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Shares Outstanding (m) 257 
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CY16F Gearing (ND/E) % (82%) 
 

 

Three Key Points 

• EMC intends to merge with RWL Water (RWL). We see 
this as a very strategic move that should assist EMC in 
commercialising it’s product lines. 

• RWL has a readymade manufacturing and sales force 
presence in Europe, North & South America, Israel and 
the Middle East, this should expedite the rollout globally. 

• In our opinion, the merger could be transformational and 
remove a lot of potential pitfalls. The risk reward equation 
looks compelling, though it is not without risk. 

 China still remains the key medium term focus 

In our opinion, the merger with RWL provides the following 
benefits: 

• RWL has invested the capital to build a water treatment 
product line (adding in EMC’s product line is a key 
differentiator), a sales force and engineering capability; 

• Decentralised water treatment is the fastest growing 
segment of the water industry. Selling a differentiated 
product allows for higher margins and increased sales 
volumes provide scale to leverage margins;  

• RWL is supplying an experienced MD, CFO, COO and 
an experienced water industry vereran to the board, plus 
the current owner of RWL (Mr Ronald Lauder) will 
become the largest shareholder in EMC, adding 
international credibility and connections;  

• The product ranges of both companies are 
complimentary and should result in cross selling 
opportunities. The EPC (installation) capability of RWL 
could also allow EMC to capture increased revenue for 
plants installed that was not previously forecast; and 

• RWL has already over 7,000 installations in 70 countries. 
This experience should reduce the installation risk of 
EMC’s product so that wastewater treatment plants 
installed operate more efficiently from the get go.   

Strategically the acquisition makes sense. We are awaiting 
detailed financial information on RWL to assess the  financial 
merits of the deal.  

EMC is acquiring RWL for 100.5m shares (~A$85m). Mr 
Ronald Lauder has committed to providing US$20m of new 
capital on merger completion, highlighting his commitment to 
the deal.  

Investment Considerations 

The large opportunity in China remains the main medium term 
investment consideration and we are still about four months 
away from having manufacturing capacity in place.  

Based on CY17 EV/revenue multiples, we estimate the 
proposed combined group is worth A$1.25-$1.56/share, 
however an investment is EMC is more about the long term 
success and backing the management team. 

 

Share Price Performance and Volume 

 

Source: Cap IQ 
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Scenario’s based on different sales volumes (pre RWL) 

No. modules sold in a year 1,500 10,000 33,000 50,000 

No. modules installed, RaaS 13 22 38 66 

Revenue (US$m) 14.7 100.0 330.5 501.5 

EBITDA (US$m) (3.0) 9.9 73.0 153.2 

EBIT (US$m) (3.5) 8.8 71.2 150.3 

Normalised NPAT (US$m) (2.5) 6.3 51.3 108.7 

Normalised EPS (¢)* -1.0 2.5 20.0 42.3 

EV/Revenue (x) 13.1 2.0 0.5 0.2 

EV/EBITDA (x) -61.2 21.0 2.2 0.7 

Normalised P/E (x) -95.8 38.2 4.7 2.2 
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Proposed merger with RWL Water – deal details 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

~34% of Fluence will 
be owned by Ronald 
Lauder 

EMC is proposing to merge with their strategic alliance partner RWL Water (RWL). A letter of intent to 
merge has been signed. In order to complete the transaction, the following is required: 

• Definitive acquisition terms to be finalised; and 

• An EMC shareholder vote at an EGM (scheduled to occur in late June 2017) needs to approve 
the merger, with a 50% majority vote. We expect the EGM would endorse the acquisition. 

Based on the conditions precedent, we estimate that the likely acquisition date would be early July.  

EMC is offering 100.5m shares as consideration to acquire RWL. With EMC’s share price of 
A$0.85/share prior to the announcement, this implies an equity value A$85m (US$70m) for RWL. We 
understand that RWL is being acquired in a near cash neutral position, implying an EV of also ~A$85m. 

Subject to the merger completing, Mr Ronald Lauder (100% owner of RWL) has committed to 
subscribing for US$20m (A$27m, assuming an FX rate of $0.75) of additional new EMC shares at an 
expected price of A$0.85/share (equivalent to 31.4m new shares). 

Given the fact that Mr Lauder is applying for additional shares and that the RWL MD (Henry Charrabe) 
was at the AGM in Melbourne on the day of the announced planned merger, we have high confidence 
that the deal will proceed. 

Figure 1: Approximate shares on issue post the raising and deal 

Details No. 

Shares on issue including performance rights 257.1 

Shares to acquire RWL 100.5 

Shares issued via the placement 31.4 

Estimated shares on issue 389.0 

Source: Henslow’s estimates 

 

We estimate that post the deal and assuming Mr Lauder provides US$20m of new capital, that Mr 
Lauder will own ~34% of EMC (132m shares). Whilst not a controlling interest, Mr Lauder will be an 
influential shareholder. Mr Lauder would be subject to a two year escrow arrangement.  

The additional cash will be used to fund the larger working capital requirements of the combined group. 
EMC has indicated it currently has US$19.8m in cash (no debt). Adding in the additional US$20m 
capital contribution would leave the combined business well capitalised post the merger. 

Water company acquisitions are mostly acquired on a multiple of revenue, particularly if they are a 
start up or have a technology advantage. RWL has technology in packaged desalination treatment 
and waste to energy processing, however its main revenues relate to EPC (construction) capability 
that trades at a lower multiple to water tech companies.  

