Hindware Home Innovation Ltd — Jun 2022 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Inline One-line: The business is undergoing a structural pivot from an asset-light marketing firm to a
vertically integrated manufacturer, trading a leaner balance sheet for better margin control and reduced related-
party friction.

Dimension Sentiment

This Quarter

Signal | Evidence

Revenue grew 12% YoY; Building Products outperformed market

Beat/Miss vs Guidance  Inline
growth at 20%.
. . Low (One-off FY22 PAT of [203.5 Cr includes [100.86 Cr in non-cash/one-off
Earnings Quality ) .
driven) gains (HPL JV and slump sale).
) ) Management reiterated "1.5x market growth" for Bath and "Top 5"
Guidance Confidence Strong ] o
for Pipes within 5 years.
. . Successfully executed the name change and the [¥00 Cr
Management Credibility ~ High . .
acquisition of manufacturing assets.
) . ) Vertical integration provides "end-to-end control," expected to add
Business Quality Signal  Improving )
200-300 bps to EBIT margins.
Q2 - Mfg. Acquisition of HSIL assets turns a previously loss-making cost-
Key Q&A Exchange e . .
Profitability plus model into an accretive asset.

The Street's Primary
Anxiety

Capital Cycle Stage

Margin Trajectory

Pricing Power

Debt & Appliances

Investment

Deteriorating
(Temp)

Strong (BPD)

Concerns over [Y00 Cr+ debt load and EBIT losses in the
Consumer Appliance segment.

Heavy investment in Pipes ([180 Cr plant) and acquisition of
manufacturing assets.

Q4 margins hit by RM/Ocean freight; recovery expected via
pricing and manufacturing synergies.

15% weighted price hike in Bath was absorbed; Appliances
lagging in pass-through.

31st March slump sale added [(B22 Cr in inventory and significant

FCF Conversion Distorted )
payables, masking core FCF.
» L Brand "Hindware" unified across entities; TRUFLO is the "fastest
Competitive Moat Widening . . .
growing pipe brand.
Balance Sheet Adequate Debt to spike to [700-800 Cr post-acquisition; interest coverage
Strength a remains a watchpoint.
Working Capital Improving BPD receivables slashed from 81 days to 34 days YoY.
Mgmt Guidance Track Reliable Consistent delivery on TRUFLO growth and Evok retail turnaround
i

Record

Key Vulnerability

Management Tone

Sentiment: JPositive

Key Takeaways (Positives & Negatives):

Inflation Pass-
through

Confident

(burn to earn).

Consumer Appliance EBIT margins fell to -0.5% due to inability to
fully offset RM costs.

Optimistic about real estate demand and the "value accretive"
nature of the HSIL asset deal.



Positives: * Structural Integration: The acquisition of the Building Products manufacturing undertaking for
~[700 Cr (completed March 31) removes the "cost-plus"” friction with AGI Greenpac. Management expects this to
be immediately accretive, adding ~3% to EBITDA margins from Q1 FY23. * Hyper-growth in Pipes: TRUFLO
continues its stellar trajectory, growing 51% YoY in FY22 ({606 Cr). A new [180 Cr plant in Roorkee targets the
North India market, supporting the goal of becoming a Top 5 player. * Operational Efficiency: Receivables in
the core Sanitaryware business were aggressively managed down to 34 days, a significant improvement from
the prior year's 81 days. * Retail Turnaround: The Evok retail business has successfully moved from "cash burn
to earn,” posting an 8.6% EBIT margin in Q4.

Negatives: * Appliance Segment Fragility: The segment reported an EBIT loss of [0.6 Cr in Q4. High ocean
freight (moving from \$800 to \$9,000 per container) and slow pricing pass-through highlight a lack of moat
versus the core Bath business. * Debt Overhang: To fund the [¥00 Cr acquisition, the company will carry
[00-800 Cr of debt. While management plans to repay this in 2-3 years, it reduces the margin for error in a
rising interest rate environment. * Inflated PAT: FY22 PAT is heavily skewed by one-offs ((100.86 Cr). Core
operational PAT is closer to [102 Cr, making current valuations appear higher than the headline numbers
suggest.

