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Jamaica.West Indies

Jamaica Producers Group

Restructuring Beginning to Reap Rewards

Latest Performance

The complete restructuring of the JP Group has already begun to reap positive rewards. Net Profits
for Q2-10 were up 124.5 per cent compared to the similar period in 2009. Earnings per share (EPS)
for the quarter also increased from 31.5 cents to 70.7 cents. For the first six months of the year,
profits are up 105 per cent with shareholder’s equity increasing by J$449.2 million or 10 per cent.
Year to date, total group revenues are up 10 per cent with all major segments of the group (Europe,
Tropical & Corporate) recording improved pre-tax profits. Group profitability came as the company
realized profits on certain investments as well as operational improvements which were sufficient to
overcome the economic challenges in Europe, the company’s primary market.

Jamaica Producers Group-- Profit Before Taxation

24 Weeks Ended 26 Weeks Ended
June 20, 2009 July 3, 2010 %-age Change
$' 000 $' 000

Profit Before Tax

JP Europe Division 94,315 134,861 43.0%

JP Tropical Division 22,972 37,789 64.5%

Corporate _702 83,275 11762.5%

Total 124,789 255,925 105.1%

Source: JPG Annual Report, www.Jamstockex.com

Challenges

Despite the overall positive performance, the group faced two major challenges over the reporting
period. The recent turmoil in the global financial markets due to the challenges faced by Greece and
the opening of the world’s eyes to the possible challenges on the horizon for Portugal, Ireland and
Spain—has had a negative contagion effect on the entire Eurozone. This led to a weakening of the
Euro against all major global currencies. Consequently the Euro also depreciated by 15 per cent
against the Jamaican dollar. Given that JP Europe represents approximately 80 per cent of total
group revenue, the depreciation had a significantly negative effect on profits which are reported in
Jamaican dollars.

Going forward, the Eurozone is still fundamentally weak and should continue to face challenges.
However, on the positive side the euro has regained some of its lost value against the major global
currencies and policy decisions taken by Greece to sure up its fiscal accounts are encouraging
(despite the many riots). Several strategic moves by the European Central Bank and the IMF to
provide liquidity, Balance of Payment (BOP) and technical support are also encouraging but the real
test will come over the next 12 to 18 months as debt issuances for the distressed sovereigns slowly
come to maturity.

Key Ratios-Quarterly

Historical Performance FQ2-2010 FQ1 -2010 FQ4-2009 FQ3-2009 FQ2-2009
Net Profit 132.2 72.8 52.8 56.6 54.8
EPS aft XO Items 0.71 0.39 0.31 0.30 29.3
EBITDA 95.8 85.6 182.7 79.9 5.75
Total Debt/ Total Equity 1.8% 2.0% 2.8% 1.8% 2.2%

Source: JMMBIR estimates, company financial statements, Bloomberg.
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RECOMMENDATION BUY

Price at September 2, 2010 (J$) 21.0
Price target (J$)/Intrin. Value (J$) 25.29
52-week range (J$) 12.0—26.0

| Company Profile
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The second major challenge during the review period came domestically as the state of emergency
led to reduced sales. Reports suggest that economic activity is slowly returning to normality so
sales should show improvement in the upcoming quarter.

Important Strategic Moves

The Jamaica Producers Group has undergone a massive transformation . The restructuring
came because of five consecutive hits by hurricanes which had a catastrophic effect on JP farms
combined with the impact of the global downturn on UK operations (the company’s largest market at
the time). Both events proved devastating for JP’s then business structure. Consequently, at the
end of 2008 the board took the decision to exit its UK juice business and to exit the business of
exporting bananas to the UK.

The group now comprises two operating divisions—JP Europe & JP Tropical—as well as a
Corporate Segment involved primarily in local/Jamaican fixed income & equity investments. JP
Europe is the largest producer of fresh juice in the Netherlands and accounts for 78.2% of group
operating revenue. This segment is involved in fruit processing via fruit imports from all over the
world and operates a fruit juice extraction and bottling plant in the Netherlands which serves the
high end Benelux region (Belgium, Netherlands & Luxembourg).

JP Europe has invested in improved technology that should improve the shelf life of its juices. This
should further increase the attractiveness of JP-Europe’s juices.

JP-Europe also operates JP Shipping Services, a UK-based freight forwarder and freight
consolidator serving the English speaking Caribbean. This business originally served the group’s
banana export business but now handles freight from other business lines. The global recession
initially hit the business hard but cost reductions and new business lines returned the company to
profitability in the fourth quarter of 2009.

