B GEOIT

PEOPLE YOU PROSPER WITH

RETAIL EQUITY RESEARCH
Honasa Consumer Ltd.

Beauty & Personal Care

SENSEX: 64,113
NIFTY: 19,141

A leading digital first BPC company in India.....

Honasa Consumer Ltd. (Honasa), established in 2016, is a leading digital-first beauty
and personal care (BPC) company in India in terms of revenue in FY23. The brand
portfolio offers a diverse array of products in various segments, such as baby care, face
care, body care, hair care, colour cosmetics, and fragrances. Their in-house brand
portfolio includes popular names like Mamaearth, The Derma Co., Aqualogica, and
Ayuga. Additionally, Honasa has also acquired companies, such as BBlunt and Dr.
Sheth's to expand its product offerings. As of June 30, 2023, the offline distribution
includes 85 exclusive brand outlets (EBOs) in India.

The India BPC products market is expected to grow at ~11% CAGR to $33bn over
FY22-27E, led by premiumization, a focus on facecare and make-up, brand
consciousness, and digital penetration.

The online BPC market (currently sized at US$3 bn), is expected to grow at 29%
annually to ~ US$11bn by 2027, translating to an online penetration of 34%.

Revenue from operations grew at a CAGR of ~80% to Rs. 1,493cr over FY21-23,
surpassing the median revenue CAGR of ~28% of other BPC companies, driven by an
increase in volumes.

Mamaearth, its flagship brand, achieved a significant milestone by becoming the
fastest-growing BPC brand in India as of FY23, reaching an annual revenue of Rs.
1,000cr within just six years of its launch.

In FY23, Honasa outperformed the BPC industry by launching 5.7 times more new
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Products/SKUs, driving growth. The same continued in Q1FY24 with the lreshlssue 3650
introduction of 109 new SKUs, leading to a revenue increase of 25.5% YoY. OFsS 1336.4
. . . . Total I 1,701.4
e The revenue share from the more profitable offline channel has risen from ~19% in otalissue
FY21 to ~33% in Q1FY24 and intend to continue this trajectory to improve the mm
overall margin profile.
g P . . . Promoter & Promo. Group 38.0 35.0
e Although high advertising expenses and promotions may affect margins and Public & others 62.0 65.0
profitability, the declining trend from ~39% in FY21 to 35% in FY23 offers some ' :
relief. Total 100.0 100.0
e The company intends to open new Mamaearth EBOs (Exclusive Brand Outlets) dlocaiionl(Zs)
across a mix of mall stores and high-street outlets in India. The company has also  Retail 10 170.0
identified expansion opportunities in priority markets such as the United Arab Non-Institutional 15 255.0
Emirates, Nepal, and Bangladesh, both organically and through strategic QIB 75 1275.0
acquisitions. Employee Reservation = 1.0
e At the upper price band of Rs.324, Honasa is available at a Mcap/sales of 5.6x
. P 3. . . .. . Total 100 1,701.4
(FY24E annualised), which is appears to be expensive. Considering its strong topline
growth, d_ec_rea_smg trend of Ad spends,_ expa:lsmn p!anf, as_set light business mod_el
and promising industry outlook, we assign a “Subscribe” rating on a long-term basis.
Purpose of IPO Sales 943.5 1,492.7 464.5
urp Growth (%) 105.1 58.2 18.8
The IPO consists of a fresh issue of Rs.365cr and an OFS (offer for sale) of Rs. 1,334cr. The
) . . . . EBITDA 11.5 22.8 29.3
proceeds from its fresh issuance worth Rs.182cr will be utilised for advertisement expenses, _
Rs.21cr will be utilised for capital expenditure for setting up new EBOs (exclusive brand  Margin(%) = 15 o
outlets), Rs.26c¢r for investment in its subsidiary (BBlunt), and the remaining will be used for PAT Adj. 14.4 -151 98.9
general corporate purposes and unidentified inorganic acquisitions. Growth (%)
e Dependent on third-party manufacturers, with the top 3 contributing around 52% of the Mcap/Sales __ sl 5.6*
total purchase value of traded goods in FY23. P/B (x) 14.8 17.2 10.4*
e  ~82% of FY23 operational revenue is from the flagship Mamaearth brand. RoE (%) 2. = -
® Increasing competition from other players. *Annualised
Peer Valuation
Company MCap(Xcr) Sales(Xcr) EBITDA(%) PAT (%) EPS(X) RoE (%) Mcap/Sales P/E(x) P/BV(x) CMP(R)
Honasa Consumer 10,424 1,493 15 -10.1 -4.7 -24.9 7.0 -69.1 17.2 324
FSN-Ecommerce 39,954 5116 5.0 0.4 0.1 1.4 7.8 - 29.0 140
Marico Ltd 69,751 9,764 18.5 13 10 36.4 7.1 55.6 18.2 537
Godrej Consumer 99,167 13,199 18.4 13 17 13.4 7.5 57.9 7.1 964

