demand delays.

Focused on "business hygiene" and rationalization rather
than aggressive growth targets.



Key Takeaways: * Positives: The core Bathware segment is performing at 1.25x market growth with a clear
path back to 16% EBITDA margins once the one-off World Cup ad spend (L7 Cr) is normalized. The Board's in-
principle approval to exit the Retail (Evok) business is a long-awaited catalyst to stop the bleed ([® Cr loss YTD).
* Negatives: Consolidated Net Debt has reached approximately [1,000 Cr, a significant increase from the [790
Cr reported in the prior quarter. The Consumer Appliances segment remains a drag, with negative EBITDA
margins (-4%) as the new CEO rationalizes the portfolio and exits non-performing categories. * Street Concern:
Analysts are skeptical of the deleveraging timeline. Management claims to repay 100 Cr/year from profits, but
current PAT levels ([6.1 Cr) imply this is only possible if depreciation and working capital release provide
significant buffer. * Forward Watchpoint: The commissioning of the Roorkee Pipes plant (Q3 FY25) and the
legal/financial conclusion of the Evok exit are the two critical triggers for a thesis re-rating.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

Metric

Revenue (Cr)

Gross Margin
(%)

EBITDA (CICr)

EBITDA Margin
%

PAT (COCr)

ROCE (%)

Cash Flow
(OCF)

Net Debt (OCr)

Interest
Coverage (x)

Working Capital

Current

Qtr

692.9

Not in Doc

61.3

8.8%

6.1

Not in Doc

Not in Doc

~1,000.0

Not in Doc

117 Days

12.8%

N/A

11.5%

1 40 bps

1 37.8%

N/A

N/A

1 vs 720

N/A

1 5 days

2B. SEGMENT BREAKDOWN

QoQ
Change

11.1%

N/A

1 23.4%

1 260 bps

1 70.8%

N/A

N/A

1 vs 790

N/A

| 1 day

Mgmt Commentary

Muted demand in mid-affordable housing; Appliances hit
by destocking.

Realization pressure in Pipes offset by Bathware
premiumization.

Impacted by [7 Cr incremental ad spend in Bathware and
Appliances losses.

Bathware core resilient; Pipes realization drop (15% resin
price fall) pressured consol margins.

Impacted by high interest costs and losses in Appliances/
Retail.

Not explicitly stated; under pressure due to rising debt.

Focused on WC liquidation; quarterly OCF not disclosed.

Deterioration; Mgmt cites Roorkee capex and sluggish
growth preventing inventory liquidation.

Under pressure from [1,000 Cr debt burden.

Bathware NWC specifically; company-wide WC remains a
priority for debt reduction.



Revenue (O Margin

Segment Key Development
. cr) (EBIT) & o

Building Rev hit by 12% drop in Pipes; Bathware
575.6 1 0.4% 7.3% ! Above .
Products grew 6%. EBIT hit by [7 Cr ad spend.
EBITDA 13.6%. Grew 1.25x market. Faucets
- Bathware 401.6 1 6.0% 8.9% ! Above o .
growing in double digits.
- Volume down 4% YoY; Realization down
- Plastic Pipes 174.0 112.0% 3.6% 1 Below o
15% due to PVC resin price fall.
Consumer Portfolio rationalization ongoing; Kitchen
. 112.4 1 5.0% (8.1%) ! Below . ) i
Appliances Chimneys remain strong (#1 Flipkart).
. ) (CB.5Cr Board approved "Asset Held for Sale" / exit
Retail (Evok) Not in PPT N/A ! Below .
loss) options.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Target / Required Run-Rate / Historical