EMC has guided that it expects the combined group to generate US$90m of revenue in CY17, of which 
we assume ~US$85m (A$113m) relates to RWL. On this basis, the acquisition, of RWL is on ~0.8x 
CY17F revenue. EMC has not disclosed earnings forecasts for RWL, making it difficult to ascertain an 
EV/ EBITDA multiple. 

The combined EMC and RWL entity is proposing to change its name to Fluence and it will remain 
listed on the ASX.  

 

 

About RWL Water 

 Founded by Mr Ronald Lauder in 2010, RWL Water is a global water treatment enterprise, providing 
a fully integrated service, including: 

• Engineering (full design capability to customise water treatment solutions); 

• Manufacturing (they have over 30k square metres of manufacturing floor space in 5 countries, 
being: Argentina, Brazil, Israel, Italy and USA); 

• Financing (via third party financiers); 

• Installation (full EPC capability, which includes designing solutions); 

• Operation (capable of running plants, including stocking spares and consumables); 

• Consulting; and  

• Maintenance of installed plants.  
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RWLs product range has seen in excess of 7,000 installations, made across more than 70 countries. 
Its current suite of solutions includes: 

Figure 2 shows RWL’s existing industry exposures and treatment capabilities. 

 

Figure 2: Fluence Client Sectors and Water Market Verticals 

 

Source: EMC Announcements 

 

RWL has an 
established global 
footprint with 7,000 
intallations across 70 
countries 

 

 

The Company is headquartered in New York, and is wholly owned by Mr Ronald Lauder, the son of 
Estée Lauder. Mr Lauder has personally funded RWL’s start-up and operations through RSL 
Investments Corp. Employing ~240 people globally, RWL Water acts as a holding company for 
several regional organisations and Centres of Competence (CoC’s) being:  

RWL Water USA 

• Responsible for the American and Canadian markets in addition to acting as the CoC for aerobic 
wastewater treatment technology. 

RWL Water Argentina 

• Services the South American market and is the CoC for water reuse technologies; and 

• RWL also operates offices in Chile, Colombia, Brazil and Mexico which further services the 
South American market; and 

• In March 2017, RWL Acquavit in Brazil. This business will be managed out of Argentina. 

RWL Water Italy 

• CoC for wastewater-to-energy, anaerobic wastewater treatment and food and beverage 
solutions for Europe. 

RWL Water Israel  

• CoC for membrane-based desalination and brackish water technology’s, including the Nirobox  
product and centre for product development. 

RWL Water Middle East 

• Dubai based arm that services the Middle East and North African regions. 

The majority of these entities have been added to RWL through acquisitions over five years ago, are 
all mature and established companies in their own right, with several being ~15+ years old. 

EMCs service offering is differentiated due to its low maintenance and power comsumption in 
sewerage treatment. RWL’s current service offering is older technology. This makes RWL’s 
sewerage treatment solutions more commodity in style and less cutting edge (i.e. it is more difficult 
for RWL to rovide a BOT solution or charge high margins in this scenario).  

 

 

The RWL merger has strategic significance 

 

RWLs engineering 
and production 
experience will 
significantly increase 
RWLs execution 
capabilities and speed 
up the rollout 

 

 

 

Markets and Markets Analysis has indicated that it forecasts the packaged water treatment market 
was US$13bn in 2016 and moving to  US$22bn by 2021. In our opinion, the key reason for the 
proposed merger between EMC and RWL is to target the rapidly growing decentralised water 
treatment market. with the following: 

• A differentiated product that allows for high margins and can take market share (provided by 
EMC); and 

• A global footprint, sales force and engineering capability that derisks the installation process 
(provided by RWL).  
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The existing board 
members and 
contacts of RWL are 
likely to open doors 
for Fluence  

 

Other benefits expected to flow from the merger include: 

• The combined entities are expected to accelerate the speed to market of EMC’s products; 

• Differentiated products should sell at higher margins (note we assume 50% gross margin for 
EMC’s MABR product). The merger should allow RWL to increase its margins; 

• EMC is likely to have a high cost base (sales and engineering functions). As the top line grows, 
overheads are spread over a larger base. We expect the combined businesses would leverage 
EBITDA margins over time as the business grows the top line; 

• RWL has years of experience of building packaged plants that come in a “plug and play” format. 
This experience has already helped improve the ease in which EMC produced plants can be 
connected to existing or new wastewater collection infrastructure. This has several facets: 

- It reduces the risk around installation. A poorly installed plant is likely to not function to 
expectations, could require costly maintenance and may even cause product reputation 
damage and impact future sales;  

- RWL also performs EPC installation work. They are able to increase the size of the 
available revenue by capturing installation works (albeit at lower margins for EPC work) 
or build part of the connecting infrastructure into the plant and increase the sale value; 
and 

- They bring credibility to the installation facet, having installed over 7,000 installations 
globally. 

• RWL has a similar decentralised approach to water treatment, though generally has different 
products to EMC, that are more focused on salty, brackish water or waste to energy solutions. 
There is opportunity to cross sell products to each other’s customers, as often a water treatment 
solution involves more than one solution (i.e. combining desal treatment with MABR could be a 
common water treatment solution); 

• The board members of RWL that are not coming across to be a part of the combined entity are 
very high profile, are likely to be very well connected people and includes: 

- Fred Langhammer, who is a NED at Disney and ex CEO of the Estee Lauder group of 
companies. Disney recently built a US$5.5bn adventure park near Shanghai, China that 
opened in June 2016; 

- Richard Parsons, ex-Chairman of Citigroup, one of the world’s largest banks, former 
Chairman and CEO of Time Warner and interim Chairman of LA Clippers; and 

- Ronald Lauder intends to act as an ambassador of the merged group. 