Source: Geojit Research, Bloomberg; Valuations of Honasa are based on upper end of the price band (post issue), Financials as per FY23 consolidated.
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Business Description:

These brands are being developed to embrace a new era of beauty and personal care, emphasizing a sense of purpose, technology-driven
innovation, and a keen focus on meeting the ever-evolving demands of the consumer. They offer a wide array of products, including natu-
ral personal care, scientifically supported skincare solutions, and modern Ayurvedic interpretations. Each brand is uniquely designed for
millennials. Their in-house brand portfolio includes popular names like Mamaearth, The Derma Co., Aqualogica, and Ayuga. In addition to
these, Honasa has also strategically acquired companies, such as BBlunt (offering products and services) and Dr. Sheth's (a dermatologist-
formulated skincare brand), to expand its offerings.

Key strengths:
¢ Brand building capabilities and repeatable playbooks

Over FY21 to FY23, the Mamaearth brand saw a steady increase in revenue from existing customers through the DTC channel, ranging
from 38.5% to 63.2%. In FY23, Honasa surpassed industry standards by launching 5.7 times more new products than the BPC industry
median, highlighting the strength in innovation and brand development, which has been pivotal to their ongoing success. (As per RedSeer
report). Their success with Mamaearth brand has empowered them to establish a brand building playbook, which is employed for newer
brands. This playbook encompasses innovation, distribution, marketing, and customer engagement, enabling a consistent and successful
introduction of new brands to the market. Through the utilization of these playbooks, they have established a demonstrated history of
successfully introducing new brands to the market. Brands introduced or acquired after Mamaearth have particularly thrived under the
guidance of these playbooks, achieving accelerated growth in comparison to their pre-existing brands.

0  Consumer-centric product innovation

Product innovation, underpinned by their continuous consumer listening and engagement model, stands out as a key strength of their
business. Over the past seven years, they have established multiple tools and capabilities focused on capturing insights into consumer
needs, swiftly identifying market gaps, and staying attuned to evolving consumer trends. Key innovation tools are social listening, online
competitive intelligence, and user conversational research. Incorporating consumer insights into their product development strategy,
they have successfully identified and capitalized on emerging trends. This approach has led to significant market share gains in crucial
categories and niche markets. For instance, Mamaearth emerged as the leading brand in onion and ubtan-based beauty products in terms
of revenue for FY 2023, according to the RedSeer Report. Additionally, in just six years, Mamaearth captured an impressive 8.3% market
share in the face-wash category in India in 2022.

Their innovation and manufacturing system have effectively reduced the time required to introduce new products. This has led to the
creation of new SKUs and products across all their brands in the Indian BPC market, as illustrated in the table below.

For the three|For the three|For the vyear|For the year|For the year
months period | months period | ended March [ended March|ended March
ended June 30, | ended June 30, | 31, 2023 31,2022 31,2021
2023 2022

New SKUs (across all our brands) introduced in | 109 137 301 159 126

the BPC market in India

Contribution of new SKUs (across all our brands) |399.46 337.53 2,793.68 1,989.61 1,391.94

mtroduced in the BPC market in India towards

revenue from operations (2 in millions)

Contribution of new SKUs (across all our brands) | 25.46% N/A 56.58% 42.17% N/A

introduced in the BPC market in India towards

absolute increase in revenue from operations

during the period, as compared to the preceding

corresponding period (%)

New products (across all our brands) launched in |89 121 252 122 91

the BPC market in India

Source: RHP, Geojit Research

They partner with leading third-party ingredient suppliers to discover emerging innovations and co-create new products. Their manufac-
turing model emphasizes an asset-light approach through contract manufacturing. During the period ending June 30, 2023, they collabo-
rated with 37 contract manufacturers. This strategy allows them to benefit from economies of scale, even with smaller batch sizes, and
offers the flexibility to scale up production as needed.

