
SCEI Q1 2011 Earnings Questions 

 

Financial 

Q: The 10-Q shows $2.1 million cash paid during Q1 2011. Please explain what government 

agencies this tax was paid to. 

 

A: We pay income taxes to the counties where we produce and sell CWSF. There is a one quarter 

lag between the taxes accrued and the taxes paid. Therefore, the $2.1 million paid during the three 

months ended March 31, 2011, as specified below, reflects taxes owed for the fourth quarter of 2010.  

 

 Name of tax agency   Type of Tax  Amount Paid 

 

 Tongchuan Yaozhou Tax Bureau  County income tax $0.7 million 

Shenyang Puhe Tax Bureau  County income tax $1.4 million 

 

The VAT is not included in our corporate income tax calculation since the amount if excluded from the 

Company’s net sales figure. 

 

Q: Why did accounts receivable increase from $3.9 million at 12/31/10 to $8.5 million at 3/31/11? 

 

A: Sino Clean Energy typically receives cash payment from customers within 30 days after the 

order is delivered. The majority of the $4.6 million increase in accounts receivable from December 31, 

2010 to March 31, 2011 came from $3 million revenues in Shenyang and Tongchuan that occurred at the 

end of the first quarter of 2011. The new Dongguan facility also increased the accounts receivable 

balance by approximately $1.5 million. 

 

Q: Why did cash flows from operations fall from $11.3 million to $5.1 million in Q1 2011? 

 

A: Approximately $5.5 million of the year-over-year change in cash flows from operations was due 

to the change in accounts receivable. As stated in the answer to the question above, our accounts 

receivable increased by approximately $4.6 million during the first quarter of 2011. This was a timing 

issue, as we have collected all of the receivables outstanding at March 31, 2011. 

 

Q: Why was the interest income only $44,000 during the first quarter of 2011 if it had such a large 

cash balance? 

 

A: The Company’s cash balance was $52 million on December 31, 2010 compared to $70.4 million 

on March 31, 2011. SCEI’s reported interest income includes all bank fees incurred, including transaction 

fees. The interest rate earned during the quarter was approximately 0.4% per year compared to 0.36% 

for short term bank deposits. Because all of SCEI’s cash is held in Chinese bank accounts, it earns a very 

low interest rate. Management believes this is appropriate given its liquidity needs. 

 



Q: How sensitive are your margins to rising coal prices? What is your margin outlook? 

 

A: We have been successful in the past in passing along increases in coal prices to our customers. 

Our margins have also benefited from contracts we signed in advance to purchase coal at prices below 

current market prices. However, as those contracts expire and we sign new contracts to purchase coal at 

higher prices, our margins will be impacted. We are also limited in certain instances from the rate of 

increase we can pass on to residential customers. We believe our gross margins will fluctuate due to 

competitive, regulatory and market conditions. 

 

Q: The sales guidance of $170 million was reaffirmed despite a note in the 10Q stating that 

Shenyang Haizhong Heat would be reducing volume orders during the second quarter due to the 

temporary disconnection of a pipe at a certain real estate development site.  Is this customer expected 

to make up for that volume in subsequent quarters? 

 

A: Based on our conversation with Shenyang Haizhong Heat, we believe they will resume orders 

after the temporary disruption is resolved. As we stated in the 10-Q, we expect the two-month 

disruption to impact our sales by only $4.7 million, which is less than 3% of our total projected 2011 

revenues.  

 

Operations: 

Q: How does the Company produce more CWSF than its stated capacity? 

 

A: As of March 31, 2011, the Company operated a total of six production lines, which have a 

combined annual capacity of 1,150,000 metric tons (MT). This stated capacity is based on operating each 

line 10 hours per day, 360 days per year. When there is excess demand for the Company’s CWSF, we can 

run more shifts for longer in order to fill the excess demand.  

 

Q: Do any of your production facilities experience seasonality? What was the production and sales 

volumes in Q1 2011 at your Dongguan, Shenyang, and Dongguan plants? 

 

A: We have two types of customers: industrial and residential. There is little seasonality in demand 

from our industrial customers, with the exception of the first quarter, which experiences lower rates of 

industrial production overall due to Chinese New Year. Demand for CWSF from our residential 

customers are typically the highest during the winter months since CWSF is used for heating. Because 

we have been expanding our capacity and adding new customers quickly over the past few years, our 

sales and production have not experienced the typical seasonality inherent in some of our businesses.  