Dimension Category i . . . Risk Flag
Claim Mathematical Feasibility Delivery

Needs ~20% CAGR from

Pipes: [2,000 Cr+in 5 Reliable (Growing RM price

Guidance Revenue FY24 levels. Feasible with .
years. faster than peers) volatility.
Roorkee plant.
Requires normalization of .
. . Bathware: 16% Reliable (OM FY24  Real estate
Guidance Margins ) ad spend and 100-150 bps
EBITDA Margin. ) ) at 15.4%) demand lag.
from in-sourcing.
Pipes: 15% volume Requires entry into DWC/ Mixed (Q3 vol fell Agri pipe
Guidance Volume P ) : q . y ) @Q arp p. i
growth in FY25. Fire Sprinkler categories. 4%) competition.
: (100 Cr for Roorkee Capex is front-loaded; plant ~ On Track (Started Execution
Guidance Capex Plan . ) ]
plant in FY25. live by Q3 FY25. late due to rains) delay.
. . High risk. Needs [25 Cr . .
Capital Debt reduction of (100 . Deteriorated Working
Strategy . . PAT/qtr; current PAT is [6 . .
Allocation Crlyear from profits. cr (Debt rose QoQ) capital spikes.
» Exit non-core/non- ) . )
Competitive . . Legal conclusion required in ~ New (Board Disposal
Strategy o performing Retail )
Positioning next 1-2 quarters. approved) valuation.
(Evok).
PVC Resin prices o .
. Realizations expected to . China supply
Macro Input Cost stabilized at lower Mixed
correct upward by March. glut.
levels ([V6/kg).
. . Requires high volume .
Rationalize employee . . . Fixed cost
Balance Leverage . absorption to dilute fixed Neutral o
costs by 2% in Pipes. stickiness.

overheads.



4. ANALYST Q&A



Q# Relevance

1 4.0
3 4.5
6 4.0

Theme
Firm Cluster

Analyst /

Praveen
Sahay / Bathware
Prabhudas Share
Lilladher
Praveen
Sahay / Pipes
Prabhudas Volumes
Lilladher
Nikhil

Ad
Gada/

Spends
Abakkus

Category

Business
Overview

Business
Overview

Financials

Underlying
Concern

"Is there a
market share
shift we are
seeing in the
Bathware
segment
[due to tile
companies]?"

"Our large
peers has
delivered a
very good
growth...
whereas our
number is in
the decline."

"Can you
give us the
A&P spend
number for
this particular
quarter?"

Management
Response &

Evaded /

[\[o] Credibility Verdict

Investment
Implication

Addressed

Management
argued that
tile
companies
entering the
sector see
high growth
on zero base
but HHIL
continues to
grow at 1.25x
market. This
suggests the
moat is
brand-driven,
not just
distribution-

None 4.0

driven.

Mgmt
explained
that peers
grow through
categories
HHIL lacks
(HDPE/Jal
Jeevan) and
that HHIL is
entering
these (DWC/  None 5.0
Fire
Sprinklers) in
FY25. This
justifies the
volume dip
as a portfolio
gap that is
currently
being
plugged.

Mgmt
confirmed
[25 Cr spend
this quarter,
with [©-10 Cr
being
incremental None 5.0
for the World
Cup. This
confirms the
13.6%
margin is a
temporary

Directional
evidence

Specific
categories
named

Quantified



Analyst /

Q# Relevance .
irm

Nikhil
Gada/
Abakkus

Chirag
Fialoke /
Ratnatraya
Capital

11 40

Rusmik
Ozal/9
Rays

13 45

Theme
Cluster

Debt
Levels

Retail
Losses

Long-term
Margins

Category

Capex and
Allocation

Strategy

Management
Commentary
and Outlook

Underlying
Concern

"The net debt
numbers...
closing
(1,000
crores... it
has gone the
other way."

"For the first
three
quarters,
we've
cumulatively
had a loss of
[® crores on
[Retail]."

"What kind of
consolidated
EBITDA
margins and
net margins
you can look
for... FY25?"

Management
Response &
Investment
Implication

Evaded /
\[o]
Addressed

Credibility

trough and
core
operational
margins are
closer to
16%.

Sandeep
Sikka
admitted
muted growth
prevented
inventory
liquidation
but insisted
cash flow is
being used to
pay down
debt, minus
the Roorkee
capex. This is
the primary
thesis risk;
debt is rising
while profit
growth is
stalled.

Specific
debt peak 3.0
level

Salil Kappoor
attributed
losses to
fixed costs
on declining
revenues and
confirmed the
Board's
approval to
exit. An exit

None 4.0

would
immediately
accretive to
consolidated
PBT by
~[2-15Cr
annually.

Sandeep
Sikka guided
for 13-14%
consolidated
EBITDA
margins over
the next 24
months. This

Specific
PAT 3.0
guidance

Verdict

Neutral /
Defensive

Consistent
with PPT

Ambitious
target



Analyst /

Q# Relevance .
irm

Rusmik
Ozal9
Rays

14 35

Tushar
Raghatate /
Kamayakya

15 3.0

Darshil

Jhaveri /
17 4.0

Crown

Capital

Theme
Cluster

Pipes
Revenue
Target

Appliances
Mix

Future Ad
Spends

Category

Management
Commentary
and Outlook

Business
Overview

Financials

Underlying
Concern

"By when
can we
achieve this
figure of
(2,000 crores
[in Pipes]?"