Whilst they are not joining the board of Fluence, they are likely to still be available in some degree to 
assist Fluence with contacts at high levels and remain ambassadors for the combined business.  

Other pertinent information relating to RWL: 

• Moving into a public company structure is likely to focus the business on growing earnings, 
rather than revenue. There will be some cost synergies (i.e. board, head office back office etc), 
however we don’t think this will be that material; 

• The acquisition multiple of <1.0x revenue is below the price paid in the water treatment sector of 
similar acquisitions. In our opinion, the seller is not necessarily chasing the highest achievable 
price, more the best fit to make RWL part of a much larger company and give it a product that 
could result in RWL delivering on its potential;  

• Having a high profile individual as the largest shareholder adds credibility to the service offering 
and could assist with the rollout of EMC’s MABR product globally.  

• The combined group is able to repeat the process of rolling out MABR in other geographies 
outside of China must faster than previously anticipated. This requires additional working capital 
and results in additional shares being issued.  

The opportunity in front of EMC is very large and improving the chances of success by potentially 
merging with RWL is a good thing. In our opinion, the merger makes strong strategic sense and is 
likely to be positively received by the market. 
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The global opportunity 

 The lack of adequate water supply is a problem that stretches across almost all continents and is 
indifferent to population or economic conditions. 

 Figure 3: Water scarcity by continent 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: thecropsite.com 

 

 

 

 

 

 

 

China have 6 of 
the top 20 
largest cities 
under water 
stress  

 

Figure 4: Largest cities under water stress 

City Country Population City Country Population 

Tokyo Japan 36.9 Istanbul Turkey 11.0 

Delhi India 21.9 Shenzhen China 10.2 

Mexico City Mexico 20.1 Chongqing China 9.7 

Shanghai China 19.6 Lima Peru 9.0 

Beijing China 15.0 London UK 8.9 

Kolkata India 14.3 Wuhan China 8.9 

Karachi Pakistan 13.5 Tianjin China 8.5 

Los Angeles USA 13.2 Chennai India 8.5 

Rio de Janeiro Brazil 11.9 Bangalore India 8.3 

Moscow Russia 11.5 Hyderabad India 7.6 

Source: Robert McDonald: Global Environmental Change 

 

 

 

85% of the 
world’s 
population live 
in the driest half 
of the planet 

 

 

According to the UN and OECD, the following statistics highlight the increasing problem of water scarcity: 

• 85% of the world’s population live in the driest half of the planet;  

• 783m people (4 in 10), from 43 different countries lack access to safe water;  

• ~1.2bn people (one-fifth of the world’s population) live in areas of physical water scarcity;  

• A further ~1.6bn people (another one-quarter of the world’s population) face economic water shortage, 
where there is insufficient infrastructure to take water from rivers and aquifers;  

• Currently up to 90% of wastewater in developing countries flows untreated into rivers, lakes and 
coastal zones; and  

• Over 80% of water globally is not collected or treated.  

Growth in population and changes in demand for food are exacerbating these issues, with agriculture 
accounting for ~70% of global water consumption. The World Bank estimates that lack of access to adequate 
sanitation culminates in an economic loss of US$260bn p/a. 

The consensus view is that a significant amount of capital expenditure needs to (and inevitably will) be spent 
on urban water infrastructure. Figure 5 shows the current and estimated expenditure in 2025 on water 
infrastructure, of which wastewater treatment will comprise a significant portion. Of significance, the OECD 
estimate that China will spend US$260bn on water infrastructure in 2025. 
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Figure 5: Annual and forecast expenditure on water infrastructure 

 
Source: Infrastructure by 2030 (OECD) 

 

 

 

 

Government 
decisions will 
expedite water 
infrastructure 
expenditure, in 
our opinion 

 

 

Access to cheap water has traditionally been viewed as a right. Increasingly, this will revert to a user pays, 
with Governments: 

• Providing direct subsidies in the form of tax credits, grants, low-interest loans or rebates for building 
recycling infrastructure;  

• Education of consumers on how to save or recycle water;. 

• Streamlining existing regulations that in many cases create barriers that make it difficult to recycle or 
capture wastewater; 

• Introduce new legislation that mandates more water recycling and re-use; and 

• Changing pricing mechanisms for water that encourage less use. 

 

RWLs global footprint and suite of products allows the proposed combined group to be exposed to mid-
market water treatment  opportunities. We expect the merger with RWL will allow EMC’s suite of products 
to enter new markets much quicker than on a stand-alone basis.  

The key point from our research in this section is that the global market for wastewater treatment is likely to 
grow much faster than GDP and the proposed Fluence group would appear well positioned to be a material 
player.  

Packaged products are often too small for the large water treatment companies to bother with and require a 
lot of I.P., making it hard for small companies to compete, even though this is forecast to be a $22bn industry 
by 2021. In our opinion, this leaves the proposed Fluence group in a sector that is growing fast and 
competition levels are probably lower than they are for large water treatment projects. 

Products with a technical edge are likely to also take market share. In our opinion, EMC’s product has the 
potential to do this. 

