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Phoslock Environmental Technologies Ltd (ASX:PET) 
Listed shares:  562.5 million ord fp 
10.5¢ options:  2.45 million, expiring 20 Dec 2019 
$1.35 options  10.0 million, expiring 30 Jun 2020 
Total securities: 575.0 million 
Share price:  $1.09 as at 16 October 2019 
Market cap:  $613m on listed shares, $627m fully diluted 

Quarterly report 

• I felt it was a reasonable quarter and broadly in line with what I would have expected, 
noting I do not do quarterly forecasts but only half yearly and annual. The accompanying 
commentary was certainly positive, particularly the comments on the projects pipeline. 
 

• Guidance for 2019 revenue of $27m to $30m was reaffirmed; my own estimate is for 
$30.5m. There was nothing in the report to suggest I should revise my forecasts 
significantly, so they are unchanged except for slightly higher capital costs. My long term 
valuation of the shares is $2.88, previously $2.92, within a wide range of possible 
outcomes. 
 

• They key uncertainty is the level of sales revenue in future years. That they will be 
substantially higher is without question, but any projections made by anyone, including 
the company itself, are speculative. So my projections should be considered in the 
“What if” category. 
 

• What is known with considerable more certainty (and here I repeat comments made in 
some earlier reports) is that the company: has a proprietary product which efficiently 
solves a pressing environmental problem affecting many waterbodies globally, without 
collateral damage; in other words, has a very wide moat with a potentially trillion dollar 
market all to itself; is run by a demonstrably competent board and management; is still 
owned 25% by said individuals after recent sales; has key Chinese board members, 
managers and shareholders; has a strong connection with the largest water company in 
China; is financially strong with no debt; has a high profit margin and a very high return 
on equity; could continue to grow strongly for decades to come; has a profile of 
increasingly recurring revenues; ticks all the boxes as an ethical investment. 
 

• I do not make recommendations in my research, nor do I guess at what the share price 
might be in 12 months. But I would have thought there is potential for the shares to rise 
substantially from the current price, noting that on 31 July they peaked at $1.59. 
____________________________________________________________________ 
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Report for the quarter to 30 September 2019 

Cash flow 

Detail of the cash flow data is provided on the next page. 

There was a cash deficit of $3.5m from operating activities due to low sales receipts and 
high product manufacturing costs. This might seem disappointing to the casual reader but I 
am not at all concerned, as I explain below. 

Just to take a step back in time, sales receipts of $10.0m in the March quarter benefited 
from customers paying invoices that they had held from paying in the previous quarter, and 
sales receipts of $8.6m in the June quarter were probably also higher than sales booked in 
the period given that sales revenue was $9.8m for the full half year. So a drop in receipts 
was only to be expected for the September quarter, and that proved to be the case. 

Most of the cash costs were broadly in line with previous periods, the main exception being 
a boost in product manufacturing and operating costs to $5.1m, which includes an increase 
in raw material and finished goods inventory. This was no surprise given the increase in 
production levels during the quarter and those expected in the current quarter. 

With a closing cash position of $14.6m the company continues in good financial shape. 

The quarter and year ending 30 December 2019 

I have not changed my forecasts for 2019 at this point (nor for those beyond 2019 except 
for capital expenditure – see below). 

The company today reaffirmed its guidance for 2019 revenue at $27-30m. My figure 
remains $30.5m comprising $30m in sales and $0.5m in other revenue. I have had no 
feedback from the company on my numbers, so we will just have to wait and see. 

Sales revenue for the June HY was $9.8m. The company did not disclose its sales revenue for 
the September quarter but stated that phoslock product sales volumes are expected to be 
4,000t to 5,000t in the December quarter. That could work out at $12m to $16m depending 
on the sale price, then to this must be added sales revenue from other products and from 
services. 

My forecast for the closing cash position remains at $17.6m, which would be an increase of 
$3m during the December quarter. The key parameter will be the level of sales receipts in 
the half year (I don’t do quarterly forecasts). My estimate is $14.3m, which implies receipts 
of $9.6m for the December quarter. That looks a touch high, depending on when invoices 
are issued and when they are paid. But I will leave it as it is for now. Anyway, if my estimate 
of sales receipts for the quarter is a bit high, there will be a corresponding adjustment in the 
following quarter as deferred payments are made. 
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Table 1: Recent quarterly cash flows ($000) 

