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Executive Summary

Honey Bun (1982) Limited (HONBUN) is a limited liability company incorporated under the laws of
Jamaica, and its registered office is 26 Retirement Crescent, Kingston 5. HONBUN was established in 1982
by Herbert Chong and Michelle Chong and listed on the JSE’s Junior Market on June 3, 2011. Its primary
activities are the manufacture and distribution of baked products for local and export markets. The company
specializes in producing individually packaged pastries and baked snacks. HONBUN became Jamaica’s
first Internationally Food Safety Certified (Hazards Analysis Critical Control Point - HACCP) bakery in
March 2016 and subsequently completed a 5 for 1 stock split on June 1, 2016.

HONBUN has increased revenue at a CAGR of 14.91% for the period FY 2015 to FY 2019 (period under
review) to $1.54 billion. Meanwhile, profits have grown at a CAGR of 23.09% for the same period.
However, for the 6 months ended March 31, 2020 profits have declined by $16.59 million or 15.22% to
$92.42 million versus the same period the previous year.

HONBUN has produced an operating margin average of 9.91% between FY 2015 and FY 2019 (the period
under review) and peaked in FY 2016 at 12.92%. Meanwhile, debt-to-equity has been stable, averaging
0.06x for the period under review, its highest level was 0.14x at the end of FY 2015. As at March 31, 2020
HONBUN has debt of only $29.70 million resulting in a debt-to-equity ratio of 0.04x, a marginal uptick
from the end of FY 2019.

HONBUN’s stock price has increased at a CAGR of 66.45% for the period under review, eclipsing the
profit growth rate over the same period. This has resulted in significant P/E multiple expansion, which
averaged 7.66x in FY 2015 and surged to an average of 19.51x in FY 2019. For FY 2020, the average P/E
to date is 19.33x, and the stock is currently trading at 16.33x. We expect a decline in FY 2020 profits and
then a return to growth in FY 2021.
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Recent Developments

For the six months ended March 31, 2020 revenue has increased by 12.96% or $100.49 million to $875.98
million, but it did not translate into profit growth. For the 6 months profits fell $16.59 million or 15.22% to
$92.42 million. This was due to HONBUN reporting significant weakness in Q2 FY 2020, which saw
profits declining by $27.61 million or 38.94% to $43.30 million, despite revenue growth of 11.57% or
$47.04 million. The decline was due to higher administrative costs associated with increased salaries and
marketing expense.

Key Financial Data

FY 2015 FY 2016 FY2017 FY2018 FY2019 6MFY 2019 6M FY 2020 Change(%)

Share Price 0.86 5.79 4.30 6.57  66.459 4.24 6.18

BVPS 0.78 1.00 1.16 3 1.57

EPS 0.14 0.31 0.20 . 0.33

Dividend Per Share 0.02 0.05 0.04 0.04 0.06

JSE Junior Market Index 2,390 2,907 32 ESBERNNC N0V ,092 2,30 -25.48%

Revenue 774 25 £ 5 919 977, 12.96%
Gross Profit 3 : 4,199,976 0 ) 448 5 3 55, 3 13.13%
Operating Profit 3
Pre-tax Profit 54,878, 5 98,096,432 580, ,402 107,557,614 -4.10%
Profits 68,165,334 ,902, 86,422,725 156,469,434 109,015,352 92,423,521 -15.22%

)

PP&E 278,775,252 343,924,73 386,947,599 491,544,316 510,604,374 33% 494,985,495 ,115,38 6.90%
Non-Current Assets 308,969,369 2219, 466,684,939 579,078,211 605,219,707 461,745 591,682, 1.41%
Current Assets X 8 0 8, 237,946,203 209,354,957 52,722,618 8.57% 288,

Total Assets 5 58 d 0 ,142 7 8 CZ 5 0 871,673,

Non-Current Liabilities 42,874, 31,935,00 49,843,880 49,348,453 3.58 48,938,588

Current Liabilities K 20, 168,079,107 J 109,987,130

Total Liabilities ,394 s 3 0,5 217,427,560 158,925,718

Debt 5 5,12! 36,126 9, 23,788,867 5,568,859

Equity 0 213l K 8 740,514,765

Operating Cash Flow 2 2 ICAR
Financing C Flow (23,018,935) 56,15 6 3 ) 48 2 03 10.46%
Investing Cash Flow 19,036,135 0 ,645 5 41.27%

Ratios FY 2015 v FY2019 Average 6MFY 2019
Gross Margin 42.83% 4. 43 % 48.24% 4497% 48.56%
Operating Margin 8.38% 75% d 11.83% 991% 14.88%
Net Profit Margin 7.70% v 56% 10.13%  8.81% 14.06%
Current Ratio 232 3 . .73 2.10 2.16

Quick Ratio 1.73 8 . 3 1.73 1.69 2.07

Debt-to Equity 0.14 .03 d d 0.03 0.06 0.04

Debt Ratio 0.11 .03 0. 0. 0.02 0.05 0.03

ROE 20.15% 34.509 8.46% 4.85% b 22.20% 20.30%

ROA 1 % 2 8 17.92 17.09% %

P/E 592 J . .54 19.79 17.54

P/B 1.10

Dividend Payout Ratio 16.59%

Dividend Yield 4.90% 1. 8 :