 

 

 

The Opportunity in China 

 

 

 

 

EMC estimates 
the opportunity 
for rural 
wastewater 
treatment in 
China to be 
US$40bn 

 

China’s population makes up ~20% of the global population. Its above ground freshwater resources sit at 
approximately 3% of global availability. Over 400 of the 655 cities (70%) within China rely on 
groundwater as their primary source of drinking water. 

The river with the highest level of baseline water stress on the planet is the Yongding He, which flows 
through Beijing. The Yellow river is the second largest river in China. 91% of all surface water taken from 
this source is used for agricultural irrigation. This has led to extremely low downstream water levels, to 
the point where the river no longer regularly discharges into the sea and a high degradation of water 
quality, with very high salinity concentration. 

A compounding issue is that cities and villages downstream need to deploy more extensive and 
expensive water treatment processes to produce potable drinking water, due to polluted water entering 
the river upstream. Upstream water treatment also reduces the downstream water treatment cost. 

The Chinese Government have enacted a myriad of initiatives, bodies and pieces of legislation. The vast 
majority are focused directly on water and wastewater treatment, at both a municipal and industry focused 
level. The most recent of which is detailed in the 13th five-year plan, governing 2016 – 2020 (see our EMC 
initiation research report for more details).  
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In summary China intends to increase its rural wastewater treatment capacity to ~70%, from ~10% by 
2020. EMC estimates that this is a US$40bn opportunity, with a large portion of this (US$15bn) in 
decentralised treatment plants. The question is what portion of this opportunity does EMC supply? 
Previously we assumed the available market to EMC was US$15bn, though with added Engineering 
capability, the available market in China for the combined group is larger. 

 

 Figure 6: Global population & available fresh water resources 

 
Source: thecropsite.com & Henslow Estimates 

 

EMCs Progress in China 

 

 

The certification 
of EMC’s first 
China 
demonstration 
plant could occur 
soon, with three 
additional plants 
currently being 
shipped 

 

Current operational reference site 

The Wuxi Design Institute plant is reportedly producing recycled water ‘within the required specifications’. 
The data collection process continues, after the process was delayed by ~1 month, with the plant 
specifications being adjusted to treat a heavier biological load than was initially anticipated. EMC expect 
certification of this plant in Q2 2017 (i.e. soon) and this should be a material catalyst for the stock price 
once achieved, as shareholders are expecting certification. The recent certification of a plant by the US 
EPA authority could provide a reference point than may help with certification in China, though these 
processes are difficult to predict. 

Certification would allow the plant to be moved to another location to act as a reference site, though we 
note SOE’s may not require certification in order to deploy plants. 

Shipping and setting up further three reference sites  

EMC’s second demonstration plant has been shipped to Jiangsu Jinzi, a leading environmental protection 
company in central southern China.  

Two further demonstration plants have been manufactured with assistance from RWL’s Israel operations 
and shipped to both CGGC and Beijing Sinorichen. Certification of these three plants is expected in Q3 
2017.  

Once operational, the four demonstration plants will act as reference sites, allowing potential customers to 
see first-hand the ability of the MABR solutions and hopefully allow for the construction partners to have 
faith in the technology. This should then lead to much larger orders.  

Tianjin deployment into an existing water treatment plant 

EMC has announced the planned deployment of its MABR technology in Tianjin, (China’s fourth largest 
city), due in Q3 of 2017 with certification expected in Q4. The product will be retrofitted to an existing 
centralised wastewater treatment plant, with the aim of improving the water output of the plant from class 
1B to 1A.  

Tian Caring has indicated that it wishes to increase the water quality output of its other four centralised 
treatment plants. This is likely to be achieved with the larger scale, submersible SUBRE technology. In our 
opinion, the project is emblematic of the EMC’s movement into a new vertical, which has been guided by 
EMC as having a global market potential of ~US$2bn p.a.  

Corporate 

EMC’s wholly owned foreign Chinese entity has been successfully incorporated, which now sits alongside 
its subsidiary in Hong Kong. The company has also successfully hired a General Manager, Customer 
Support Leader, and Business Development and Sales Leader.  
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The manufacturing facility 

The Changzhou City based manufacturing facility has now been leased and is capable of housing four 
production lines, the first of which is presently being tested in Israel. The production line will then be 
dismantled, shipped to China and set up for initial production in early Q4 2017. Each line has the capability 
of supporting up to US$75m p.a. in sales. Once the production line has been perfected, we anticipate that 
EMC would look to commence construction of additional production lines. 

Outlook 

Outside of the aforementioned partners, EMC is in active discussions with a further ten potential delivery 
partners in China. EMC’s current partners cover 56% of China (by area), hence there is scope for additional 
partners.  

As several of EMC’s partners are SOE’s, the certification process may be bypassed, as they are in effect 
Government. The successful deployment of plants could be seen as quasi certification. Nonetheless, 
certification is a potential near term catalyst. 

Evidence of product orders in China remains the most important medium term data point, as this will give 
investors confidence that EMC’s technology has the potential to be successfully commercialised and is 
able to secure significant market share in China. 

Should China gain momentum, the tie up with RWL does allow for the MABR product to gain sales 
momentum in other regions, albeit noting that China is likely to be the largest market. 

 

 

Board & Management 

 

 

 

 

 

 

 

 

 

 

 

 

 

EMCs 
exceptionally 
experienced 
board & 
management 
team will be 
further 
strengthened 

The acquisition of RWL would bolster the board and management team.  