"Percentage
of sales
contribution
from Tier 3,
Tier 2 and
Tier 1?"

"Will
[marketing
budget] be
on similar
lines on
FY25
because
more events
are also
coming up?"

Management
Response &

Evaded /

[\[o] Credibility Verdict

Investment
Implication

Addressed

implies a
massive 500
bps
expansion
from current
levels (8.8%),
making it the
key "show-
me" metric
for FY25.

Mgmt
clarified this
is a 5-year
plan, not a
short-term
target. This
resets
analyst
expectations
for the
"hyper-
growth"
phase of
Truflo.

None 5.0

Mgmt stated
40-45% from
Tier 1,
highlighting
the brand's
premium/
urban skew.
This confirms
vulnerability
to urban
consumer

None 5.0

sentiment
and
competition
from high-
end global
brands.

Mgmt will
maintain
3.75% to 4%
of revenue as
ad spend but
will not
necessarily
participate in
the T20
World Cup in

None 4.0

Specific
timeline

Quantified

Directional



Theme

Analyst /

Q# Relevance

Firm Cluster

PATTERN FLAGS & SENTIMENT

Underlying
Concern

Category

Management
Response &
Investment

Evaded /
\[o]

Credibility Verdict

Addressed

Implication

the US. This
suggests
margin
stability in
FY25 as they
avoid another
[7-10 Cr
"one-off"
spike.

» The Deleveraging Paradox: Analysts are laser-focused on why debt is rising (now ~[1,000 Cr) despite
management's repeated promises to reduce it by (100 Cr/year. Management's defense—that capex for the
Roorkee plant and muted topline growth are temporary offsets—remains the central friction point. This
concern will stay live until Q3 FY25 when Roorkee commissioning finishes.

* Segment Pruning: There is a clear shift in management's stance toward "business hygiene." The decision to
rationalise the Appliances portfolio and exit Retail (Evok) was well-received by analysts as a signal of

improved capital discipline.

» Analyst Sentiment Verdict: Skeptical on the consolidated numbers but constructive on the Bathware core.
The most friction was generated by the 37% PAT decline and the debt spike. Credibility is "on probation”
regarding the (100 Cr debt reduction promise for FY25.

GUIDANCE GAPS REVEALED IN Q&A

What Mgmt Claimed

(Opening / Prior Q)

What Q&A Revealed

Gap | Walk-back

Risk to Thesis

Net Debt Focusing on reduction.
Pipes

P Fastest growing brand.
Volume
Appliances Breakeven soon.

Debt rose to ~[1,000
Cr.

Volumes fell 4% in Q3.

Needs "another couple
of quarters."

[200-300 Cr higher than prior

Q1 expectations.

Peer growth is in categories
HHIL lacks.

Timeline for profitability
remains elusive.

High interest drag
on EPS.

Growth lag until
FY25.

Persistent margin
drag.



5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (Q2 FY24) This Quarter (Q3 FY24) Direction

Net Debt 90 Cr ~[1,000 Cr | Deteriorating

Retail Strategy "Evaluating options" Board Approved Exit 1 Improving
Bathware Margin 16.1% (EBITDA) 13.6% (EBITDA) | Temporary Blip

Ad Spend Normalized (~[15 Cr) 25 Cr (WC Impact) I Margin Compression
Pipes Realization Stable Down 15% (RM Fall) | Revenue Headwind
Appliances Focus Growth Rationalization/Hygiene ONeutral Reset
Capex Progress Rain delays Roorkee Underway 1 Recovering

Investor Notes: The thesis has moved from "Growth at all costs" to "Quality and Deleveraging." While the stock
will likely remain range-bound due to the 1,000 Cr debt overhang, the core Bathware segment's ability to grow
1.25x market is the floor for the valuation. The key monitorable for the next 6 months is the cash inflow (or
liability cessation) from the Evok Retail exit. CFO-to-PAT ratio was not explicitly provided but the debt spike
suggests CFO was likely weak due to inventory buildup in a muted demand environment. Evasion on the
"specific peak debt level" suggests further borrowing may occur before the Roorkee plant is complete.

END OF ANALYSIS
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