Forward-looking watchpoint: Monitor the "Manufacturing Synergy" in Q1 FY23. If EBIT margins in the Bath
segment do not expand by at least 200 bps, the rationale for the [¥00 Cr debt-funded acquisition will face
scrutiny.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

DATA SOURCE: PPT figures primary; Concall used for commentary and unlisted metrics.



Current Qtr
Mgmt Commentary

(Q4aFY22)

Driven by BPD (Building Products)

Revenue (CCr) 685.6 1 11.8% 1 5.6% 1
strength.
Gross Profit Margin . .
%) Not in document N/A N/A - Not disclosed; focus on EBIT/EBITDA.
YoY dip due to Appliance RM and ocean
EBITDA (OCr) 67.2 1 3.8% 1 8.4% ! )
freight costs.
) 11.3% in Q4FY21; impacted by cost
EBITDA Margin % 9.7% 1 160 bps 1 30 bps ! . .
inflation.
YoY growth aided by lower base and JV
PAT (OCr) 35.8 1 68% 1 12% 1 .
adjustments.
Emphasized as a long-term focus post-
ROCE (%) Notin document  N/A N/A . =mphas g P
integration.
) 9M data not provided; FY data masked by
Cash Flow (OCF) Not in document N/A N/A -
slump sale.
. Spiking to [700-800 Cr post-March
Net Debt / Equity (x)  ~0.7x - 0.8x (est) 1 1 ! o
acquisition.
Interest Coverage . . o
) Not in document N/A N/A - Interest cost likely to rise in FY23.
X
BPD Volume Growth . 15% of revenue growth was price-led; 22%
~22% (Sanitary) 1 = 1
(%) volume.
. . Near full capacity; leveraging vendor base
Capacity Util. (SW) 88% - 90% 1 1 1
for more.
Capacity Util.
pacity 65% - - - Adequate headroom for future growth.
(Faucets)
Massive improvement from 81 days in
DSO (BPD) 34 Days ! ! 1

FY21.

2B. SEGMENT BREAKDOWN

Revenue (O YoY Margin
Segment Key Development
Cr) Growth (EBIT)
Building Outperformed market; market share
550.0 119.8% 10.4% 1 Above o
Products* gains in SW.
— ~8.15% Fastest growing brand; Roorkee plant
- Plastic Pipes** 205.2 1 36.2% ! Below
(FY) announced.
Consumer Hit by 3rd wave and ocean freight
. 120.6 1 14.4% -0.5% 1 Below
Appliances costs.

. . Profitable; focus on franchise/online
Retail (Evok) 15.0 1 11.8% 8.6% 1 In-line model

*Building Products includes Sanitaryware, Faucets, and Pipes. **Pipes is a sub-segment of Building Products.



3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension

Category

Management Target /
Claim

Required Run-Rate /
Mathematical Feasibility

Historical Delivery

Guidance

Guidance

Guidance

Guidance

Strategy

Strategy

Macro

Macro

Balance

Revenue
(BPD)

Revenue
(Pipes)

Margins

Capex

Integration

Retail

Demand

RM Prices

Debt
Reduction

1.5x Market Growth.
Top 5 player in 5
years.

+200-300 bps
accretion from Mfg.

150 - 75 Crin
FY23.

End-to-end control of
supply chain.

Franchise-only
expansion.

Real estate boom to
sustain demand.

Pass through costs via
hikes.

Repay acquisition debt
in 2-3 years.

Market at 10-12% implies
15-18% growth required.

Needs ~[2,500 Cr; implies ~33%
CAGR from current [606 Cr.

Requires seamless integration of
HSIL plants from Q1.

Funding for Roorkee plant and

retail branding.

Shift from cost-plus to own
manufacturing.

Add 10-15 stores annually;
minimal capex.

Correlates with residential sales
cycles.

25-30% realization delta
achieved in Bath.

Requires ~[200-250 Cr annual
FCF generation.

Delivered: 38% growth

in FY22.

Delivered: 51% FY22
growth.

New Target: Post-
slump sale.

On Track: Ongoing
investments.

Delivered:
Consummated 31
March.

Delivered: 30+ stores
added.

Consistent: Aligned
with industry.

Mixed: Appliances
failed here.

New Target: To be
monitored.

Low

Medium

Medium

Low

Low

Low

Medium

High

High



4. ANALYST Q&A



Q# Relevance

1 4.5
2 5.0
3 4.0

Analyst /

irm

Puneet
Khanna,
BOB Inv.