In terms of management: 

• Henry Charrabe (RWL MD) is expected to step into the Fluence MD role and brings with him 
experience of running a global water treatment company, along with a lot of international 
connections; 

• Bob Wowk is expected to step into the CFO role. Given the desire to build the BOT and RaaS 
model, Bob’s experience in structuring these style of contracts could be very useful; and 

• Phillippe Laval has previously been a CEO of a subsidiary of several of the largest water treatment 
companies globally (i.e. Veolia and Thames Water) and is expected to become the COO.  

Figure 7: Board of directors and management team 

Richard Irving 

Executive Chairman 

• Multiple startups, with US$3bn in shareholder value created 

• 2 Nasdaq IPOs from venture capital 

• History in large disruptive markets 

Henry J. Charrabe 

MD & CEO 

• Currently CEO of RWL Water 

• 10+ years in water management and investment solutions 

• Responsible for RWLs strategic acquisitions and global footprint 

• Architect of RWLs integration and sales structure 

Eytan Levy 

Exec-Director  

• Co-founder of Emefcy 

• Moving from CEO of EMC to director of products and innovation at Fluence going forward 

Ross Haghighat 

NED 

• Founder of 9 private and public companies with shareholder value of US$3.8bn 

• Chairman of Triton Systems and FRX Polymers and Director at Aduro Biotech 

Dr. Rengarajan Ramesh 

NED 

• NED and Tech Advisor of RWL with 30 years industry  experience 

• Previously CTO of GE Water & Process Technology 

Peter Marks 

NED 

• 30+ years experience in corporate finance 

• A$2bn in public and private capital raised 

Robert Wale 

NED 

• 30+ years of executive level experience in global water industry  

• MD of BlueSand Consulting 

Bob Wowk 

CFO 

• 25+ years in building international finance capabilities in firms 

• Structured over US$2bn in major BOO projects    

Philippe Laval 

COO 

• COO of RWL with over 27 years in operations and technology companies 

• 20+ years for Veolia Water and previously MD of United Water International, a JV between 
Veolia, Thames and KBR.  
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Ronen Schechter 

CTO 

• Co-founder of Emefcy and previous co-founder and CTO of AqWise  

• 20+ years experience in R&D of water development  

Source: Company Reports 

 

In relation to the board, Dr Rengarajan Ramesh is expected to join. Dr Ramesh played a key role in 
acquiring and developing GE Water’s global water platform business and is an experienced water industry 
veteran. 

Mr Lauder is not guided to be on the board of Fluence; however it appears he remains very committed 
(should the merger proceed, he has indicated he will contribute US$20m of new capital) and will be the 
largest shareholder. We expect he will remain an ambassador of Fluence and a big supporter of what it is 
hoping to achieve. In our opinion, having a high profile major shareholder of the likes of Mr Lauder is a big 
endorsement of the company for employees, customers, banks and shareholders.  

For a company the size of EMC, the proposed board and management team for new entity (Fluence) is 
very strong. This is a key differentiator compared to other small cap Australian listed stocks.  

 

 

Peer comparisons  

 There are many listed water treatment companies globally. We have used what we believe are Fluence’s 
closest listed peers in Figure 8.  

 

Figure 8: Peer Comparisons Analysis 

 

  

Share 
Price 

  
Gearing 

(ND/ND+E) 

EV / Revenue (x) EV / EBITDA (x) PER (x) EPS Growth (%) 

Large Cap 
Country EV FY17F FY18F FY17F FY18F FY17F FY18F FY17F FY18F 

AquaVenture  23.1 USA 658 12% 5.1x 4.3x 16.4x 12.6x n/m n/m -49% -100% 

Aguas Andinas  0.77 Chile 6,240 53% 6.1x 5.8x 10.2x 9.6x 19.2x 15.4x -20% 25% 

Hyflux  0.54 Singapore 1,399 45% 2.6x 2.2x 13.4x 12.3x n/m n/m 380% 17% 

Average     4.6x 4.1x 13.3x 11.5x 19.22 15.38 104% -19% 

Source: Capital IQ 

 

 Aqua Venture 

• Water-as-a-service solutions in North America, the Caribbean, South America and Middle East. 

• Provides services to 40,000 institutional and commercial customers. 

• Desalination and wastewater treatment solutions to government, municipal, industrial and hospitality 
sectors. 

Aguas Andinas 

• Supplying potable water, sewage collection and treatment services to residential, commercial and 
industrial customers in Chile. 

• Provides engineering services and sells water treatment products. 

Hyflux 

• Focuses on water and energy within municipal, government and industrial sectors. 

• Supplying infrastructure solutions for water, waste-to-energy, seawater desalination, wastewater 
cleaning and recycling. 

• Designs, builds, owns and operates its own waste-to-energy plants. 

 

Listed water treatment companies trade on a wide range of multiples, with the volume of recurring earnings 
(or lack of) the key driver of the wide multiples range. The average FY17 EV/revenue multiple of the 
proposed Fluence’s closest peers is 4.6x.   

Should Fluence develop a track record, it could trade in line with or above peers. However it is still early 
and management indicated at the AGM that the combined business is expected to be at break even by the 
beginning of CY19. On this basis, we would expect Fluence to initially trade at a discount to peers, who 
are forecast to be earnings positive. 
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Financial forecasts 

 Relative to our initial forecasts set in December 2016, the commercialisation of EMC’s MABR product is 
running behind our initial expectations. This does not mean that the market share EMC is able to secure is 
any less, however the speed of the ramp up is likely to be less than originally forecast.  

