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* Neogen Chemicals Ltd. (NEOGEN) recently signed a landmark agreement
with MU lonic Solutions Corporation (MUIS), Japan, to acquire manufacturing Market Cap (Rs. Crs) 1312
technology license for electrolytes in India, making it the only manufacturer of Market Cap ($ Mn) 518.20
Lithium electrolytes in the India with license to manufacture electrolyte
materials using globally acclaimed technology and Plant Design. Effectively | | Shares O/S (in Crs) 249
this will present NEOGEN with a first mover advantage and build a strong Avg, Volume (3 month) 44,990
brand. Under the agreement, a capacity of up to 30,000 MTPA is expected fo
start commercial production in 2025. Its products would be substitutes for 52-Week Range (Rs.) 1,780 /1,128

imports and qualify under the Advance Chemical Chemistry — Battery PLI
scheme of the government.

« The management of NEOGEN has heavily invested in capacity expansion: Shareho]ding Pattern

e A brownfield speciality chemicals project was announced having capacity
of 60,000 Litres (60 m3), of which 31m3 was commissioned in Q4FY23. The
balance 29 m3 will be operational by Q4FY24. Flls 4.30

e Capacity expansion for the inorganic chemical segment to 2,400 MT (30
m3) was completed in Q4FY23.

e NEOGEN incorporated a wholly owned subsidiary Neogen lonics for the Others (incl. body corporate) 15.63
battery chemicals business fo distinguish capex and showcase new
business. Further, 400 MT (92 m3) for manufacturing lithium electrolyte salts
and additives is expected to be commissioned by Q2FY24. o

e A plant for manufacturing 1,000 MT of electrolytes (under the MUIS Key Ratios ‘
agreement) at Dahej facility is expected to be ready before Q3FY24.

« Capacity expansion has enabled it fo achieve backward integration | | PV Yield (%) 017
which would boost margins. TTM PE (x) 85.8

Promoters 60.18

Institutions 19.87

e During FY23, NEOGEN Completed acquisition of BuLi Chemicals India Pvt. Ltd.,
which enables it to manufacture key complex value accretive advanced
intermediates and custom synthesis manufacturing (CSM) for customers. In TTM EPS (Rs.) 20.20
QITFY24, it has commenced commercial production and sales under NEOGEN.

ROE (%) 10.84

*  Management of NEOGEN has given a revenue guidance for FY25E / FY26E to

be Rs. 900 crs / 1,050 crs for the existing businesses. Revenue guidance for the Stock Performance
battery chemicals business is set at Rs. 1,200 crs by FY27E with possible revisions

based on the MUIS agreement. Performance (%) M 6M 1Yr
o . ABSOLUTE 9.7 20.9 14.0
Financials
e QIFY24 saw a muted increase in revenue of 15% Y-o-Y to Rs. 170 crs, due to RELATIVE 19 150 159
seaonality effects. Another factor which led to slow growth was the fall in 325
lithium prices, causing an underperformance in the inorganic segment which
saw a 25% Y-o-Y decline. 275
225
Particulars FY20 FY21 FY22 FY23 FY24E 175
Revenue (Rs. in Crs) 306.22 | 336.55 | 488.32 | 690.63 | 768.52
EBITDA (Rs. in Crs) 58.15| 6450 | 87.66 | 11607 | 146.02 125
Adj. PAT (Rs. in Crs) 28.66 31.33 44.63 49.97 67.52 75 . — ——
Adj. EPS (Rs.) 12.28 13.43 1789 | 2004 | 27.08 S8R FFRIFFTFIAY
PE Multiple (x) 28.59 64.36 97.51 64.03 80.00 882328832 3238832 3
RoE (%) 25.31 18.47 14.34 10.84 12.13 = NEOGEN == NIFTYSMALL




e EBITDA Margin for Q1FY24, saw a jump of 133 bps Q-0-Q and 64 bps Y-o-Y to
17.31%, which is the highest since Q3FY22. The expansion in margin was on
account of higher contribution from the high margin CSM business and as Buli
Chem ramps up production, there is ample headroom for EBITDA margin to
expand in the range of 19-20% over the coming quarters.

e PAT for the quarter witnessed a contraction of 12% Y-o-Y coming in at Rs. 9.73
crs on account of higher finance costs and depreciation associated with the
on-going expansion activities. There were also initial one-time expenditures
associated with BuLi Chem and Neogen lonics.

Key Business Highlights

e NEOGEN is a specialty chemical manufacturing company, founded by Mr.

