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The Announcement: On the 26th September 2019, XTEK Ltd (XTE.ASX,
XTEK) announced that it signed an exclusive support service agreement
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for additional spare parts, repair and maintenance of the Australian
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Defence Force’s AeroVironment WASP Small Unmanned Aerial System
(SUAS) fleet.1 The contract is for an initial term of 3 years with multiple
options to extend through to 2026 and is anticipated to be worth up to
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(undiluted, $m)

40.98m

A$5m per year in revenues to XTEK.
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35.78m

Context: In November 2018, XTEK announced that it had invested in the
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installation of a sophisticated repair facility in Canberra capable of
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Source: Thomson Reuters

electronic and composite repairs for SUAS.2 Consequently, XTEK had
become the owner and operator of the only repair facility for

Download The Original Report

AeroVironment WASP AE SUAS outside of the United States. As stated in
our initiation report, we believed that this repair facility gave XTEK the

https://mawsongraham.com.au/get/xteresearch

great likelihood of securing future maintenance and repair work from
the ADF for its fleet. This has now occurred.
Significance: Although the anticipated annual revenues of this contract
(~A$5m) may not appear significant compared to XTEK’s existing
annual revenue base (A$37.9m for FY18/19), XTEK have stated that
maintenance and repair work carries a higher profit margin compared
to other business segments.3 If each option is exercised, it could
generate ~A$35m of this higher margin revenue to XTEK over a period of
7 years. Furthermore, we believe that management have demonstrated
foresight by planning and establishing a SUAS repair facility in Canberra
in order for XTEK to capture this higher margin repair and maintenance
revenue stream.
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On the 29th August 2019, XTEK released its unaudited preliminary final
report for FY18/19, which showed an 119% uplift in revenue on the PCP
(A$17.3m to A$37.9m), a 45% uplift in gross profit on the PCP (A$4.7m to
A$6.9m) and a 106% uplift on EBITDA4 on the PCP (A$0.2m to A$0.5m).5
Our thoughts: As mentioned in our previous update, XTEK had shown
evidence of strong revenue momentum. In XTEK’s June 2019 investor
presentation, revenue guidance for FY18/19 had increased to A$30m
(contracted) to a high case of A$35m (high case forecast)6. This was up
from previous revenue guidance of A$20m (contracted) to a high case
of A$26m (high case forecast) which was indicated in October 2018.7 The
final result for FY18/19 (A$37.9m) has landed well in excess of the upper
guidance provided in June 2019 of A$35m.
Although gross profit margins have fallen from 27.2% to 18.2% from
FY17/18 to FY18/19, XTEK have signalled that it is positioning the
company towards higher margin products and services over the longer
term. Thus, future gross margin performance will likely become less
impacted by large revenue and low margin products such as the re-sale
of Aerovironment SUAS. Ignoring the recent higher-margin SUAS
maintenance contract, ballistic products incorporated through the
HighCom Armour Solutions (“HighCom”) business are expected to carry
gross margins of 35%-40%8 which will begin to be reflected in future
reporting periods as its acquisition is now complete.

Source: XTEK Presentation August 20199

4

FY18/19 EBITDA incorporates R&D expense of A$1.6m and no R&D tax incentive.
FY17/18 EBITDA incorporates R&D tax expense of A$1.2m and R&D tax incentive of A$0.5m.
EBITDA adjusted for R&D expense and R&D tax incentive FY18/19: A$2.1m, FY17/18: A$0.9m.
5
https://www.asx.com.au/asxpdf/20190829/pdf/4480ppm8jkb4n8.pdf
6
https://www.asx.com.au/asxpdf/20190603/pdf/445knfx8cglt40.pdf
7
https://www.asx.com.au/asxpdf/20181018/pdf/43zcmx93cf25f3.pdf
8
https://www.asx.com.au/asxpdf/20190830/pdf/4481shvznscjl8.pdf, slide 24.
9
https://www.asx.com.au/asxpdf/20190830/pdf/4481shvznscjl8.pdf
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Furthermore, XTEK have stated the HighCom could potentially serve as
a launchpad for the commercialisation of XTclave into the U.S. market,
a wholly owned proprietary technology which would be expected to carry
higher margins if commercialised.10 XTEK have stated that it is targeting
production capacity of up to US$20m of revenue from XTclave in early
CY2020.11 Finally, XTatlas, as a software solution, would naturally carry
high gross profit margins and could contribute meaningfully toward the
bottom line with further sales. For these reasons we believe there is
scope for longer term gross profit margin improvement.

