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Nanoco Group

Further progress, but adoption slow

Nanoco’s commercial ramp looks set to start this calendar year, and
interest has increased since the European Commission’s (EC) ruling.
However, the pathway to commercial volumes is still slower than
anticipated and we are therefore substantially reducing our FY18
estimates. The market opportunity is still significant and we believe
Nanoco’s competitive position should ultimately support strong growth
and margins, although visibility in the early revenue ramp is inevitably low.

Year Revenue PBT* EPS* DPS EVisales PIE
end (Em) (Em) (p) (p) (x) (x)
07/16 0.5 (12.3) (5.2) 0.0 116.5 N/A
07117e 1.6 (9.8) (4.1) 0.0 34.0 N/A
07/18e 45 (7.1) (3.0) 0.0 12.2 N/A

Note: *PBT and EPS are normalised and diluted, excluding intangible amortisation,
exceptional items and share-based payments.

Pipeline full, commercial ramp set to start

The company continues to work with 13 major OEMs, with a near-term focus on 10
programmes with five OEMs with the most immediate potential. Further orders are
expected in the coming months for both televisions and computer displays.

But cadmium-free transition still protracted

Recently, Nanoco has seen an uptick in interest from OEMs in preparation for the
EC’s ban on cadmium in displays from October 2019. However, the EC’s protracted
decision-making process has held back this transition, with the Chinese OEMs
targeted by WAH Hong. Samsung (which uses its own QD product) is dominating
the high-end western market. With respect to the company’s licensees, visibility on
Dow is limited but it has commented that it is seeing increased interest in CFQD
and is engaged with a number of display customers. Nanoco expects commercial
contracts from Merck in H1, initially for product, until Merck decides to build its own
plant. Mercks’ main focus appears to be on second-generation QD filter displays,
which are likely three or more years away from a significant volume ramp.

Forecasts substantially scaled back

We are scaling back our forecasts substantially to what we believe should be the
very bottom of a likely range. Our FY18 sales estimate is reduced to £4.5m from
£16.3m and PBT to a £7.1m loss from a £0.8m profit. We are withdrawing our FY19
estimates due to the limited visibility. Nanoco has reduced its headcount and
operating cost base to a ¢ £9m pa run rate (£10.9m previously modelled), bringing
the revenue rate to EBITDA break-even to £13-15m. Nevertheless, the company
will almost certainly need to raise more cash to reach this point.

Valuation: Potential still there

The lack of visibility makes it very difficult to ascribe a precise fair value. However,
we still believe that there is a big enough opportunity for Nanoco to scale into a
strongly profitable business. Assuming broadly equal product to royalty volumes,
break-even can be reached at below 1.4m m?2 per annum, which would equate to
circa 5% market share of total QD TV screen area based on market analyst IHS’s
2018 estimates. Earnings should scale strongly from there.
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Business description

Nanoco Group is the leading commercial supplier
of cadmium-free quantum dots (CFQD) and IP. The
near-term focus is on the display market, where
CFQDs are used to enhance picture quality. The
company is also developing solutions for medical
imaging, lighting and solar cells.
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Investment summary

Estimate changes

Our estimate changes are shown in Exhibit 1.

The FY trading statement says that full year results are expected to be in line with management’s
expectations and with year end net cash standing at £5.7m (vs Edison £6.4m).

Given the difficulty in forecasting growth in a developing market, where the timing as well as the
rate of uptake can make big differences, we have set our estimates at what we believe to be a very
cautious level for FY18. We see the changes as in part a “shift to the right”, although we need to
see volume orders coming through to be able to calibrate estimates beyond this year.

Given the wide range of potential outcomes we have also included two more positive scenarios,
both of which we believe are equally achievable. We will get more visibility on the likely outcome as
news of further orders come through.

We have withdrawn our FY19 estimates as there is not enough visibility at this stage, although we
still believe that the opportunity is there to support healthy profitability.