Digital-first omnichannel distribution

Their omnichannel network provides a wide-reaching presence across multiple consumer touchpoints, ensuring they can serve their cus-
tomers regardless of where they choose to shop. Their distribution strategy is primarily driven by their digital presence, encompassing
direct-to-consumer (DTC) channels and e-commerce marketplaces. The revenue derived from these channels is detailed in the table be-

low. For the three|For the three|For the year|For the year|For the year
months period | months period |ended March|ended March|ended March
ended June 30, | ended June 30, | 31, 2023 31,2022 31,2021
2023 2022
Revenue derived from DTC and e-commerce |2,973.18 1.962.65 8.861.04 6,595.34 3,742.93
marketplaces (T in millions)
Revenue derived from DTC and e-commerce |64.01% 62.86% 59.36% 69.91% 81.37%

marketplaces, as a percentage of our total revenue
from operations from all our brands (including
sale of services) (%)

Source: RHP, Geojit Research

According to the RedSeer Report, Honasa has established scale across both online and offline channels and recorded the highest revenue
from offline channels among digital-first BPC companies in India in FY23. The company has adopted a digital-first approach to their distri-
bution strategy wherein, they first incubate new brands on online channel, and then selectively introduce them in the offline channel.
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Data-driven contextualized marketing

Their consumer engagement and marketing expertise have resulted in a robust customer retention funnel for their Mamaearth brand.
Notably, a significant portion of their revenue from operations, specifically 38.51%, 43.15%, 56.90%, 52.65%, and 63.20%, during Finan-
cial Year 2021, 2022, and 2023, as well as the three-month periods ending June 30, 2022, and June 30, 2023, from the DTC channel, is
attributed to existing customers.

Ability to drive growth and profitability in a capital efficient manner.

In terms of revenue from operations for the Financial Year 2023, they hold the position of being the largest digital-first BPC company in
India, according to the RedSeer Report. Their revenue has seen substantial growth, with a Compound Annual Growth Rate (CAGR) of
80.14% between Financial Years 2021 and 2023. This impressive expansion took them from 34,599.90 million in Financial Year 2021 to
314,927.48 million in Financial Year 2023, significantly outpacing the median revenue CAGR of 28.00% for other BPC companies with
available data during the same period, as indicated in the RedSeer Report. Furthermore, their growth is primarily attributed to an in-
crease in sales volumes.

Key strategies:

e  (Continue to improve brand awareness.

e  Continue to expand offline footprint in general and modern trade retail channels to reach a larger customer base.
e  Launch new brands and continue to drive product innovations across existing brands.

e  Develop new channels and strengthen omni-channel strategy.

e  Selectively expand into new markets.

e  Optimize channel mix for the flagship brand, Mamaearth.

e Drive scale benefits from core business.

e  Strengthen technology and data capabilities to drive business efficiencies.

Industry Outlook

The market for BPC products in India is expected to grow from approximately US$ 20 billion in 2022 to approximately US$ 33 billion in
2027 ata CAGR of approximately 11%, which is among the highest within the broader retail categories and faster than other retail catego-
ries in India during this period. The BPC products market in India is undergoing a fundamental re-industrialization owing to the conver-
gence of technology, demographic dividend, and growing consumer aspirations. The BPC products market lends itself well to digital pene-
tration and the online BPC market, which is currently sized as US$ 3 billion, is expected to grow at 29% annually to be around US$ 11 bil-
lion by 2027, translating to an online penetration of 34%.

Promoter & Promoter group

The Promoters of the company are Mr. Varun Alagh and Mrs. Ghazal Alagh. As on the date of this red herring prospectus, the promoters,
in aggregate, hold 116,801,850 equity shares in the company, representing 37.35% of the issued, subscribed and paid-up equity share
capital of the company, on a fully diluted basis.

As on the date of this red herring prospectus the Board has six directors comprising of two Whole-time Directors, one Non-Executive Di-
rector and three Independent Directors, including one woman Independent Director.

