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Dhanuka agritech reported a muted 1QFY20 performance, Sales/EBITDA  cpmp 7388

grew by 2.8/25.9% YoY to ¥ 2.19bn/200mn respectively. PAT de-grew by :

8.6% YoY to < 148mn. Results were below our estimates on all fronts. Gross Target / Upside X 526/36%

margins continue to be under pressure as rising prices of certain technicals ~ BSE Sensex 38,397

(Cartap Hydrochloride — technical for ‘Caldan’) could not be passed on.  NSE Nifty 11,419

Though gross margins saw a contraction of 110bps YoY to 34.1%, EBITDA - -

: - Scrip Details

margins expanded by 170 bps YoY owing to lower employee costs (down

7.9% YoY) and other expenses (down 7.1% YoY). Equity / FV % 95mn /X2
Market Cap < 18bn

New product launches to fuel growth US$ 268mn

Dhanuka Agritech launched Largo and Chempa in May-19. Largo is a :

Thripicide (Insecrticide) and offers control on Thrips on crops like Cotton aesweekhighifaw EZb e

and Chilli. Largo can also be used to control fall army worm in Maize. The  Avg. Volume (no) 24,227

management is witnessing strong interest from the farmer community for  NSE Symbol DHANUKA

Largo and expects Largo to be a growth driver for the company. Largo’s Teea @ DAGRI IN

placements are expected to pick up in 2QFY20. Dhanuka has also launched
Chempa which is a Paddy herbicide and will soon be launching APPLY for ~ Shareholding Pattern Jun'19(%)

Paddy in FY20. The management expects to launch 2 more insecticides and  promoters 75.3
1 bio nutrient in FY20. With new launches coming in, Dhanuka agritech is MF/Banks/Fls 12.0
expected to deliver sales growth of 9.4% YoY to ¥ 11.0bn in FY20. i 0.0
s .
Outlook and Valuation Public / Others 12.7

We are expecting Sales/EBITDA/PAT growth of 9.4/25.4/23.1% for FY20E
to ¥ 11.0/1.8/1.3bn. Dhanuka’s asset light business model (FY19 Asset Valuation (x)

turns: 1.5x), superior return ratios (ROE/RoCE: 17.7/16.5% in FY19 FY19A FY20E FY21E
expected to expanded by 170/200bps to 19.4/18.5% in FY21E) and launch

. . . P/E 16.4 133 11.8
of new products (6 new launches expected in FY20E including Chempa, /

Apply and Largo) are expected to drive growth. We wish to call out that EV/EBITDA 126 9.8 8.3
gross margins could be under pressure until the situation in China ROE (%) 17.7 20.0 19.4
stabilizes, this remains a key challenge. We are valuing Dhanuka agritech  poace (%) 17.1 19.3 19.0

16x FY21 EPS of ¥ 32.9, we believe that while a sharp recovery in Margins
and profitability is unlikely Dhanuka’s product launches and optimisation

of costs and dealer network could provide respite to earnings in FY21. We Estimates (% mn)

re-initiate coverage with a Buy rating and a target price of ¥ 526. FY19A FY20E FY21E
Revenue 10,058 11,005 12,401
EBITDA 1,460 1,831 2,069
Q1FY20 Result (X Mn)
I 5 5 = B % PAT 1,126 1,385 1,564
Particulars Q1FY 1FY1 YoY (% 4FY1 0Q (%
Revenue 2,190 2,130 2.8 1,927 13.6 EPS §) 237 291 329
Total Expense 1,990 1,971 1.0 1,597 24.6
EBITDA 200 159 25.9 330 (39.5) Analyst: Archit Joshi
Depreciation 27 31 (13.6) 30 (11.8) Tel: 49122 40969726
EBIT 173 128 355 300 (42.4) E-mail: architi@dolatcapital.com

Other Income 38 86 (56.1) 64 (41.6)

Associate: Privanka Sureka

Interest 2 2 2.1 3 (35.9) Tel: +91 22 40969751

EBT 208 211 35.5 361 (423)  E-mail: privankas@dolatcapital.com

Tax 60 49 22.5 93  (35.3)