On the 26th July 2019, XTEK signed a Joint Statement of Strategic Intent
and Cooperation with the Australian Space Agency.12 According to Dr.
Megan Clark, the Head of the Australian Space Agency, the agreement is
consistent with the goal of growing the local Australian space sector
from a $3.9bn to $12bn industry over the next 10 years while creating up
to 20,000 space jobs. We believe that this agreement, while not
immediately material to XTEK, nonetheless represents a formal
agreement within another market vertical beyond the defence markets
for XTclave. This agreement is also another form of validation for XTEK’s
XTclave technology, which follows the validation provided from earlier
agreements made with Heckler & Koch13, Skykraft14 and the Department
of Defence.15

10

https://www.asx.com.au/asxpdf/20190830/pdf/4481shvznscjl8.pdf, slide 4
https://www.asx.com.au/asxpdf/20190830/pdf/4481shvznscjl8.pdf
12
https://www.asx.com.au/asxpdf/20190726/pdf/446wz03dfvldp2.pdf
13
https://www.asx.com.au/asxpdf/20190501/pdf/444rf228cd2xjb.pdf
14
https://www.asx.com.au/asxpdf/20190612/pdf/445s90vlyrvdhr.pdf
15
https://www.asx.com.au/asxpdf/20190624/pdf/44626qc8k359q5.pdf
11
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OUR TRANSPARENCY COMMITMENT
Our trust-based relationship with investors is built on a commitment to complete transparency.
We have a commercial relationship with the company analysed in this report, so we recommend conducting your own due
diligence to confirm the information within. Relationships with companies that we genuinely believe in allows us to produce
analysis for investors free of charge while maintaining our dedication to quality.
Our target audience for this report is experienced and self-directed investors who are comfortable conducting their own research
and making independent investment decisions. All advice within this report is strictly general in nature and may be subject to
potential bias or conflicts. If you require personal or independent advice, we recommend engaging a trusted third-party
investment adviser.
Please consult our Financial Services Guide located at https://www.mawsongraham.com.au/fsg and our long-form transparency
commitment located at https://www.mawsongraham.com.au/transparency
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Important Disclaimer/Disclosure
This document is provided by Mawson Graham Pty Ltd (ABN 53 631 737 650) (“Mawson Graham”) a Corporate Authorised Rep (CAR) of Vested
Equities Pty Ltd (ABN 54 601 621 390; AFSL 478987) (“Vested”).
The material in this document may contain general advice while believed to be accurate at the time of publication, are not appropriate for
all persons or accounts. This document does not purport to contain all the information that a prospective investor may require. The material
contained in this document does not take into consideration an investor’s objectives, financial situation or needs. Before acting on the
advice, investors should consider the appropriateness of the advice, having regard to the investor’s objectives, financial situation and needs.
The material contained in this document is for information purposes only and is not an offer, solicitation or recommendation with respect
to the subscription for, purchase or sale of securities or financial products and neither or anything in it shall form the basis of any contract
or commitment. This document should not be regarded by recipients as a substitute for the exercise of their own judgment and recipients
should seek independent advice.
The material in this document has been obtained from sources believed to be true but neither Mawson Graham nor its licensee or associates
make any recommendation or warranty concerning the accuracy, or reliability or completeness of the information or the performance of the
companies referred to in this document.
Past performance is not indicative of future performance. Any opinions and or recommendations expressed in this material are subject to
change without notice, and Mawson Graham is not under any obligation to update or keep current the information contained herein.
References made to third parties are based on information believed to be reliable but are not guaranteed as being accurate.
Mawson Graham and its respective officers may have an interest in the securities or derivatives of any entities referred to in this material.
Mawson Graham does and seeks to do, business with companies that are the subject of its reports. Specifically, Mawson Graham is engaged
for Investor Relations services on a monthly retainer basis by the company which is the subject of this report.
The analyst(s) hereby certify that all the views expressed in this report accurately reflect their personal views about the subject investment
theme and/or company securities.
The securities of any company (or companies) mentioned in this document may not be eligible for sale in all jurisdictions or to all categories
of investors. This document is provided to the recipient only and is not to be distributed to third parties without the prior consent of Mawson
Graham.
We disclose that Mawson Graham Pty Ltd, it's directors, advisers and/or direct family members have investments in this company, which at
the time of this report total 41,000 shares.
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