Rahul
Picha,
Multi Act

Sonal
Minhas,
Prescient

Theme
Cluster

Performance
Mix

Mfg.
Profitability

BPD
Momentum

Category

Business
Overview

Financials

Business
Overview

Underlying
Concern

Revenue mix
(B2B/B2C)
and capacity
utilization for
BPD.

Underlying
losses in the
manufacturing
segment
being
acquired.

Flattening
growth in
BPD (ex-
pipes)
between Q3
and Q4.

Management

Response & Evaded /

Investment [\[o] Credibility
L. Addressed

Implication

Management

confirmed a

73% Retail /
27% Project
mix with
Sanitaryware
plants at 90%
utilization.
This confirms None 5.0
strong retail

pull and the

immediate

need for the

manufacturing

acquisition to

expand

capacity.

Sandeep
Sikka
explained that
the "loss" was
due to
COVID-
impacted
cost-plus
sourcing;
integration will
capture the
manufacturing
margin (~3%
EBITDA)
previously lost
to AGI. This is
a critical
thesis point:
the deal is
value-
accretive by
removing the
cost-plus
floor.

None 4.0

Sudhanshu
Pokhriyal
attributed the
sequential flat
performance
to the COVID
3rd wave
impacting
retail demand
in January.
This suggests

None 4.0

Verdict

High
visibility on
growth

Credible

synergy
thesis

Cyclical
blip



Q# Relevance

Theme
Firm Cluster

Analyst /

Category

Sonal Appliance
i
4.5 Minhas, PP Financials
. Turnaround
Prescient
Pritesh
Balance . .
5.0 Chheda, Financials
Sheet
Lucky Inv.
Pritesh S M N
ategor anagemen
4.0 Chheda, . !
Growth Outlook
Lucky Inv.

Underlying
Concern

Sustained
profitability
and steady-
state margins
for Consumer
Appliances.

Gross and net
debt levels
post-HSIL
asset
acquisition.

Volume
growth vs.
Value growth
in
Sanitaryware.

Management
Response &
Investment
Implication

Q4 was an
outlier and
the trajectory
remains intact
for FY23.

Rakesh Kaul
targeted 7-8%
EBIT margins
long-term,
citing ocean
freight (up
10x) as the
primary
temporary
drag. This
segment
remains the
"weak link" in
the portfolio
until freight
and RM
stabilize.

Management
projects a
total bank
debt of
[700-800 Cr
post-
acquisition,
up from (140
Cr. This
signifies a
major
leverage shift;
interest costs
will be a
significant
headwind in
P&L for FY23.

Management
claimed 22%
volume
growth for
FY22, with
the rest

coming from a

15% price
hike and
product mix.
This proves
that growth

Evaded /
Not
Addressed

Credibility

None 8.5
Target debt

by 2025

None 4.5

Verdict

Target is
aspirational

Precise on
current
debt

Volume-led
growth



Q# Relevance

7 35
8 4.0
9 3.0

Analyst /

Firm

Nikhil
Gada,
Abakkus

Nikhil
Gada,
Abakkus

Sandesh
Barmecha,
Haitong

Theme

Categor
Cluster gory

Margin . .

] Financials
Drivers
Inventory . .

. Financials
Spike
Pipe Geo Business
Mix Overview

Underlying
Concern

Why BPD
margins
corrected
YoY.

Sharp rise in
inventory on
the balance

sheet.

Geographical
expansion
strategy for
TRUFLO.

Management
Response &
Investment
Implication

Evaded /
[\[o] Credibility
Addressed

isn't just
inflation-led;
real market
share gains
are occurring.

Sikka noted
Sanitaryware/
Faucets
margins
actually
expanded by
164 bps; the
segment drag
was entirely
from PVC
price
fluctuations in
Pipes. This
isolates the
margin risk to
the
commodity-
heavy Pipe
segment
rather than
the brand-
heavy Bath
segment.

None 4.0

Sikka clarified
that [B22 Cr
of inventory
was acquired
as part of the
slump sale;
core BPD
inventory
actually
improved.
This clears
the "red flag"
of high
inventory,
confirming it
was an
acquisition-
day artifact.