RPAT 148 162 (8.6) 268 (44.7) Associate: Tejas Sonawane

APAT 148 162 (8.6) 268 (44.7) Tel: +91 22 40969792
(bps) (bps) E-mail: tejass@dolatcapital.com

Gross Margin (%) 34.1 35.2 (110) 42.0 (792)

EBITDA Margin (%) 9.1 7.4 167 17.1 (802)

NPM (%) 6.8 7.6 (84) 13.9 (713)

Tax Rate (%) 29.0 23.4 564 25.9 313 <

EBIT Margin (%) 7.9 6.0 191 15.6 (766) DOLATCAPITAL ~
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Higher raw material prices continue to dent margins

With the on-going environmental concerns in China, higher import prices of
technicals and generics have persistently challenged the industry’s ability to absorb
the RM inflation and to pass on to the farmer. ~20% of Dhanuka’s COGS has been
witnessing inflationary conditions, while ~30-40% of the prices have witnessed a
downfall and the remainder has been flattish. Prices of key technicals like Cartap
Hydrochloride that could not be passed on have kept Gross margins under check and
an immediate recovery in the ensuing quarters or for FY20 is unlikely.

Conference call highlights:

Business updates

Imported prices of key technical continue to dent margins, the management
does not expect any recovery in FY20 and expects Gross margins to be at the
same level as that of FY19.

Gross margins continued to be under pressure as rising prices of certain
technicals (Cartap Hydrochloride — technical for ‘Caldan’) could not be
passed on.

~20% of Dhanuka’s COGS has been witnessing inflationary conditions, while
~30-40% of the prices have witnessed a downfall and the remainder has
been flattish.

Volume growth was flat for Q1FY20.

Delay in sowing due to late onset of monsoon has resulted in postponement
of sales, the placement of key products is expected to be better in 2QFY20.

Due to the late arrival of monsoon, the farmers have found it prudent to
rotate their crops for better remuneration. The management believes that
the farmers are moving away from Paddy (which requires high moisture soil
content) to Oilseeds and Pulses (lower moisture soil content).

As per the management, if the farmers move towards sowing of Millets and
Sorghum, sales of Agro-chemicals could be impacted as the crops are not
intensive for agro-chemical investment.

Geography wise Sales Breakup in 1QFY20 - North — 31%, West — 46%, East —
10% and South — 13%.

Segment wise Sales breakup in 1QFY20 - Insecticide — 31%, Fungicide 12%,
Herbicide 50% and Others — 8%.

New Product Launches

Dhanuka Agritech launched Largo and Chempa in May-19. Largo is a
Thripicide (Insecrticide) and offers control on Thrips on crops like Cotton and
Chilli.

Largo can also be used to control fall army worm in Maize. The management
is witnessing strong interest from the farmer community for Largo and
expects Largo to be a growth driver for the company.

Largo’s placements are expected to pick up in 2QFY20. Dhanuka has also
launched Chempa which is a Paddy herbicide and will soon be launching
APPLY for Paddy in FY20.

The management expects to launch 2 more insecticides and 1 bio nutrient in
FY20. With new launches coming in, Dhanuka agritech is expected to deliver
sales growth of 9.4% YoY to ¥ 11.0bn in FY20.
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Financial Overview

Other expenses saw a decline of 7.1% to ¥ 311 mn due to savings in
employee related cost on the back of reduction in the total number of
employees.

Company has optimized its distribution channel by cutting down its
distribution partners from 8,500 to 7,000.

The company expects the Capex to be in the range of ¥ 30-50 mn for FY20.

The management mentioned that the promoters are expected to pledge
their shares to raise money for the recent acquisition of Orchid Pharma by
Dhanuka Laboratories.

Challenges

The industry is witnessing challenges in keeping the fall army worm at bay in
the Maize crop.

Fall army worm has entered Karnataka, Maharashtra and Andhra Pradesh
and has started harming the Maize acerage. The Fall army worm has also
started spreading to other parts of the country like Uttar Pradesh, Madhya
Pradesh and Bihar.