Exhibit 1: Estimate changes

£m, year end 31 July FY16 FY17e FY17e FY18e FY18e FY18e FY18e

Actual Old New Change Old New base Change Newmid New positive
Product 0.2 0.5 0.5 0% 10.0 3.0 -70% 5.0 7.5
Royalties 0.0 0.0 0.0 nm 4.0 1.0 -75% 2.0 25
Other 0.3 1.1 1.1 0% 2.3 0.5 -17% 0.5 0.5
Revenues 0.5 1.6 1.6 0% 16.3 45 -712% 75 10.5
Gross profit 0.3 14 14 0% 12.2 3.3 -73% 55 7.5
Gross margin 63% 84% 84% 75% 72% 73% 71%
EBITDA 11.2) 9.1) ®8.7) 4% 17 6.2) -461% (4.0) 2.0)
EBITDA margin -2,367% -562% -538% 1% -137% -54% -19%
Normalised operating profit (12.5) (10.2) (9.8) 4% 0.6 (73)  -1,263% (5.1) (3.1)
Normalised operating profit margin -2,639% -630% -606% 4% -162% -68% -30%
Normalised net income (12.3) (10.2) 9.8) 4% 08 7.1 -971% 4.9) 2.9)
Normalised diluted EPS (p) (5.2) (4.3) @.1) 4% 03 (3.0) -096% @.1) 12)
Net debt/(cash) (14.5) (6.4) (5.7) -11% (3.4) 1.8 -155% 0.9 (0.3)

Source: Nanoco Group data, Edison Investment Research

Opportunity still looks attractive

From a market standpoint, market analyst IHS still expects strong growth in QD displays,
forecasting the total screen area of QD displays to increase from 4m m?2 in 2016 to 9m m? in 2017
and then to 27m m? by 2021. It expects cadmium free to expand market share progressively from
83% in FY17 to over 90% by 2020.

We still believe that Nanoco is well positioned to take a strong market share in the “open” CFQD
market, and see only Nanosys as a serious potential competitor as this stage. The extent to which
the tier 2 suppliers, such as TCL, Hisense, Skyworth, TPV, etc, are able to take market share from
Samsung will define how large this market opportunity is.

Aggressive market share assumptions are not required to reach
strong profitability

Based on IHS estimates, and on our revised operating cost base assumptions, we estimate that
Nanoco could reach break-even with revenues of £13-15m. Assuming volumes are broadly evenly
split between licensees and products, this could be achieved on circa 10% market share, based on
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IHS’s calendar FY17 estimates. Based on |.H.S’s estimates for 18/19 we estimate the same mix,
market share and cost base in fiscal FY19 should drive revenues over £20m and margins close to
20%. Our analysis of Nanoco’s competitive situation suggests it is well placed to achieve greater
than 10% market share.

Nevertheless, given the near-term outlook and need to support working capital when revenues do
start to ramp, it looks inevitable that the company will need to raise further funds at some point,
although depending on order visibility, there may be alternative options to equity.
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Exhibit 2: Financial summary

Year end 31 July

INCOME STATEMENT

Revenue

Cost of Sales

Gross Profit

EBITDA

Operating profit (before amort. and except).
Amortisation of acquired intangibles
Exceptionals

Share-based payments

Reported operating profit

Net Interest

Joint ventures & associates (post tax)
Exceptionals

Profit Before Tax (norm)

Profit Before Tax (reported)
Reported tax

Profit After Tax (norm)

Profit After Tax (reported)

Minority interests

Discontinued operations

Net income (normalised)

Net income (reported)

Basic average number of shares outstanding (m)
EPS - normalised (p)

EPS - diluted normalised (p)

EPS - basic reported (p)

Dividend per share (p)

Revenue growth (%)

Gross Margin (%)

EBITDA Margin (%)
Normalised Operating Margin

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Investments & other
Current Assets

Stocks

Debtors

Cash & cash equivalents
Other

Current Liabilities
Creditors

Tax and social security
Short term borrowings
Other

Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

Minority interests
Shareholders' equity

CASH FLOW

Op Cash Flow before WC and tax
Working capital

Exceptional & other

Tax

Net operating cash flow
Capex
Acquisitions/disposals

Net interest

Equity financing

Dividends

Other

Net Cash Flow

Opening net debt/(cash)

FX

Other non-cash movements
Closing net debt/(cash)

Source: Nanoco Group accounts, Edison Investment Research
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Nanoco Group and prepared and issued by Edison for publication globally. All information used in the
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to i, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2017. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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