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Telecoms Driving Profitability Tt —

52-week range (J$) 1.40 - 3.50

Latest Performan
atest Ferformance RJR's dividend payments have been

e .- . inconsistent in the past. Shareholders had to
Increased competition in the telecoms market between Digicel, CLARO and LIME has resulted in wait for eight (8) (?uarters to be paid; four of

additional revenue and increased profitability for RJR Ltd. “Heightened sponsorships and which included consistent profitability after
advertising activity’ has driven group after tax profits to J$103.6 million for the December-09 previous quarters of losses.

quarter, a 125.76% increase over the September-09 quarter and a 90.28% increase over the
similar quarter in 2008. The improved profitability was also aided by a J$30.9 million (17.8%)
decline in cost of sales due to reductions in spending on special events sports broadcasting

rights. Last year the group’s expenditure increased due to the Olympics and World Cup qualifiers. Profitability
Savings also resulted from the restructuring exercise at the end of the 08 financial year.

After tax profits for the nine months ending December-09 totalled J$212.3 million, an increase of
J$181.75 million or 594.44% compared to the similar period in 2008. The improved performance
follows net losses of J$42.39 million and J$24.08 million in the Sep-08 and Mar-08 quarters
respectively. The improved profitability resulted in a massive price increase of 125.0%, from
J$1.40 in June 09 to J$3.15 as at April 6-2010. RJR’s price last achieved these “lofty” heights in
September-08, just before the global financial crisis.
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EPSafter Extraordinary Items Quarterly

Is the rally
ustainable?

Price J$
(62}

Historical Performance

Historically RIJR’s performance has been inconsistent, especially when viewed on a quarterly Return on Common Equity

basis. Net profit was negative for the March and June -07 quarters as well as the March and
September 08 quarters. However since September-08 the group has recorded four consecutive
quarters of positive net profit. This may seem counter intuitive since the global financial crisis and 1"y gl
consequent decline in local economic activity began in September-08. However the period also
coincides with the aggressive push by CLARO to take market share from Digicel and the re-
branding of Cable & Wireless to LIME and its subsequent advertising thrust.

Key Ratios /

Quarterly Data Dec-09 Sep-09 Jun-09

B o @ O ¢ & & & A ©
EPS (aft XO items) 0.29 0.13 0.18 &‘9 4&” \ﬁ &Q» ,’@” @9 ‘9@ &ng
P/B 0.63 0.86 0.62
EBIT 173.16 89.09 108.50
ROE (4-atr-rol.) 23.92 11.73 9.49

Source: JMMBIR estimates, company financial statements, Bloomberg.
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Reduced profitability has also meant that key ratios such as the company’s EPS and its ROE
have also been inconsistent (see graphs to the right). Dividend payments however, when viewed
both from a quarterly as well as a year over year basis, have been weak. The company has only
paid dividends on five occasions over the last ten years; the last payment came in the December
09 quarter. Before that we would have to go back to September-07 for the last quarterly dividend
payment.

What Do We Like About The Stock?

What we like about RJR is management’s conservative stance, their willingness to take tough
timely decisions given the economic realities and the company’s low debt ratios. During the
height of the economic crisis management took the decision, which many firms have had to do, to
reduce its staff complement by offering redundancy packages. This has ensured that the growth
rate of selling general and admin expenses has remained in single digits for the last four quarters.
The company’s debt ratios are also low (in line with the sector), coming in at approximately 15%
for the last four quarters (debt/capitalization, debt/equity).

Is The Stock Properly Priced?

Pricing RJR is a difficult task using traditional models. The dividend discount model may not be
the best since dividends are inconsistent. Using free cash flow of the firm or free cash flow to
equity is not advisable since free cash flow is often negative using historical data. Using the P/E
ratio is not advisable since earnings have been relatively volatile historically so the ratio tends to
fluctuate.

The most consistent ratio is the company’s price to book value which has come in at an average
and median of one over the last nine quarters. Assuming that the growth of the company’s
total tangible assets remains consistent and the co mpany’s shares outstanding remains
constant, a price in the range of J$3.15 to J$3.40 s a fair price.

Will the Telecom’s Advertising Thrust Continue?

Informal surveys indicate that CLARO has continued its marketing and brand building thrust. This
should ensure that both DIGICEL and LIME’s marketing and promotions teams remain on their
toes. Continued innovation, increased promotional activity and maintenance of the drive to
capture market share should continue during the current calendar year.

Conclusion

Given RJR’s record of inconsistent profitability, ratios and dividend payments we do not
recommend that investors purchase the stock as part of a long to medium term portfolio such as
a pension fund. If one is looking for a stock to trade for capital gains (or a managed equity fund)
then buying now may be a strategy given the assumption of continued aggressive marketing by
the three major telecoms giants. This may be a good strategy given that the telecoms (cell phone,
internet) market seems to have weathered the “recession storm”. “Buying on company strategy”
is also another avenue worth exploring; that is if the company has picked up any major event that
would significantly improve viewership (such as the World Cup or the Olympics) and
consequently the cost of advertising space, then one may speculate and take exposure.

It is prudent however to question whether all three telecoms giants will continue to spend
indefinitely especially if they are not gaining additional market share. Is the pie that lucrative? In
our opinion it is, at least in the short term (one year); given the resilience of the sector and
Jamaicans tendency to talk.
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Latest IMF Projections (year over year %-age Changp

Going forward the Jamaican economy is projected to return to trend growth (0.5%-1.0%) in 2010. Projections
Global growth is projected to improve but the performance of the major industrialized economies, 200¢ 201( 2011
including the US—Jam._aica’s major trading partner, is projected to lag developing economies Global Output 08 39 73
such as China and Brazil. Advanced Economies -3.2 2.1 24
United States -2.5 2.7 24
Euro-Area -3.9 1 16
Emerging Market 2.1 6 6.3
China 87 10 97
India 5.6 77 78
Brazil -0.4 4.7 37
Mexico -6.8 4 47
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