Brief Biographies of Directors

e  Varun Alagh, is one of the promoters of the company. He is the Chairman, Whole-time Director and the Chief Executive Officer of the
company.

e Ghazal Alagh, is one of the promoters of the company. She is a Whole-time Director and the Chief Innovation Officer of the company.

e Ishaan Mittal, is a Non-Executive Director of the company and a nominee of Peak XV and Sequoia Capital on the Board.

e Vivek Gambhir, is an Independent Director of the company

e  Subramaniam Somasundaram, is an Independent Director of the company.

e Namita Gupta, is as Independent Director of the company.
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CONSOLIDATED FINANCIALS

PROFIT & LOSS

1,492.7

Sales

% change
EBITDA

% change
Depreciation
EBIT

Interest

Other Income
Exceptional items
PBT

% change

Tax

Tax Rate (%)
Reported PAT
Adj

Adj. PAT

% change

Post issue No. of shares (cr)
Adj EPS (Rs)

% change

CASH FLOW

PBT Adj.
Non-operating & non
cash adj.

Changes in W.C
C.F.Operating
Capital expenditure
Change in investment
Sale of investment
Other invest.CF

C.F - investing
Issue of equity
Issue/repay debt
Dividends paid
Other finance.CF

C.F - Financing
Change. in cash
Opening Cash
Closing cash

943.5
105.1
11.5
-101.0
6.9
4.6
3.0
20.9
22.4
-102
8.0
36
14.4

14.4
-101
32.2
0.4
-101

22.4
10.3

11.9
44.6
-222.2
-119.6
-158.0
-499.8
0.1
480.7

480.8
25.6
48
30.4

58.2
22.8
99
25.0
-2.2
6.7
22.5
-155
-141
-728
9L
-7
-151

-151

82
-4.7

-141.0
206.7

-117.3
-51.6
-58.5

-149.6
250.9
42.9

4.9
-19.0

-14.1

-22.8
27.4
4.6

464.5

29.3
6.5
22.8
1.5
12.6

34

9.2
27
24.7

24.7

52
0.8

34.0
7.6

7.1
48.7
-1
-63.7
21.74

-42.7

-6

-6.4
-0.4

4.65
4.2

BALANCE SHEET

Cash

Accounts Receivable
Inventories

Other Cur. Assets
Investments

Deff. Tax Assets
Net Fixed Assets
CWIP

Intangible Assets
Other Assets

Total Assets
Current Liabilities
Provisions

Debt Funds

Other Fin. Labilities
Deferred Tax liability
Equity Capital
Reserves & Surplus
Shareholder’s Fund
Total Liabilities
BVPS (Rs)

RATIOS

87.7
72.8
65.9
37.2
423.1
4.9
57.6

285.9
1035

182.4
74.4
59.6
13.0

1,792.9
-1,087.3
705.6
1,035
21.9

68.1
127.7
113.9

60.7
339.0

4.1

96.0

156.4
0.4

966
215.5

11.5

92.2

37.3

36.9

1,929.3
-1,323.4
605.9

966

18.8

77.0
138.6
141.4

76.5
383.2

4.3

71.1

156.0
0.1
1048
294.4

13.7

67.9

28.3

5.5
1,929.3
-1,291.0
638.3
1,048
19.8

Profitab. & Return
EBITDA margin (%)
EBIT margin (%)
Net profit mgn.(%)
ROE (%)

ROCE (%)

W.C & Liquidity
Receivables (days)
Inventory (days)
Payables (days)
Current ratio (x)
Quick ratio (x)
Turnover &Levg.
Net asset T.O (x)
Total asset T.O (x)
Int. covge. ratio (x)
Adj. debt/equity (x)
Valuation ratios
EV/Sales (x)
EV/EBITDA (x)
P/E (x)

P/BV (x)

*Annualised

1.2
0.5
1.5
2.0
3.4

21
69
66
2.7
0.9

24.0
1.4
1.5
0.1

111
914.9
721.8

14.8

1.5
-0.1
-10.1
-249
-19.7

25
73
48
3.1
0.9

19.4
1.5
-0.3
0.2

7.0
462.0
-69.1

17.2

6.3
4.9
5.3
39
3.4

20
81
52
2.7
0.7

6.5
0.4
155
0.1

5.6*
358
421.8
10.4
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DISCLAIMER & DISCLOSURES

Certification

We, Sheen G and Rajeev T, author of this Report, hereby certify that all the views expressed in this research report reflect our personal views about any or
all of the subject issuer or securities. This report has been prepared by the Research Team of Geojit Financial Services Limited, hereinafter referred to as
Geojit.

For General disclosures and disclaimer: Please Visit : https: //www.geojit.com/research-disclosures#fundamental-research

CRISIL has provided research support in preparation of this research report and the investment rational contained herein along with financial forecast. The
target price and recommendation provided in the report are strictly Geojit’s views and are NOT PROVIDED by CRISIL. Further, CRISIL expresses no opinion
on valuation and the associated recommendations. CRISIL has no financial liability whatsoever, to the subscribers / users of this report.

