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COMPANY DESCRIPTION 

Zoetic has a legacy portfolio of natural 
resources assets and is transitioning to 
become a CBD and hemp seed producer 

www.zoeticinternational.com 

Interim results 

Green Shoots Emerging 

Zoetic International, the UK’s only LSE listed vertically integrated CBD 
company, has released its interim results for the six months ending 30 
September 2019. The group reported a loss of £4.0 million which reflects 
the start-up costs of the CBD business, a write down of exploration assets 
and an unprofitable Natural Resources business (which has now achieved 
profitability). However, more importantly these results show encouraging 
evidence that its CBD business is starting to gain traction and should be 
the main driver of business going forwards. With the brands established, 
management is now focusing on revenue growth. 

▪ CBD. Zoetic has evolved from being a natural resources business into a 
vertically integrated CBD business where it grows hemp, manufactures 
and retails CBD products. The group has seen an encouraging start to its 
CBD business since it launched in the US in June and in the UK in August. 
Although revenues are modest in this period at £36,000, the company is 
already adding new products and increasing its retail presence and we 
would expect to see these increase as its product gains traction over the 
coming months. The group is also preparing for the sale of feminised 
seeds in early 2020 ahead of the growing season which should have a 
major impact on revenues. 

▪ Natural Resources. The group has been cutting costs in its Natural 
Resources business, with the most important being its East Denver oil 
and gas operations. This division has now reached profitability for the 
first time in the group’s history. This has given management the luxury of 
not being forced into an early sale of these assets since they are 
generating cash flow and so can wait until an offer comes in that reflects 
the value of the business. The Montana natural gas/helium business is 
expected to be closed in Spring 2020 at limited costs to the company. 
The company has previously announced that it has disposed of its water 
business, for no consideration, where it retains a 10% interest. 

▪ Financials. The financial results for the six months very much reflect the 
old natural resources business whilst CBD revenues start to grow. The 
loss of £4.0 million reflects the previously unprofitable Natural Resources 
business and the start-up costs of the CBD business. On top of this, there 
was a non-cash provision of £2.3 million on its exploration assets. Zoetic 
had cash balances at the end of September of £1.0 million. The company 
has pro-forma running costs of £2.5 million per annum and so the 
company’s cash resources should allow its cash to see it through for the 
remainder of the financial year by which time revenues from its CBD 
business should be coming through. The cash balances would also be 
bolstered should management sell off its Natural Resources business. 
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CBD Division 

The initial indications from its CBD (Cannabidiol) business are encouraging, although 
investors should be aware that this is still early in the evolution of the CBD business with 
sales to date of £65,000. Zoetic started retail sales of Chill CBD products in the US in June 
and in the UK in August under the Chill and Zoetic brands. The initial indication is that 
these products are being well received. Going forward, management is focusing on 
building up its retail presence in order to build sales in this rapidly growing market. The 
feminised seed business is being set up to allow the company to start selling seed in early 
2020 ahead of the planting season.  

UK 

In the UK, the company has been increasing the range of products. Initially the company 
marketed CBD oral tinctures but has now moved into cosmetic products such as massage 
oil (which is now the best selling product) and now markets 15 different products. This 
range will be further increased in early 2020 with the launch of CBD gummies where 
there have already been several enquiries ahead of the launch. With this larger range, the 
company is starting to gain traction with retail outlets. The larger retailers have a 
preference for a few suppliers with multiple product lines which should play to Zoetic’s 
strengths. To further this push into retailing, the company is increasing its marketing 
efforts. This is coming through attending trade fairs as well as increasing advertising (such 
as taking out a page in the easyJet’s online magazine in Q1 2020). The group is also 
looking to increase its online sales. Although this will command a higher margin, the main 
focus of the group will be on selling its products through retailers. After the successful 
initial indications in the UK, Zoetic is also looking at expanding its business into Europe. 