The government currently has recommended 4 products which can be used
to tackle Fall army worm out of which Dhanuka has 3 of the products in their
portfolio.
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Exhibit 1: Consolidated Revenues vs EBITDA Margin

4,500 A r 25
4,000 A 20
3,500 N 15
3,000 A 10
2,500 A
5
2,000 A
1,500 0
1,000 - (5)
500 (10)
0 - (15)
Vo] Vo] [(e} [(e] ~ ~ ~ ~ [ee] [ee] (o] (o] [e)} ()] o] [e)] o
— —l i — — i — — i i — -l —l — — —l o~
> > > > > > > > > > > > > > > > >
[N [N w [N [N w [N [N o [N [N [N w [N [N [N w
g 0 0 o o o o o o oo o o o o go o o
— o~ [22] < — o~ [22] < — o~ m < — o~ m < —
mmm Revenues (I mn) ——YoY Growth () ——EBITDA Margins (%)

Source: Company, DART

Exhibit 2: Geography Wise Revenue Breakup (Q1FY20) Exhibit 3: Segment Wise Revenue Breakup (Q1FY20)
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Exhibit 4: Kharif crop sowing as on 17-07-19 (mn hectare)
Crop Kharif-19 Kharif-18 % change
Rice 14.0 15.4 (9.4)
Pulses 6.2 7.4 (15.9)
Coarse Cereals 10.2 11.0 (7.4)
Oilseeds 11.1 11.9 (7.1)
Sugarcane 5.0 5.2 (3.9)
Jute & Mesta 0.7 0.7 (4.9)
Cotton 9.6 9.3 3.9
Total 56.7 60.9 (6.8)

Source: Company, DART
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Profit and Loss Account

(X Mn) FY18A FY19A FY20E FY21E
Revenue 9,626 10,058 11,005 12,401
Total Expense 7,966 8,598 9,174 10,332
COGS 5,622 6,167 6,455 7,272
Employees Cost 1,065 1,047 1,195 1,338
Other expenses 1,279 1,385 1,524 1,722
EBIDTA 1,661 1,460 1,831 2,069
Depreciation 142 123 141 157
EBIT 1,519 1,336 1,690 1,913
Interest 9 9 12 12
Other Income 160 212 207 213
Exc./ E.O. items 0 0 0 0
EBT 1,670 1,540 1,885 2,114
Tax 408 414 499 550
RPAT 1,262 1,126 1,385 1,564
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 1,262 1,126 1,385 1,564
B_alance Sheet

(X Mn) FY18A FY19A FY20E FY21E
Sources of Funds

Equity Capital 98 95 95 95
Minority Interest 0 0 0 0
Reserves & Surplus 6,235 6,327 7,369 8,561
Net Worth 6,334 6,422 7,464 8,656
Total Debt a7 222 122 122
Net Deferred Tax Liability 133 122 122 122
Total Capital Employed 6,514 6,766 7,708 8,900
Applications of Funds

Net Block 1,309 1,169 1,192 1,231
CWIP 1 10 50 50
Investments 895 898 898 898
Current Assets, Loans & Advances 6,022 6,277 7,291 8,635
Inventories 2,050 2,068 2,442 2,752
Receivables 2,080 2,187 2,442 2,752
Cash and Bank Balances 114 13 398 1,122
Loans and Advances 531 329 329 329
Other Current Assets 322 1,375 1,375 1,375
Less: Current Liabilities & Provisions 1,713 1,587 1,718 1,913
Payables 830 775 784 883
Other Current Liabilities 883 812 934 1,030
Net Current Assets 4,309 4,690 5,573 6,722
Total Assets 6,514 6,766 7,713 8,900

E — Estimates
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Important Ratios

Particulars FY18A FY19A FY20E FY21E
(A) Margins (%)

