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Company Overview:

Honasa Consumer Ltd is a leading digital-first Beauty and Personal Care (BPC) company in India in terms of revenue
from operations for FY23. Its product offering includes baby care, face care, body care, hair care, color cosmetics
and fragrances segment.

Its flagship brand Mamaearth is a toxin free, safe-to-use beauty product made from natural ingredients. In FY23,
Mamaearth registered revenue of Rs 10bn emerging as the fastest growing BPC brand in India. Other Brands
include The Derma Co., Aqualogica, Ayuga, BBlunt and Dr. Sheth’s.

In FY23, Mamaearth brand contributed 82% to total revenue, which has gradually reduced from 96% in FY21. Also,
in Q1FY24, the brands revenue mix reduced to 65% vs 83% in Q1FY23.

Within 6 years of operation, the company was able to achieve a value market share of 8.3% in face-wash category.

The company operates on an asset-light business model where manufacturing is outsourced offering them benefit
of economies of scale at small batch sizes while also providing flexibility to scale up production as needed.

Their offline channel revenue contribution increased from 18.6% in FY21 to 36.1% in FY23, showcasing their focus
to cater wider consumer base through general trade. Furthermore, as per Nielson’s Retail Measurement System,
for the period July 2023, the retail reach of the company stood over 154K outlets in India.

As of June 30, 2023, its brand agnostic, integrated supply chain comprises of 13 warehouses spread across seven
districts in India.

The company has 2 dedicated innovation centres in Gurugram, Haryana and Thane, Maharashtra to develop new
formulations and proposition in line with consumer trends.

Valuation and Outlook:

At the upper price band, the IPO is reasonably priced at a P/S of 7x on FY23 (post-issue), vs peers’ average of 7.7x
on FY23 revenue. Also on EV/Sales, the valuation seems reasonable with Honasa priced at 6.7x vs peers’ average
of 7.8x. Honasa Consumer is in the business of beauty and Personal care. The company is poised to grow on back of
rising specific needs and preferences of consumers within BPC category, brand recognition associated with natural
ingredients, distribution expansion particularly offline channels and improvement in profitable unit economics.
Thus we assign “Subscribe for Long Term” rating to the stock.

OCTOBER 31, 2023

Indsec Research is also available on www.indsec.com and Bloomberg RESP_ISFL <GO>, Thomson Reuters, Factset and Bluematrix
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Pre-issue and post-issue holding structure

Financial summary (Rs. Mn) FY21* | FY22 | FY23 |Q1FY23|Q2FY24 Pre-issue Post-issue*
Revenue 4,600 | 9,435 | 14,927 | 3,122 | 4,645 Shareholding pattern Holding (%) Holding (%)
EBITDA 272 115 228 -124 293
Promoter &
EBITDA margin (%) 592% | 1.21% | 1.52% |-3.98% | 6.31% 37.4 35.1
Promoter Group
Adj. PAT 290 144 37 -115 247
] ) Public 65.6 64.9
Adj. PAT margin (%) 6.31% | 1.53% | 0.25% | -3.69% | 5.32%
EV/Sales (Adj for issue) 6.7x Total 100.0 100.0
* Standalone Numbers * At upper price band
Honasa’s Business Model Honasa’s House of Brands
Our business model |ncubated/ . )
T Positioning
« (&"5 « Mamaearth Incubated 2016 Toxin-free beauty products made with natural
Continuous consumer ' ingredients
engagement driving brand Data and fech ecosystem The Derma Co Incubated 2020 Science-backed products powered with active
creation and Innovation il enabling contextualized ingredients.
engines S — Specialized skin care brand based on the science
Aqualogica Incubated 2021 of hydration- Products suited to Indian skin-
e N\ t
~ E ~ ypes
H\)NASA Avuga Incubated 2021 Ayurvedic beauty products in easy-to-use, mod-
yug ern formats for Indian millennials
vhs - Professional hair care and styling products ena-
ﬂ l@ L I [mmj Bblunt Acquired 2022 bling salon like experience at home. Also has a
Ty =H @ 00=0 salon business
. Bio-actives based skincare developed by three
» Dighalfrst ) Marketing Dr. Sheth Acquired 2022 generations of skin specialists
Purpose-driven Consumer-centric Agile contract omnichannel 10 =
brand bullding Innovation engine manufacturing distrbution millennials Momspresso Acquired 2021 Platform which enables content creation and
influencer marketing
Source: RHP Page 2
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Selling Shareholders