Haridas Kanani, a chemical engineer from Indian Institute of Technology (IIT),
Mumbai, having over 3 decades of experience in Bromine based
compounds, Grignard Reagents and Inorganic Lithium Salts. Specialty
chemicals product offerings are used in pharmaceutical and agrochemical
intermediates aroma chemicals, flavours and fragrances in India.

e Neogen lonic made its first commercial sale of trial quantities of electrolyte.

e There are active discussion with 3-4 Indian cell manufacturers where

commercial  terms including discussion around memorandum  of

understanding (MOU) are being considered by NEOGEN.

Further, NEOGEN is engaged with more than 10 internationals potential
customers for Lithium Salts.

Valuation

As the effects of the dumping of cheap chemical by China has begun receding,
prices of key chemicals is expected to stabilize for NEOGEN. Further, H2 is a
historically strong earning period and we expect earnings to pickup momenfum.
Currently, NEOGEN is frading at a TTM PE / EBITDA multiple of 85.8x / 38.5x against
a 5-year median PE / EBITDA multiple of 65.1x / 33.3x. When compared fo Industry
PE / EBITDA multiple of 37x / 18.7x, there appears a significant premium.

Our understanding is, a recovery in the agrochemical business will add fo the
growth in FY24. The primary drivers for growth marked by the management is, 1)
growth capex, 2) incremental contribution from Buli Chem, 3) commerialization
of the battery business and sound execution capabilities. Therefore, this
valuation premium is justified.

Therefore, we assign a BUY raing to NEOGEN with a target price of Rs. 2,166,
implying a upside of 25%+.

Risk & Concern

Management has been unable to improve the working capital cycle, which
hinders its ability fo generate Free Cash Flow.

Shift of the government’s focus to promote other green mobility fechnologies.
Lower redlization due to extended dumping of cheaper chemical by China.

Volatility in the prices of Lithium.

Graphs & Charts
Figure 1: Total Revenue (Rs. in Crs) (FY23)
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Flgure 2: EBITDA & Margins Trend (FY23)
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Figure 3: Segment-wise Revenue (Q1FY24)
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Disclosure: M/s. Bonanza Portfolio Ltd here by declares that views expressed in this report accurately reflect view point with subject to
companies/securities. M/s. Bonanza Porffolio Ltd has taken reasonable care to achieve and maintain independence and objectivity
in making any recommendations. The Analysts engaged in preparation of this Report or his/her relative: - (a) do not have any financial
interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the subject company
menfioned in the report as of the last day of the month preceding the publication of the research report; (c) do not have any material
conflict of interest at the fime of publication of the Report. The Analysts engaged in preparation of this Report:- (a) have not received
any compensation from the subject company in the past twelve months; (b) have not managed or co-managed public offering of
securities for the subject company in the past twelve months; (c)have not received any compensation for investment banking or
merchant banking or brokerage services from the subject company in the past twelve months; (d) have not received any
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months; (e) has not received any compensation or other benefits from the subject company or third party
in connection with the Report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in
market making activity for the subject company.

M/s. Bonanza Portfolio Ltd is a registered Research Analyst under the regulation of SEBI, the year 2014. The Regn No. INH100001666 and
research analyst engaged in preparing reports is qualified as per the regulation's provision.

Disclaimer: This research report has been published by M/s. Bonanza portfolio Ltd and is meant solely for use by the recipient and is not
for circulation. This document is for information purposes only and information / opinions / views are not meant to serve as a
professional investment guide for the readers. Reasonable care has been taken to ensure that information given at the time believed
to be fair and correct and opinions based thereupon are reasonable, due to the nature of research it cannot be warranted or
represented that it is accurate or complete and it should not be relied upon as such. If this report is inadvertently send or has reached
to any individual, same may be ignored and brought to the attention of the sender. Preparation of this research report does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Past performance is not a guide for future performance. This Report has been prepared on the basis of publicly
available information, internally developed data and other sources believed by Bonanza portfolio Ltd to be reliable. This report should
not be taken as the only base for any market transaction; however this data is representation of one of the support document among
other market risk criterion. The market participant can have an idea of risk involved to use this information as the only source for any
market related activity. The distribution of this report in definite jurisdictions may be restricted by law, and persons in whose custody this
report comes, should observe, any such restrictions. The revelation of interest statements integrated in this analysis are provided
exclusively to improve & enhance the transparency and should not be freated as endorsement of the views expressed in the analysis.
The price and value of the investments referred to in this report and the income from them may go down as well as up. Bonanza
portfolio Ltd or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy,
completeness, adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the
disclosures and opinions given are fair and reasonable, none of the directors, employees, affiliates or representatives of M/s. Bonanza
portfolio Ltd shall be liable. Research report may differ between M/s. Bonanza portfolio Ltd RAs and other companies on account of
differences in, personal judgment and difference in time horizons for which recommendations are made. Research entity has not
been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or
employee of the subject company. Research analyst have not received any compensation/benefits from the Subject Company or
third party in connection with the research report.
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