HONBUN Share Performance 101.89% 576.40% 3% .14 ' 5 349 -5.94% -180.85%
Junior Market Index Performance 49.94% 143.79% 3Y 16.80% 4 / 8.92 -34.79%
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Financial Overview

Revenue has increased at a CAGR of 14.91% for the period FY 2015 to FY 2019 (period under review).
In FY 2016 revenue grew by 34.39% or $304.54 million the most significant for the period under review,
it subsequently slowed to a growth rate of 5.12% and 5.28% in FY 2017 and FY 2018 respectively.
However, FY 2019 saw a resurgence of revenue growth which increased by 17.22% to a record high of
$1.54 billion. Operating Profit has increased at a CAGR of 25.25% to $182.58 million for the period under
review. More recently, for the first half of FY 2020 revenue has increased by $100.49 million or 12.96% to
$775.48 million. However, operating profit declined by $4.06 million or 3.52% to $111.34 million in the
first half of FY 2020. The weakness in operating profit and earnings is due to administrative expense
increasing $21.32 million or 29% to $94.86 million due to higher salaries and marketing expense.

Current assets have increased at a CAGR of 18.57% to $352.72 million at the end of FY 2019. Furthermore,
since the end of FY 2019, current assets have increased by $120.82 million or 34.25% to $473.54 million
at the end of March 2020. The primary reason for this increase over the last 6-months is growth in cash
and cash equivalents, which was up 33.87% or $65.28 million to $258.05 million. The increased cash
position was aided by positive operating cash flows, while cash outflows from investing activities was
curtailed. The enhanced cash position propelled the company’s quick ratio to 1.89x as at March 2020,
marginally lower than the same point in FY 2019. As at the end of FY 2019 non-current assets are primarily
made up of PP&E and Investments which account for 53.30% and 9.6% of total assets respectively.
Investments are made up of mainly fixed income securities and a small stock portfolio valued at $22.08
million at the end of FY 2019. Most of its fixed income securities are VMBS notes denominated in USD.
As at the end of FY 2019 HONBUN has debt of only $23.79 million, the majority of which matures in
September 2027 and attracts a fixed interest rate of 5.65% per annum. The primary collateral for the debt
is the previously mentioned VMBS notes.

Gross Profit Margin has been reasonably consistent over the last five years averaging 44.97% but surging
in FY 2019 to a peak of 48.24%. For the first half of FY 2020 gross profit margin was 48.63% roughly in
line with the first half of FY 2019. HONBUN’s current and quick ratios at the end of March 2020 were
2.36x and 1.89x respectively indicating that short-term liabilities can be readily met. Meanwhile, debt-to-
equity at the end of March 2020 was 0.04x indicating that long-term obligations can be easily met. Days
Sales Outstanding and Days Inventory Outstanding have trended lower for the period under review,
indicating increased operational efficiency. Dupont analysis reveals that the primary reasons for the decline
in ROE from its peak in FY 2016 of 34.50% are the declines in Net Income Margin and Total Asset
Turnover.

All information contained herein is obtained by JMMB® Investment Research from sources believed by it to be accurate and reliable. All opinions
and estimates constitute the Analyst’s judgment as of the date of the report. However, neither its accuracy and completeness NOR THE OPINIONS
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Forecast and Valuation

We arrived at our price target of $5.49 using a combination of discounted FCFE and the relative
value approach. We discounted FCFE assuming a constant growth rate of 5% significantly below
HONBUN’s CAGR for the period under review, indicating our conservative expectations. This resulted in
a value of $4.07, the lower end of our price target. Using relative value, we applied the 5-year average P/E
to our projected FY 2021 EPS resulting in a price target of $6.90. Averaging our upper price target of
$6.90 and our lower price target of $4.07 produces our price target.

Junior Market Food Manufacturing Peers

Ticker Market Cap($M) P/E P/B ROA ROE
LASM 14,596.95 14.87 2.16 10.60% 15.59%
CFF 1,034.08 30.61 2.33 6.53% 7.65%
HONBUN 2,310.81 16.52 2.86 14.44% 18.38%
JAMT 3,483.94 N/A 2.27 -3.67% -6.22%
KREMI 1,287.24 21.10 1.67 5.55% 8.14%
PURITY 271.71 N/A 0.38 -1.27% -1.75%

Average 3,830.79 20.77 1.94 5.36% 6.96%

The chart below illustrates the average trailing P/E of HONBUN for several years. Evident on the chart
below is the limited range of HONBUN’s P/E since mid-calendar year 2016. The extraordinary pace of
multiple expansion seen in early 2016 was due to a stock split and phenomenal earnings growth in FY 2016
of 112.27%. The blue dotted line below shows HONBUN average P/E in 2016 of 13.5x; which HONBUN’s
P/E ratio has remained largely above since early 2016.