We will look to review our forecasts upon confirmation that the RWL deal is proceeding and more detailed 
information is provided on its financials. Thus far, the only guidance provided is for US$90m of revenue in 
CY17. We have left our forecasts unchanged for the time being, and have not factored in the merger with 
RWL (though we think it is likely to proceed). Our forecasts represent bull, base and bear scenarios due to 
the difficult nature of forecasting EMC.   

 

Figure 9: Revenue history and CY17 guidance 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Emefcy Announcements & Henslow Estimates 

 

Since CY14, RWL’s revenue has grown at 31% CAGR, with most of this growth occurring in CY17 (i.e. 
48% guided revenue growth in CY17). Management have indicated that 71% of guidance is locked in via 
committed orders. Given most of RWL’s acquisitions occurred five years ago (apart from Brasil), most of 
the recent growth would appear to be organic in nature.  

RWL would add the following additional revenue streams: 

EPC construction 

• This grows the available revenue opportunity for each plant installed, as RWL is able to build some 
of the required infrastructure to connect the plant to the grid and install the plant. The cost of building 
and installing plants is generally more than the plant itself. In our opinion, an industry standard EPC 
gross margin is 12%; 

Build, operate and transfer (BOT)  

• A recurring revenue model, whereby the plant is financed off balance sheet. Revenue and profit is 
obtained from constructing the plant (from the financier), a long term operating and maintenance 
contract is struck, whereby EMC charges an agreed rate that covers the operations and 
maintenance and a margin is obtained on the financing of the project. EMC is essentially taking the 
risk on maintenance, though this can also generate high returns, assuming the plant runs better than 
forecast. We would be expecting ~25% gross margin for this type of revenue; 

Product sales 

• This is the sales of packaged products like the Nirobox. With this product having good I.P., ability to 
be deployed quickly in a plug and play format, we estimate gross margins could be more around the 
35% level.  

 

We believe that the majority of RWL’s current revenue is via the EPC and product sales streams, however 
the focus is changing and we expect higher BOT (or RaaS) can become more significant, though we do 
not have details on this yet. 
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Investment considerations 

 It is difficult to value EMC due to the wide range of possible earnings outcomes. Hence, we apply a bear, 
base and bull scenario analysis and use DCF to estimate value. Based on our scenario analysis performed 
when we initiated in December 2016, we obtained a valuation range of between $1.47 - $4.54/share, with 
a base case valuation of $2.93/share (see Figure 11).  

If the deal proceeds, our current DCF largely becomes irrelevant, as there would be a higher volume of 
shares on issue and RWL’s contribution to account for. At this point we do not have sufficient information 
to run a DCF valuation on the combined entity.  

However we can speculate on the EV value of combined entity by using revenue multiples. Figure 8 in our 
peer comps table highlights that the average FY17 EV/Revenue multiple for Fluence’s closest peers is 
4.6x.   

Figure 10 shows what the combined EMC and RWL EV could be, using different multiple assumptions. It 
is likely that RWL is a loss making company at the present time, hence we have used 3.6x (as a 
conservative multiple, one turn below the peer average) and 4.6x (in line with peers) to estimate a valuation 
range for the likely merged entities. Until Fluence is making earnings, we expect it would trade at a discount 
to its peer group.  

Figure 10: CY17 revenue multiple valuation of the proposed Fluence 

  $m Low High 

CY17F revenue 90   

Assumed multiple  3.6 4.6 

Equity Value US$  324 414 

Estimated cash on hand 40   

Enterprise Value US$  364 454 

FX Rate $0.75   

Enterprise Value A$   485 605 

Est. shares on issue post merger 389   

Value per share A$  1.25 1.56 

Source: Henslow estimates 

 

Based on EV/revenue multiples and using CY17 revenue guidance, we estimate that the proposed 
combined group is worth between $1.25 - $1.56/share. 

An investment in EMC was never about near term earnings (they are very difficult to predict in any case), 
it has always been about the level of success it has in rolling out its products in China and subsequently 
the rest of the world. The likely RWL merger and US$20m raising has resulted in a greater number of 
shares on issue, however the chances of succeeding appear greater.  

In our opinion, DCF still remains the best way to value Fluence and we feel once we have more information 
on RWL’s financials (i.e. once the deal is done we should get this information) and CY18 outlook, we can 
better establish a valuation range.  

The strategy to commercialising MABR is improved, in our opinion. China still hinges on:  

• Gaining approvals to sell the product in China;  

• Completing the manufacturing plant in a timely manner; 

• Securing enough initial orders in China that give investor’s confidence of potential success in either 
Q4 2017 or Q1 2018; and 

• Installation of additional production lines that support our forecast ramp in sales. 

 

EMC is not without risk and we rate EMC as speculative. However the opportunity is very large and as a 
result, the risk reward equation appears compelling. Should EMC start to gain traction in China, it becomes 
well positioned to continue to rollout its product in other regions such as: Africa, South America and 
California. Success in China is not an easy hurdle and we would expect that being successful in a 
jurisdiction such as China could allow it to be replicated in other regions. 

Progress on BOT or RaaS remains another potential catalyst for the proposed combined entity and the 
companies appears focused on securing work under these business models.  
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Key Risks 

 We rate an investment in EMC as high risk due to the company still being in the commercialisation phase 
of its MABR product and details on RWL financials not yet being provided. Key risks to the investment are: 

Increased cost structure could lead to more capital being required 

Whilst RWL adds capability, it is likely to add significantly higher overheads that are likely to accelerate the 
cash burn. This could be countered by increased sales, however if the sales do not materialise, the 
company could be forced to raise additional capital not previously foreseen. Although it is proposing that 
the combined entities would have around US$40m of cash, post the proposed raising/merger. 