 Sep Q 
2018 

Dec Q 
2018 

Mar Q 
2019 

Jun Q 
2019 

Sep Q 
2019 

Cash from operating activities     
Receipts from customers 3,264 745 10,023 8,624 4,654 
Product and operating costs -3,787 -3,960 -1,233 -1,955 -5,124 
Staff costs -797 -809 -1,004 -830 -946 
Advertising & marketing -158 -113 -118 -188 -172 
Research & development -106 -137 -180 -172 -329 
Admin and corporate -837 -584 -638 -726 -682 
Leased assets -74 -54 -244 -123 -178 
Interest received 2 3 8 16 12 
Interest paid - - - - - 
Income tax paid -651 - -561 -44 -719 
Government grants - 484 - 114 - 
Total -3,144 -4,425 6,053 4,716 -3,484 

Cash from investing activities     
Intellectual property -32 -31 -22 -10 -6 
Purchase of fixed assets -82 -44 -16 -17 -471 
Total -114 -75 -38 -27 -477 

Cash from financing activities     
Equity capital 5,536 3,308 1,412 966 840 
Borrowings -316 - - - - 
Capital raising costs -201 - -8 -8 -11 
Total 5,019 3,308 1,404 958 829 

Cash position      
Opening balance 4,370 6,112 4,927 12,413 17,944 
Net cash flow 1,761 -1,192 7,419 5,647 -3,132 
Forex adjustments -19 7 66 -116 -225 
Closing balance 6,112 4,927 12,413 17,944 14,587 

Source: Company reports 

Production capacity 

Annual production capacity for the existing production line at the Changxing factory has 
now been increased to 20,000t, a one third increase from the initial capacity of 15,000t. If 
the plant operated 365 days per year (presumably it doesn’t), 20,000t would equate to daily 
production of just under 55t. The plant is currently operating at “over 50t per day” and in 
fact a couple of days ago achieved 58.5t. 

Regarding further expansion, rather than utilising a second factory, possibly in another city, 
the decision has been made to add a second production line of a similar size at the 
Changxing factory. The objective is to have it completed by May 2020 at a cost of $4-6m, 
which taking the middle of the range would be $250 per annual tonne added. 

My estimates were for capex of $1.5m in the current HY (they were $0.5m in the September 
quarter) and $3m during 2020. So I have bumped up 2020 to $5m. Longer term, I had 
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allowed for capital costs to be $200 per annual tonne added, with those additions to be 
made each year, a year ahead of requirement. So I have increased that to $250 per tonne. 

Of course, expenditures will be a lot lumpier than that, maybe a new factory every couple of 
years, but in NPV terms it makes little difference. 

Project pipeline 

Interestingly the company estimates the current project pipeline to 2022 to be $330m, 
comprising $200m in China and $130m in International. It includes 4 China projects and over 
40 International projects. The criteria for inclusion in the pipeline is for projects at an 
advanced stage, dependent only upon final customer approval and/or financing. 

I believe this is the first time PET has disclosed the size of the pipeline in China. But in the 
2018 annual report published 27 March, the pipeline of International projects was put at 
$60m to $85m, so it has essentially doubled in six to seven months. 

One can guess the China projects are Xingyun, Donghu, and the two previously mentioned 
but un-named projects that are reportedly bigger than the first two. So average project size 
is $50m, perhaps $40m each for the first two and $60m for the second two? And assuming a 
start in 2020, average annual amount is $67m, but of course starting smaller and ending 
bigger. 

Internationally, average project size is $3.25m and average annual amount $43m. 

Of course, the pipeline will continue to grow as time goes on (even if some that are in the 
pipeline drop out). I am thinking particularly of Florida and other wetland areas in the US, 
and of course not forgetting China. One can speculate that the project pipeline could double 
again within the next 12 months. 

Concluding remarks by Laurence Freedman 

I found the concluding remarks by chairman Laurence Freedman interesting too, as he made 
highlighted Florida in particular. The text read: 

“All areas of the business continue to expand significantly. We are particularly pleased with 
the developments in Florida and look forward to this project expanding within Florida and to 
other US States.” 

I do think investors might be under-estimating the potential impact of these projects. Of 
course, they are yet to be finalised and announced. But I would have thought that they are 
as close to certain as one can get. 
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Disclaimer 
This analysis is cursory in nature and is not intended to be relied upon by third parties, who 
should make their own enquiries. The report does not contain investment advice. 

Any views expressed in this report are purely my own unless otherwise indicated. 

Disclosure 
I have not received any remuneration from any person for this report. 
Associated entities own 6.1 million shares in PET at the time of writing. 

This report was published on www.newingonstocks.com 
© 16 October 2019, Graeme Newing 

http://www.newingonstocks.com/
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