 

   Q1 2011 Production (MT) Q1 2011 Sales (MT) 

Dongguan  15,334    14,118 

Shenyang  113,915   113,283 

Tongchuan  164,760   163,532 

 Total  294,009   290,934 



 

Q: Have any of your facilities or your customer’s demand for CWSF been affected by power 

shortages that have been reported in the press? If so, which facilities were affected and how long will it 

last? 

 

A: None of our production facilities have been affected by the shortage of electricity so far. Based 

on our conversation with local authorities, management believes there may be some impact on our 

facilities in Guangdong. We will provide an update on any negative impact on CWSF demand and 

production if/when more information becomes available. 

 

Q: How sensitive is your business to a slowdown in the Chinese economy? 

 

A: Parts of our business are tied to the economic cycle. For example, demand from industrial 

customers may slow if the economy decelerates. However, given that CWSF represents less than 1% of 

total energy consumption in China overall, our business may continue to grow, but at a slower rate, 

should the overall Chinese economy weaken. 

 

Strategy 

Q: What is your best estimate of the minimum and maximum capacity additions for 2012? How 

much of these costs will be funded from existing capital and cash flows? 

 

A: We have not provided an outlook on our 2012 cap ex. Management is focused on completing 

the 750,000 MT expansion in Dongguan in 2011, which will bring our total capacity to 1,900,000 MT. We 

expect to spend approximately $19.1 million in cap ex during 2011. 

 

Q: Is the expansion project on schedule in Dongguan to complete installation of the 750,000 metric 

ton production line by mid-July 2011? 

 

A: Management expects to complete the 750,000 MT expansion project in Dongguan by end of 

July-early August 2011. 

 

Q: With over $70 million in cash, would SCEI consider a cash dividend? 

 

A: The board will consider all options available to maximize shareholder returns, including paying a 

cash dividend. However, there are no plans to pay a cash dividend at this time. Given the compelling 

valuation where our stock trades today, the board has decided that buying back stock is the best use of 

capital.  

 

Corporate Governance 

Q: Have the cash balances, sales and purchases been independently verified? By a local accounting 

firm, by Weinberg, or both? 

 



A: As a part of its audit procedure, Weinberg’s audit staff performs its procedures in accordance 

with PCAOB standards, which includes comprehensive and integrated tests of transactions and balances 

to an extent sufficient to allow Weinberg to form an opinion on the overall financial statements taken as 

a whole. 

 

Q: Why did Joe Levinson leave the board? Was his departure related to the company’s 10-Q filing? 

 

A: Mr. Levinson provided the Company with a resignation letter, which was attached as an exhibit 

to the Current Report on Form 8-K filed on May 17, 2011.  In that letter Mr. Levinson did not specify any 

reason for his resignation.  Accordingly, the Company has no further details as to the reason for his 

decision to resign. Mr. Levinson has confirmed, however, that due to his brief affiliation with the 

Company he did not become familiar enough with the Company's operations, policies or practices to 

formulate any opinions on those matters.  As a result, it was disclosed in the Form 8-K that there were 

no disagreements between management and Mr. Levinson with respect to those matters. The Company 

is actively looking for a qualified candidate to fill this important role.  

 

Q: Did Mr. Levinson receive any stock-based compensation when he joined SCEI’s board? If so, how 

much was he compensated? Did he forfeit the compensation when he resigned? 

 

A: Mr. Levinson did not receive any stock-based compensation. 

 

Q: How many shares has the Company repurchased to date since it announced the $20 million 

corporate buyback program on May 9th? 

 

A: The Company began to purchase shares in the open market starting Thursday, May 19th, 2011. 

To date, the Company had repurchased approximately 150,000 shares. 

 

Q: Why is management not increasing production capacity by running plants during day time? 

Wouldn't it be cheaper to pay for day time electricity instead of spending 10’s of millions of dollar and 

time every year on expansions?   

 

A: The Company produces predominantly at night because electricity costs are approximately one-

third to one-half cheaper during the night time than during the day. Separately, due to the high costs 

and the volatile nature of CWSF, it is more economical and practical to sell to customers within 200 km 

of the company’s production facilities. In order to take advantage of the significant demand for CWSF in 

Guangdong province, Management decided to build a new production facility in Dongguan. 

 

 

 

 

 

 



 