HONBUN Historical P/E
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Outlook

We expect FY 2020 earnings for HONBUN to be lower than FY 2019 due to the global pandemic,
and weakness in the first half of FY 2020. However, we forecast a lesser impact on HONBUN than
companies in more cyclical industries such as construction and finance. In the medium to long-term
we anticipate HONBUN will continue to produce steady growth albeit impaired by a higher tax rate as the
company begins to pay taxes at the full applicable rate. HONBUN can comfortably meet near-term
obligations with quick and current ratios of 1.89x and 2.36x respectively. The company has maintained an
average debt-to-equity ratio of 0.06x for the period under review indicating that long-term liabilities can be
readily met. Furthermore, the company has maintained a healthy level of days sales outstanding and days
inventory outstanding, indicating good sales practises and inventory management, respectively. Therefore,
while we expect near-term obstacles from the negative impact of the global pandemic in the medium to
long-term, HONBUN is sufficiently capitalized to endure.

Key Risks to Our Price Target

HONBUN is unable to contain costs, which could restrain profit growth even if revenue growth continues.
While we expect COVID-19 to weigh on FY 2020 earnings if the impact is materially worse than our
expectations this could result in HONBUN earnings and revenue being less than forecast. Another key
risk is HONBUN being unable to meet our conservative expectation for steady long-term growth.

Recommendation:

We recommend a MARKETWEIGHT/HOLD rating on HONBUN at this point given that the stock trades
marginally below our price target. Additionally, an increase in the stock price towards our upper price target
would produce material gains. HONBUN’s current P/E ratio of approximately 16.5x, is below peers
despite its ROA and ROE being the best.

Source: http://www.Jamstockex.com, JMMB Investment & Research, Bloomberg, Various Company
Financial Statements,
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APPENDIX

IMPORTANT DISCLOSURES

ABSTRACT—As a part of our new Portfolio Strategy we are recommending strict adherence to
the following Portfolio Allocation DEFINITIONS/RECOMMENDATIONS.

PLEASE NOTE THAT NO INDIVIDUAL ASSET IN YOUR PORTFOLIO SHOULD HAVE A WEIGHTING
GREATER THAN 5% UNLESS OTHERWISE RECOMMENDED BY YOUR PORTFOLIO MANAGER OR A
SPECIFIC JMMB RESEARCH REPORT. CONSEQUENTLY THE FOLLOWING DEFINITIONS ARE
PROVIDED FOR CLARITY.

UNDERWEIGHT—REDUCE EXPOSURE IN YOUR PORTFOLIO TO LESS THAN 5% FOR
THIS PARTICULAR ASSET

SELL—REDUCE EXPOSURE IN YOUR PORTFOLIO TO ZERO.

HOLD/MARKETWEIGHT—EXPOSURE TO THE ASSET SHOULD BE EQUAL TO 5% OF
YOUR TOTAL PORTFOLIO HELD AT JMMB.

OVERWEIGHT/BUY—EXPOSURE TO THIS ASSET SHOULD BE BETWEEN 5% AND
10% OF YOUR TOTAL PORTFOLIO HELD AT IMMB

COPYRIGHT INFRINGEMENT

“Unless otherwise expressly stated, copyright or similar rights in all material in this research
report (including graphical images) is owned, controlled or licensed by Jamaica Money
Market Brokers Limited or its affiliates (JMMB) and is protected or covered by copyright,
trade mark, intellectual property law and other proprietary rights. No part of this research
report or the report in its entirety may be published, used, reproduced, distributed,
displayed or copied for public or private use in any form including by any mechanical,
photographic or electronic process (electronically, digitally on the Internet or
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World Wide Web, or over any network, or local area network or otherwise) without written
permission from J]MMB.

No part of this research report may be modified or changed or exploited or used in any way
for derivative works, or offered for sale, or used to construct any kind of database or
mirrored at any other location without the express written permission of JMMB.

Thank you for respecting our intellectual property rights.”

The investments referred to in this report may not be suitable for you should consult your
licensed investment advisor. Nothing in this report constitutes investment, legal, accounting or
tax advice or a representation that any investment or strategy is suitable to your individual
circumstances or otherwise constitutes a personal recommendation to you.

Disclosure Under The Securities Act

This disclosure is being provided pursuant to section 39 of the Securities Act. This research
report is prepared by Jamaica Money Market Brokers Limited (JMMB) and the information and
views expressed are those of [MMB. JMMB is a subsidiary of the JMMB Group Limited (J]MMBGL).
Associated persons of JMMB include JMMBGL and its subsidiaries and affiliated companies,
including JMMB Fund Managers Limited, a licensed securities dealer and manager of collective
investment schemes.

As at the date of this report, IMMB and its affiliates, directors, officers, employees and other
associated persons may from time to time buy or sell, or act as principal or agent in, the
securities mentioned in this research report. JMMB or its affiliates, directors, officers and
employees have no interest in or interest in the acquisition or disposal of the securities other
than expressed above. No part of their compensation is or will be related to the
recommendations or opinions in this report.
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