JP Tropical is involved in the manufacturing, advertising, and distribution of processed snacks as
well as the growing of fresh bananas (in Jamaica & Honduras) for local and export markets. JP
Tropical is the leading vertically integrated tropical snack producer in the Caribbean. The segment’s
snacks include JP banana, cassava, sweet potato & plantain chips while the segment’'s markets
include, Jamaica, the Dominican Republic & North America.

JP Topical has also embarked on an aggressive re-branding and advertising campaign with the
flagship—St. Mary’s Banana Chips—now the leading tropical snack brand in Jamaica. The
company has also begun to benefit from a series of initiatives to generate added rental income from
its land holdings (a total of 3,500 acres) which were previously used to grow bananas.

New Dividend Policy —Jamaica Producers Group Limited has advised that at a meeting held on
August 12, 2010, the Board of Directors approved a new policy for the payment of dividends. The
company intends to distribute a minimum 15% of its annual after-tax profits as dividends. This policy
is subject to periodic review on the basis of available cash flow, the operating and economic

environment and the financing requirements for growth opportunities.

What Do We Like About The Stock?

We like the fact that the group has diversified its product offerings. Targeting the high end value-
added portion of the market (juices in the Benelux) is a positive strategy. High end income earners
tend to be more resilient to economic shocks. The fact that the raw material for the juices is
imported from different sources globally (including, Brazil & South Africa) reduces the supply side
risk as well.

The re-branding of an old favourite (St. Mary’s banana chips) and the addition of new snacks
(cassava, plantain, etc.) is a further positive. The planned launch of a new frozen fruit product in
2010 should also further diversify product offerings. The move by management to pay out a higher
percentage of dividends (minimum 15%), though subject to constraints, should improve the group’s
attractiveness even further.

The rental/lease of JP’s 3,500 acres of land should create a consistent stream of cash flow and the
use of its freight/shipping division in the UK ads further diversity. The company also has very low
debt ratios with debt/total capitalization and debt/equity coming in less than 5% for the last two
years.

Jamaica Money Market Brokers Limited.
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.What We Don't Like About the Stock

The maintenance of the group’s position in the growing and export of bananas and consequently
exposure to hurricanes (Jamaica, Honduras) remains a risk, though mitigated by the company’s
diversity. JP also has significant exposure to the European Union and fluctuations in the Euro could have
a deleterious effect on reported earnings which are in JA-Dollars. Like all companies operating in
Jamaica, the hit to consumer purchasing power (approx 60,000 persons have lost their jobs) should
have a negative effect on their snack division.

The group’s net cash position was a concern especially with cash flow from operations coming in
negative for 2007 & 2008. However the return to a positive net cash position in 2009 (though small) and
a return to positive cash flow from operations is a signal that the company’s position has turned in the
right direction.

Is The Stock Properly Priced?

CONGLOMERATES
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Ratios

In terms of the JP Group’s P/E, the stock is being sold at almost 13 times earnings which is above the
industry average and is more expensive than both Grace and Pan Jam. In terms of Price/Book, the ratio
suggests that the stock is fairly valued—coming in at 0.89—uwhich is in line with the industry average.
However if the company were to be liquidated “tomorrow”, an investor would gain an immediate 11%
return. The company’s dividend yield however, comes in below the industry average for both 2008 and
2009 indicating that, at least in recent memory, the stock does not offer as much “bang for the buck” as
its closest counterparts.

In terms of ratios, the Price/Book value for conglomerates is less than one when the entire market on
average is being sold above one. Thus one must question why the market has such a negative view of
conglomerates when the diversity of the sector should provide a hedge especially in a difficult economic
climate. This may suggest a buying opportunity based on a long to medium term view. With the
restructuring of JP and management'’s decision to pay out at least 15% of net profits, our opinion, based
on the ratios, is that the stock should be priced at least at book value (J$26.62).

Intrinsic Value

Using the three stage dividend discount model and our forward looking assumptions for EPS, dividends
per share, the company’s long term growth rate, the bond rate and risk premium; our theoretical forward
looking price came in at J$23.96.

Price

Taking an average of of our price based on the company’s ratios and our DDM model, we conclude that
the stock’s price should be approximately J$25.29 or J$4.29 (20.4%) above the current price.

Conclusion

The decision whether to purchase JP is one that should be based on its forward looking strategy. The Jamaica Money Market Brokers Limited.
question is whether diversification, re-branding, improved marketing, targeting of a higher end market,
improved technology (increased shelf life of products), new product offerings, reduced risk, improved
dividend payments going forward & below book value pricing are incentives enough for an investor to
take exposure. In our opinion these set of factors are enough to take exposure. We recommend the

stock as a buy at this time.
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