US  

In the US, Zoetic started retailing its Chill chew pouches and smokables products through 
the Schrader Oil convenience stores which covers 89 stores across seven states with its 
mint flavoured chew pouch proving to be the most popular. The group continues to 
increase its product and flavour range which is proving popular with customers. The 
group’s partnership with LeafyQuick, the same day delivery service in Chicago, continues 
to develop and grow. More importantly, the company continues to talk with major 
distributors about selling its products. In October, the company announced a partnership 
with Mr. Checkout which is a distributor to 13 industry associations with over 150,000 
independent retail members. Although this has been slightly slower to get going than 
management had originally hoped, the initial trial is now underway with products sold to 
15 distributors. Zoetic is also in talks with two further distributors. Should these come to 
fruition, this is likely to take the demand in excess of the current manufacturing capacity. 
As such, management is initially looking at outsourcing some manufacturing or expanding 
its in-house capacity. At this stage in its evolution, the company is looking at the former 
which would lead to lower initial capital expenditure and should enable the company to 
maintain its margins. The group retains the option of increasing its own manufacturing 
capacity. 
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Feminised seeds 

The third leg of the CBD business is the production of feminised hemp seeds. These are 
seeds that produce female plants which have a higher CBD yield. Zoetic is looking to start 
selling seeds in the first quarter of 2020 ahead of the growing season and to enable this, 
it has been developing framework agreements with seed distributors in the US. 
Management believes that it could reach the maximum capacity of its indoor facility 
which is currently conservatively estimated at 12 million seeds/year. Based on 2019 
prices these could command a price of up to US$1/seed before broker’s and distribution 
costs. Management is concentrating on making the seeds of the highest quality given that 
there have been some disputes over quality of some seed sold within the US. Zoetic 
wants its seeds, like its retail products, to be seen as a premium brand. 

Natural resources 

Zoetic has been looking at selling off its Natural Resources businesses as it focuses on its 
CBD business. The major part of this value is in its shale oil and gas operations in East 
Denver. Here, management has radically reduced the operating costs at a faster rate than 
previously envisaged and this business has now become profitable with revenues 
exceeding associated costs and has allowed management to pay all the overdue invoices 
in this business. With this part of the business generating cash flow, management are no 
longer in a position of being forced to sell these assets and can wait until the company 
receives an offer that better reflects the value of these businesses. Zoetic has already 
received three offers for this business. 

Management has decided to shut its natural gas/helium business in Montana. This will 
involve the plugging and abandoning of the existing well and letting the leases expire. 
This is expected to be completed in Spring 2020. Zoetic believes that the cost of plugging 
and abandoning the well could be met from the sale of equipment the company owns in 
Montana and Kansas whilst there is no cost involved in allowing the leases to expire. 

The company announced in July that it is downscaling its water operation which recycled 
fresh water for oil and gas operation. This has been sold for no cash consideration with 
Zoetic retaining a 10% interest in the business. Zoetic felt that this business needed to be 
considerably scaled up which would require considerable capital investment and through 
this move the company has removed the need to put capital into the business.  It also 
frees up management time in running this operation but allows the potential of realising 
upside should the business become profitable. 

Finances 

The reported financial performance of the group in the first half is relatively immaterial 
given that the CBD business is very much embryonic and that these numbers were 
therefore driven by the Natural Resources business. Revenues, in the six months to 30 
September, stood at £1.15 million of which £1.12 million was from the Natural Resources 
business, with a modest £36,000 coming from the CBD business. Going forward, the 
revenues from the Natural Resources business is expected to decline with the natural 
decline in oil and gas production from the East Denver shale wells. This should be more 
than compensated for by increases in CBD sales. 
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The group reported an operating loss for the period of £1.7 million. This was due the 
unprofitable Natural Resources business and the start-up costs of the CBD business. The 
cost cutting in the Natural Resources business has now left the business profitable while 
the start-up costs are unlikely to be repeated. Management has also written down the 
value of its exploration assets which resulted in a non-cash charge of £2.3 million to leave 
the group with a loss for the period of £4.0 million. 

The company had cash balances at the end of September of £1.0 million. This is likely to 
have decreased since the period end although the group has recovered US$149,500 in 
performance bonds (with a further US$49,500 expected in the coming weeks) and 
received US$48,854 of debt owed to the company by Diversion Technology LLC. The 
company has pro-forma running costs of £2.5 million per annum and so the company’s 
cash resources should allow its cash see it through for the remainder of the financial year 
by which time revenues from its CBD business should be coming through. The cash 
balances would also be bolstered should management sell off its Natural Resources 
business.  
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Emily Ritchie 
+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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