Gross Profit Margin 41.6 38.7 41.3 41.4
EBIDTA Margin 17.3 14.5 16.6 16.7
EBIT Margin 15.8 13.3 15.4 15.4
Tax rate 24.4 26.9 26.5 26.0
Net Profit Margin 13.1 11.2 12.6 12.6
(B) As Percentage of Net Sales (%)

COGS 58.4 61.3 58.7 58.6
Employee 11.1 10.4 109 10.8
Other 13.3 13.8 13.8 13.9
(C) Measure of Financial Status

Gross Debt / Equity 0.0 0.0 0.0 0.0
Interest Coverage 173.9 149.7 138.4 156.6
Inventory days 78 75 81 81
Debtors days 79 79 81 81
Average Cost of Debt 139 6.6 7.1 10.0
Payable days 31 28 26 26
Working Capital days 163 170 185 198
FAT/O 7.4 8.6 9.2 10.1
(D) Measures of Investment

AEPS (3) 26.5 23.7 29.1 32.9
CEPS () 29.5 26.3 32.1 36.2
DPS (3) 5.7 0.6 6.0 6.5
Dividend Payout (%) 21.4 2.5 20.6 19.8
BVPS (%) 133.1 135.0 156.9 181.9
ROANW (%) 21.8 17.7 20.0 19.4
ROACE (%) 213 17.1 19.3 19.0
ROAIC (%) 25.8 20.3 24.0 25.4
(E) Valuation Ratios

cMP (3) 388 388 388 388
P/E 14.6 16.4 13.3 11.8
Mcap (? Mn) 18,458 18,458 18,458 18,458
MCap/ Sales 1.9 1.8 1.7 1.5
EV 17,466 18,362 17,877 17,153
EV/Sales 1.8 1.8 1.6 1.4
EV/EBITDA 10.5 12.6 9.8 8.3
P/BV 2.9 2.9 2.5 2.1
Dividend Yield (%) 1.5 0.2 1.5 1.7
(F) Growth Rate (%)

Revenue 9.0 4.5 9.4 12.7
EBITDA (2.2) (12.1) 25.4 13.0
EBIT (2.0) (12.0) 26.5 13.2
PBT (2.6) (7.8) 224 12.1
APAT 3.5 (10.8) 23.1 12.9
EPS 3.5 (10.8) 23.1 12.9
Cash Flow

(? Mn) FY18A FY19A FY20E FY21E
CFO 1,512 215 1,040 1,308
CFI (474) 18 (200) (200)
CFF (216) (954) (456) (384)
FCFF 1,443 223 840 1,108
Opening Cash 217 1,039 318 703
Closing Cash 1,039 318 703 1,427

E — Estimates
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DART RATING MATRIX

Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell < 0%
Rating and Target Price History
@ _ Month Rating TP R) Price (%)
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DART Team
Purvag Shah Managing Director purvag@dolatcapital.com  +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745
CONTACT DETAILS
Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com  +9122 4096 9709
Kartik Sadagopan VP - Equity Sales kartiks@dolatcapital.com +9122 4096 9762
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Ashwani Kandoi AVP — Equity Sales ashwanik@dolatcapital.com +9122 4096 9725
Lekha Nahar Manager — Equity Sales lekhan@dolatcapital.com +9122 4096 9740
Equity Trading Designation E-mail
P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta Asia Head Derivatives kartikm@dolatcapital.com +9122 4096 9715
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

1. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
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company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. This report 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 Dolat Capital Market
Private Limited. and/or its affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein
may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of
the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance
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In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct
certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo
or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.

Dolat Capital Market Private Limited.

Corporate Identity Number: U65990DD1993PTC009797
Member: BSE Limited and National Stock Exchange of India Limited.
SEBI Registration No: BSE - INB010710052 & INFO10710052, NSE - INB230710031& INF230710031, Research: INHO00000685
Registered office: Office No. 141, Centre Point, Somnath, Daman — 396 210, Daman & Diu
Board: +9122 40969700 | Fax: +9122 22651278 | Email: research@dolatcapital.com | www.dolatresearch.com

Our Research reports are also available on Reuters, Thomson Publishers, DowJones and Bloomberg (DCML <GO>)