Regulatory Disclosures:

Group companies of Geojit Financial Services Limited are Geojit Technologies Private Limited (Software Solutions provider), Geojit Credits Private Limited
(NBFC), Geojit Investment Limited (financial Services Company ( yet to start operations)), Geojit Techloan Private Ltd( P2P lending (yet to start opera-
tions)), Geojit IFSC Ltd ( a company incorporated under IFSC Regulations( yet to start operations)), Qurum Business Group Geojit Securities LLC ( a joint
venture in Oman engaged in Financial Services ), Barjeel Geojit Financial Services LLC (a joint venture in UAE engaged in Financial Services), Aloula Geojit
Capital Company (a joint venture in Saudi Arabia (Under Liquidation)) and BBK Geojit Securities Co. K.S.C.C (a subsidiary in Kuwait-engaged in Financial
services ). In the context of the SEBI Regulations on Research Analysts (2014), Geojit affirms that we are a SEBI registered Research Entity and in the course
of our business as a stock market intermediary, we issue research reports /research analysis etc. that are prepared by our Research Analysts. We also af-
firm and undertake that no disciplinary action has been taken against us or our Analysts in connection with our business activities.

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be considered by the reader
before making an investment decision:

1. Disclosures regarding Ownership:

Geojit confirms that:

It/its associates have no financial interest or any other material conflict in relation to the subject company (ies) covered herein.
It/its associates have no actual beneficial ownership of 1% or more in relation to the subject company (ies) covered herein.
Further, the Analyst confirms that:

(i) He, his associates and his relatives have no financial interest in the subject company (ies) covered herein, and they have no other material conflict in the
subject company.

(ii) He, his associates and his relatives have no actual/beneficial ownership of 1% or more in the subject company covered.

2. Disclosures regarding Compensation:

During the past 12 months, Geojit or its Associates:

(a) Have not received any compensation from the subject company; (b) Have not managed or co-managed public offering of securities for the subject com-
pany (c) Have not received any compensation for investment banking or merchant banking or brokerage services from the subject company. (d) Have not
received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company
(e) Have not received any compensation or other benefits from the subject company or third party in connection with the research report (f) The subject
company is / was not a client during twelve months preceding the date of distribution of the research report.

3. Disclosure by Geojit regarding the compensation paid to its Research Analyst:

Geojit hereby confirms that no part of the compensation paid to the persons employed by it as Research Analysts is based on any specific brokerage ser-
vices or transactions pertaining to trading in securities of companies contained in the Research Reports.

4. Disclosure regarding the Research Analyst’s connection with the subject company:

It is affirmed that we, Sheen G and Rajeev T, Research Analyst (s) of Geojit have not served as an officer, director or employee of the subject company

5. Disclosure regarding Market Making activity:

Neither Geojit/its Analysts have engaged in market making activities for the subject company.

6. “Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee performance of the intermediary or
provide any assurance of returns to investors.”

7. Standard Warning: “Investment in securities market are subject to market risks. Read all the related documents carefully
before investing.”

Please ensure that you have read the “Risk Disclosure Documents for Capital Market and Derivatives Segments” as prescribed by the Securities and Ex-
change Board of India before investing.

Geojit Financial Services Ltd. Registered Office: 34/659-P, Civil Line Road, Padivattom, Kochi-682024, Kerala, India. Phone: +91 484-2901000, Website:
www.geojit.com. For investor queries: customercare@geojit.com. Compliance officer: Ms. Indu K. Address: Geojit Financial Services Limited, 34/659 P,
Civil Lane Road, Padivattom, Kochi - 682024; Phone: +91 484-2901367; Email: compliance@geojit.com. For grievances: Grievance Officer: Mr Nitin K;
Address: Geojit Financial Services Limited,34/659 P, Civil Lane Road, Padivattom, Kochi - 682024; Phone: +91 484-2901363; Email: grievanc-
es@geojit.com. Corporate Identity Number: L67120KL1994PLC008403, SEBI Stock Broker Registration No INZ000104737, Research Entity SEBI Reg No:
INH200000345, Investment Adviser SEBI Reg No: INA200002817, Portfolio Manager: INP000003203, Depository Participant: IN-DP-325-2017, ARN
Regn.Nos:0098, IRDA Corporate Agent (Composite) No.: CA0226.
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