China may not deliver to expectations 

EMC has indicated that it expects the China opportunity to be US$15bn over the course of the current five-
year plan. EMC hopes to secure a portion of this opportunity and would like to receive 10-20% market 
share. It remains a possibility that EMC’s product sales are much lower than it hopes. This could be due to 
poor adoption levels or it could be copied, and margins decline.  

Recurring revenue model could be slow to get scale 

EMC has RaaS and RWL has the build, operate and transfer (BOT) models that generate recurring revenue 
streams. To date, no client has signed up under RaaS and BOT is still small within RWL. Recurring earnings 
models often lead to high multiples. The take up of customers on long term recurring revenue streams may 
take longer than factored in by the market. 

Key milestones could miss targeted time frames 

Key factors in the success of gaining significant scale in China include:  

• Receiving accreditation or approvals to sell the modules; 

• Achieving consistent water treatment quality at sites installed (i.e. gaining a reputation of having a 
superior product); and 

• Building a factory of scale in the time frame guided, allowing EMC to be able to supply to levels 
similar to its expected demand. Failure to supply sufficient quantities of product could impact EMC’s 
standing with its Chinese partners. 

Should material delays occur on any of the above points, this could lead to increased concerns on the 
ability of EMC to succeed in China; which could impact the share price. 

CY17 guidance could miss 

EMC has guided for US$90m of revenue for CY17, post the merger with RWL. EMC has indicated that it 
has 71% of its guided revenue for CY17 booked or in confirmed orders. There is a risk that guidance is not 
achieved. 
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Figure 11: Forecast financials 

 

Source: Henslow forecasts 

 

SALES ASSUMPTIONS  CY17 CY18 CY19 CY17 CY18 CY19 CY17 CY18 CY19

China Opportunity

No. modules sold (Units) 750 5,000 16,500 1,500 10,000 33,000 2,250 15,000 49,500

Predicted China market share 5% 5% 5% 10% 10% 10% 15% 15% 15%

No. China production lines 1 1 3 1 2 5 1 3 7

Waas Opportunity

No. modules sold 13 19 28 13 22 38 13 25 49

PROFIT & LOSS (US$m) 

Operating Revenue 7.2 50.1 165.7 14.7 100.0 330.5 22.1 149.9 495.4

EBITDA (1.7) 5.0 36.8 (3.0) 9.9 73.0 (4.3) 14.8 109.0

EBIT (2.2) 4.1 35.5 (3.5) 8.8 71.2 (4.8) 13.6 106.8

UNPAT pre abnormal (1.6) 2.9 25.6 (2.5) 6.3 51.3 (3.5) 9.7 77.0

  Abnormal Items 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Reported NPAT (1.6) 2.9 25.6 (2.5) 6.3 51.3 (3.5) 9.7 77.0

BALANCE SHEET (US$m)

  Cash 19.7 13.3 30.9 17.0 10.5 52.2 14.2 7.6 73.3

  PP&E 2.6 2.9 7.9 2.7 5.3 13.6 2.8 7.7 19.3

  Debtors & Inventory 5.6 12.4 28.5 6.6 18.7 49.4 7.5 24.9 70.3

Total Assets 35.6 44.9 87.8 35.8 54.9 140.8 35.9 64.8 193.7

  Borrow ings 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

  Trade Creditors 1.1 7.5 24.9 2.2 15.0 49.6 3.3 22.5 74.3

Total Liabilities 3.2 9.6 27.0 4.3 17.1 51.7 5.4 24.6 76.4

Shareholder Equity 32.4 35.3 60.9 31.4 37.8 89.1 30.5 40.2 117.2

CASHFLOW (US$m)

Operating EBITDA (1.7) 5.0 36.8 (3.0) 9.9 73.0 (4.3) 14.8 109.0

   Interest & Tax Paid 0.6 (1.2) (9.9) 1.0 (2.5) (19.8) 1.3 (3.9) (29.7)

   Working Cap. (4.7) (7.5) (1.2) (5.6) (8.5) 0.9 (6.6) (9.5) 2.8

Operating CF (5.7) (3.7) 25.8 (7.6) (1.1) 54.0 (9.5) 1.4 82.1

   Maintenance Capex (0.1) (0.5) (1.7) (0.1) (1.0) (3.3) (0.2) (1.5) (5.0)

   Expansion Capex (5.0) (2.2) (6.5) (5.0) (4.3) (9.0) (5.1) (6.4) (11.5)

Free Cashflow  (FCF) (10.8) (6.4) 17.6 (12.8) (6.4) 41.7 (14.8) (6.6) 65.7

   Ord & Pref Dividends 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

   Net Other 7.8 0.0 0.0 7.8 0.0 0.0 7.8 0.0 0.0

Net Cashflow (3.1) (6.4) 17.6 (5.0) (6.4) 41.7 (7.1) (6.6) 65.7

VALUATION METRICS

Normalised EPS (c) -0.6 1.1 9.9 -1.0 2.5 20.0 -1.4 3.8 30.0

Normalised PE (x) -129.5 70.5 8.0 -81.6 32.5 4.0 -59.1 21.1 2.7

Enterprise Value ($m) 158 164 147 161 167 126 164 170 104

EV / EBITDA (x) -94.2 33.2 4.0 -54.4 17.0 1.7 -38.3 11.5 1.0

EV / EBITA (x) -85.1 35.2 4.1 -51.3 17.7 1.7 -36.7 12.0 1.0

EV / EBIT  (x) -71.3 40.2 4.1 -46.0 18.9 1.8 -34.0 12.5 1.0

DPS (c) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Net Debt / EBITDA (x) 11.7 (2.7) (0.8) 5.8 (1.1) (0.7) 3.3 (0.5) (0.7)