None 4.5

Rajesh
Pajnoo
highlighted a
South-heavy
mix with

None 4.0

Verdict

Reassuring
on core

Accounting
clarification

Clear
expansion
map



Theme
Firm Cluster

Analyst /

Q# Relevance

Rahul
. Debt
10 4.0 Picha,
. Repayment
Multi Act
Puneet .
Pricing
11 35 Khanna,
Power
BOB Inv.

PATTERN FLAGS & SENTIMENT

Category

Capex &
Allocation

Management
Outlook

Underlying
Concern

Timeline and
strategy for
debt
reduction.

Quantum of
price hikes
taken and
planned.

Management
Response &
Investment
Implication

Evaded /
[\[o] Credibility
Addressed

aggressive
expansion
into North
(Roorkee
plant) and
Central India.
This
expansion
reduces
logistics costs
and supports
the 30%+
CAGR target.

Management
intends to
repay the
acquisition
debt within
2-3 years
using internal
accruals, with
FY23 Capex
at [150-175
Cr. This
implies a high
reliance on
the Bath/Pipe
segments
generating
substantial

Exact
FY?25 debt 85
target

cash.

A 15%
average hike
was taken in
FY22, with a
25-30%
realization
delta in some
SKUs. This
confirms
strong pricing
power in the
Bath segment
to combat

None 4.5

brass and fuel
inflation.

Theme 1: Vertical Integration Synergy. Analysts were laser-focused on the [¥00 Cr acquisition. The anxiety
was that Hindware was buying "loss-making" plants. Management’s posture was confident, explaining that the
loss was a byproduct of the previous "cost-plus" contract during COVID lockdowns. By owning the plants, they

Verdict

Directional
but bullish

High
pricing
power



eliminate the guaranteed markup to HSIL and capture the manufacturing margin. This issue is resolved
conceptually but will be the primary monitoring point in Q1FY23.

Theme 2: Debt & Leverage. The spike in debt from 140 Cr to nearly [B0O Cr is the "new" risk. Analysts
pressed for repayment timelines. Management's response was disciplined but optimistic, relying on the Pipes
and Bath segments to generate cash. The friction lies in the execution: can they maintain 20%+ growth while
paying down [250 Cr of debt annually? This remains a live concern.

Theme 3: Appliance Margins. This was the most defensive area for management. The move from profitable to
an EBIT loss in Q4 was a shock. Management’s defense rested on "unprecedented” ocean freight. Credibility
here is slightly lower than in the BPD segment, as competitors have managed these headwinds better.

Analyst Sentiment Verdict: Analysts are generally convinced on the core Building Products growth story
(Sanitaryware + Pipes) but skeptical about the Consumer Appliance turnaround. The most friction occurred
regarding the "Manufacturing Loss" adjustment and the debt repayment schedule. Management's credibility
improved regarding operational transparency (inventory/receivables) but is on "watch" for debt management.

5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (FY21/Q3) This Quarter (Q4FY22) Direction
Corporate Identity Somany Home Innovation Ltd Hindware Home Innovation Ltd - (Rebranding)
Business Model Asset-Light (Marketing only) Vertically Integrated (Mfg + Mktg) 1 (Control)
Consolidated Debt (140 Cr [70O0 - (80O Cr (Projected) | (Risk increase)
BPD Receivables 81 Days 34 Days 1 (Efficiency)
Appliance EBIT Margin 3.4% (Q3) -0.5% (Q4) | (Deterioration)
Pipe Capacity 35,000 MT 48,000 MT (by Dec '22) t (Growth)

Mfg Relationship Related Party (AGI Greenpac) In-house / Internalized 1 (Governance)
Exceptional Gains Minimal [100.86 Cr (JV/Slump Sale) | (Quality)

» Working Capital Lever: The massive divergence between PAT and Cash Flow is driven by the [100.86 Cr
one-off gain (hon-cash) and the [B22 Cr inventory acquired via the slump sale. The "Core" working capital
improved significantly (receivables -47 days), but the acquisition has temporarily clouded the consolidated
cash flow profile.

» Thesis Change: The thesis has shifted from a "Brand Play" to a "Vertical Integration Play." Success now
depends on manufacturing utilization and debt servicing, not just marketing and distribution.

STOP HERE.
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