Selling Shareholder Shares (Mn) % of OFS % of Share % of shares held
Varun Alagh 3.2 6.8% 1.0% 3.0%
Ghazal Alagh 0.1 0.2% 0.0% 1.0%
Evolvence India Coinvest PCC 0.2 0.5% 0.1% 25.0%
Evolvence India Fund Il Ltd 0.9 1.8% 0.3% 25.0%
Fireside Ventures Fund 8 17.0% 2.6% 25.0%
Sofina 19.1 40.9% 6.2% 65.0%
Stellaris 12.8 27.2% 4.2% 43.0%
Kunal Bahl 0.8 1.7% 0.3% 33.0%
Rishabh Harsh Mariwala 0.5 1.0% 0.2% 5.0%
Rohit Kumar Bansal 0.8 1.7% 0.3% 33.0%
Shilpa Shetty Kundra 0.6 1.2% 0.2% 34.0%
Total 47.0 100.0% 15.4% -

Comparison with Peers

Rev2yrCAGR | OPMFY23 | ROE |  BVPS P/S (x) P/B (FY23) EV/SaIes (FY23)

Honasa Consumer Ltd* 80.1% 1.5% -23.6% 19.3 16.8

FSN E-Commerce 45.2% 5.0% 1.5% 4.8 7.3 28.7 7.8
Hindustan Unilever Ltd 13.5% 23.3% 20.1% 215.0 9.4 11.6 9.8
Dabur India 9.8% 18.8% 18.0% 53.3 7.7 10.1 8.1
Marico Ltd 10.2% 18.5% 33.4% 30.6 7.2 18.3 7.2
Emami Ltd 8.7% 25.1% 27.1% 52.4 6.4 9.5 6.4

* At upper price band

Source: RHP

Page 3



== INDSEC

—_——
Honasa Consumer Limited

Key Risks:

High dependance on Top 10 Products: The company’s top 10 products contribute around 28-30% of overall revenue. Any impact on sales of these products
could affect revenue growth and profitability.

“Mamaearth” significant revenue contributor. Honasa’s flagship brand Mamaearth’s significantly contributes to revenue. As on FY21, FY22 & FY23, the revenue
mix stood at 96.1%, 81.9% and 87.1% respectively. Any decrease in demand for this brand could adversely affect on business growth, profitability and cash
flows.

High presence marketplace: The company is regarded as one of the leading D2C brand in India. It also has presence in other online marketplaces. As on FY23,
revenue mix from online channel constituted ~60%. Any failure to maintain relationship with these marketplaces could negatively impact its product availability
and sales. Further, online channels may also hike sales commission to promote products online owing to high inflation. This is expected to materially impact
volume and value growth, expenses and profitability.

High competitive intensity: BPC category is characterized by high competition and continuously evolving consumer preferences. This could lead to loss of
market share and subsequently higher expenditure on advertisement and marketing. This could further drag profitability and business cash flow.

Material Outstanding Litigation: As on June 30, 2023, the outstanding litigation against the company stands at Rs 1,007mn which results in 7% of company’s
FY23 revenue. The decision ruled out against the company in these matters could material impact results of operations, cash flow and financial conditions.

Unfair trade practices: Honasa’s products are subject to counterfeiting, cloning, lookalike and passoff products. The sale of counterfeit, cloned and pass-off
products may result in heighted public reputation risk for the company along with possibility of legal and regulatory claims. This could adversely affect its
business performance.

Source: RHP Page 4
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Competitive Strengths:

Brand building capabilities & repeatable playbook: Honasa operates on customer-centric model. Over last 7 years, they have introduced new BPC
brands and products in their portfolio. This has been the key catalyst in the company’s journey to maintain existing customer as well as add new
customers. In FY23 and in Q1FY24, revenue from existing customers comprised of 43.2% and ~53% respectively. Further its brand building capabilities
have been strong replicating Mamaearth’s success across newer brands to scale them faster.

Consumer-centric product innovation: As highlighted earlier, the company operates on customer-centric model. Meaning they capture insights into consumer
needs and identify whitespaces and consumer trends faster. This effort is further bolster by the company’s in-house innovation team and contract manufacturing
system, enabling them to launch newer products and gain market share.

Digital-first omnichannel distribution: Honasa is the leading D2C BPC brand in India. Thereby its distribution is majorly led by digital presence (DTC and
e-commerce marketplaces). The company’s strategy to first incubate new brands on online channel, and then selectively introduce them in the offline channel
have enabled them to tap market trends accordingly.