KEY RATIOS

EBITDA Margin  (%) -23.4% 9.9% 22.2% -20.1% 9.9% 22.1% -19.3% 9.8% 22.0%

EBIT Margin  (%) -31.0% 8.2% 21.4% -23.9% 8.9% 21.5% -21.8% 9.1% 21.6%

ROE (%) y/e -4.9% 8.3% 42.0% -8.0% 16.7% 57.6% -11.4% 24.2% 65.7%

ROA (%) y/e -13.9% 12.9% 62.3% -18.6% 20.0% 80.4% -22.2% 23.8% 88.7%

Eff Tax Rate (%) 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0% 28.0%

EBIT Interest Cover (x) nm 20.4      nm (17.5)     44.2      nm (24.1)     68.0      nm

Gearing ND/ND+E (%) (60.7%) (37.6%) (50.7%) (54.0%) (27.9%) (58.6%) (46.6%) (18.9%) (62.5%)

OPCF / EBITDA (%) 342.1% (75.1%) 69.9% 257.0% (11.5%) 74.0% 223.7% 9.2% 75.3%

DCF Valuation A$ 1.47$    2.93$    4.54$    

 --------- Bear Case --------- -------- Base Case --------- --------- Bull Case ---------
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Disclaimer 

Henslow Pty Ltd (Henslow) believes that the information contained in this document has been compiled from sources which are reliable, but no 
representation or warranty, express or implied, is made by Henslow as to its fairness, accuracy, completeness or correctness. Henslow has not 
independently verified the facts, assumptions, and estimates contained herein. All estimates, opinions and other information contained in this 
document constitute Henslow’s judgement as of the date of this document, are subject to change without notice and are provided in good faith 
but, to a maximum extent possible, without legal responsibility or liability.  Henslow accepts no obligation to update or correct information or 
opinions contained herein.  

This document has been prepared by way of general information without taking account of your objectives, financial situation or needs and does 
not purport to contain all relevant information with respect to the financial products to which it relates. Accordingly, it is not a recommendation that 
a particular course of action is suitable for you and, therefore, you must not rely on this document. Rather, you should consider its appropriateness 
having regard to your objectives, financial situation and needs, seek and rely upon your own independent taxation, legal, financial or other 
professional advice, and make your own independent assessment.   

The price, value and income from any financial products referred to in this document can rise as well as fall. Past performance is not necessarily 
indicative of future performance and no representation is made or warranty, express or implied, is made regarding future performance.  

This document is not and should not be considered as a solicitation or an offer or invitation to apply for, purchase or sell any securities or 
investments or as a recommendation to make an offer or invitation to apply for, purchase or sell any securities or investments. No agreement to 
subscribe for securities or other financial products will be entered into on the basis of this document. 

 This document is provided to you on the condition that it not be copied, distributed or disclosed to any other person (in whole or in part). If you 
are not the intended recipient you should destroy the document and immediately advise Henslow that you received the document in error.  

Certain statements in this document may be forward looking statements. You can identify these statements by the fact that they use words such 
as “anticipate”, “estimate”, “expect”, “project”, “intend”, “plan”, “believe”, “target”, “may”, “assume” and words of similar import. These forward 
looking statements speak only as at the date of this document. These statements are based on current expectations and beliefs and, by their 
nature, are subject to a number of known and unknown risks and uncertainties that could cause the actual results, performances and achievements 
to differ materially from any expected future results, performance or achievements expressed or implied by such forward looking statements. No 
representation, warranty or assurance (express or implied) is given or made by Henslow or its related bodies corporate, affiliates and each of their 
respective directors, officers, partners, employees, advisers and agents and any other person involved in the preparation of this document 
(together referred to as ‘relevant persons’) that any forward looking statements contained in this document are accurate, complete, reliable or 
adequate or that they will be achieved or prove to be correct. 

To the fullest extent permitted by law, each relevant person disclaims any and all liability and responsibility for the accuracy or completeness of 
this document including any forward looking statements and exclude all liability whatsoever (including without limitation any liability arising from 
fault or negligence) for any direct, indirect or consequential loss or damage which may arise or be suffered by any person for any reason in 
connection with this document including but not only as a consequence of use of or reliance on this document, or of any information or error in, 
or omission from, this document. 

Disclosure of Interest 

Henslow and its directors, officers and employees or clients may have, or have had, an interest in the financial products referred to in this document 
and may make purchases or sales in those financial products at any time and therefore may benefit from any increase in the price of those 
securities. Henslow may earn brokerage, fees and other benefits from financial products referred to in this document. 

Henslow and Heath Andrews (or their associated entities) have a beneficial interest in securities issued by EMC at the time of publication of this 
document. No part of the compensation of Henslow is directly related to inclusion of specific recommendations or views in this document. 

Specific Disclosures  

Henslow has previously been and may in the future be engaged to provide investment banking, capital markets, corporate advisory and/or other 
financial services to EMC. 
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