Ability to drive growth and profitability: The company’s operates at a Gross margin level of 70-71% on account of its asset-light model (contract manufacturing).
Around 50-52% of the gross margin is annually invested behind Ad spends to drive growth. These investment is also expected to increase profitability and margins
once its product grabs material market shares. Also, driving product sales through offline channels vs online channels would further lead to improvement in
profitability. However, higher competition in the industry does put a limitation on margin expansion.

Business Strategies:

Expand distribution and awareness: Honasa aims to continuously acquire news consumers as well as retain customers to drive growth. For this purpose they will
continue to invest in brand building and marketing to drive awareness among consumers. Additionally, the focus is now towards offline channel which caters to
wider consumer base.

Incubate or acquire new engines of growth: They intend to incubate or acquire new brands across new value proposition and price points. This will enable them
to expand portfolio across full spectrum of BPC categories. They will continue to invest in identifying whitespaces coupled with new age brand building to achieve
sustainable growth.

Strengthen business efficiency: Honasa intend to continue driving growth for Flagship brand Mamaearth through offline channels. Through this it aims to deepen
brand connect, retain and acquire customers. As business scales, they also intend to derive benefits of economies of scale and strengthen all aspects of business
model including procurement and manufacturing, supply chain and distribution, advertising and promotional expenses, and operating expenses.

Source: RHP Page §
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Revenue from operations (Rs. Mn) Gross Margin
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Mamaearth’s Revenue Trend (Rs in Mn)

Other Brands Revenue Trend (Rs in Mn)
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Indian BPC Market Size (USS Bn)

India Online BPC Market (US$ Bn)
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Category Mix of BPC Market in India (USS$ Bn)

Online Penetration across BPC category
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INDSEC Rating Distribution

BUY : Expected total return of over 15% within the next 12-18 months.

HOLD : Expected total return between 0% to 15% within the next 12-18 months.
SELL : Expected total return is negative within the next 12-18 months.
NEUTRAL: No investment opinion, stock under review.

Note: Considering the current pandemic situation, the duration for the price target may vary depending on how the macro scenario plays out. Therefore, the duration which has been mentioned as a period of 12-18
months for upside/downside target may be higher for certain companies.

DISCLOSURE

DISCLOSURE
BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE (Equity, WDM segment), of NSEIL (Equity, WDM, Futures & Options and Currency Derivative segments) and has also secured membership of the MSEI Exchange (Currency
Derivative Segment) vide registration No. INZ000236731. ISFL is an AMFI Registered Mutual Fund Advisor (MRMFA) vide Registration Number 9194. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a
SEBI registered Portfolio Manager. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empaneled with most of the local financial institutions, insurance companies, banks and mutual
funds. ISFL has grown from being a medium size broking outfit to become one of the largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regulations, 1993 vide registration No. INPO00001892.
DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
®  No penalties have been imposed for any economic offence by any authority.
(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regulatory authority against the Company or its Directors, principal officers or em-
ployees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL/Research Analysts or their associates or their relatives do not have any financial interest in the subject company (ies);

. ISFL/Research Analysts or their associates or their relatives do not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] Directors may have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have any material conflict of interest in the subject company(ies) at the time of publication of this document;

(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in the past twelve months;
(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;

(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
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DISCLOSURE

GENERAL TERMS AND CONDITION/ DISCLAIMERS:

This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However, we do not guarantee its accuracy and the information may be incomplete
and condensed. Note however that, we have taken meticulous care to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for
its contents. The Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with management of the subject company (ies). All opinions, projec-
tions and estimates constitute the judgment of the author as of the date of this document and these, including any other information contained in this document, are subject to change without notice. Prices and availability of financial instru-
ments also are subject to change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information current. Also, there may be regulatory, compli-
ance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale securities mentioned in this document must take into account existing public
information on such security or any registered prospectus. The appropriateness of a particular investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies dis-
cussed in this document may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Each recipient of this document should make such investigations as it deems necessary to
arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved).

This document is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use
would be contrary to law, regulation or which would subject the company to any registration or licensing requirement within such jurisdiction. Further, this document is not directed or intended for distribution to the US taxpayers covered under
US Foreign Account Tax Compliance Act (FATCA) provisions. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or statements made herein are those of the analyst and do not necessarily
reflect those of the company. No matter contained in this document may be reproduced or copied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prose-

cution. The information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability whatsoever for the actions of third parties.

The research analyst(s) of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or securities. Analyst’s holding in the stocks mentioned in the Report:-NIL
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