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Executive Summary

Paramount Trading Jamaica (PTL) Limited was incorporated in 1991 and effectively listed on the Junior
Market on December 31, 2012 at $2.43 ($0.243 split adjusted) per share. The primary activities of PTL are
the importation and distribution of chemicals, lubricants, other related products and haulage services. The
company has five reportable segments namely Chemical, Construction & Adhesive, Manufacturing,
Transportation and Lubricants. The three segments which contribute the most to revenue in FY 2020 are
Chemicals, Manufacturing and Lubricants which make up 55.2%, 17.2% and 15.3% of revenue,
respectively.

In January 2018, PTL expanded its relationship with Allegheny Petroleum Products Company (Allegheny)
the supplier of its lubricants and commenced blending operations at the plant located at 39 ¥4 Waltham Park
Road. In November 2019, PTL amended its relationship with Allegheny through a License Agreement and
Supply & Distribution Agreement. The License Agreement permits PTL to use formulae, trademarks and
related expertise solely for the production of specified Allegheny lubricants in Jamaica with exclusive
distribution rights to all member states of the Caribbean. During the FY 2020, PTL completed an Asset
Purchase Agreement with Allegheny to acquire the rights, title and interest for all the assets used in
constructing and equipping of the plant operated at 39 %2 Waltham Park Road.

Below is the historical price chart of PTL adjusted for the 10-for-1 stock split executed in November 2016.
PTL’s stock price has trended lower since its peak in late calendar year 2016. The Company is currently
trading in excess of 60x its trailing 12 months EPS, which is relatively high compared to many listed
entities.
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Recent Developments

PTL’s Q2 FY 2021 revenue declined by $101.04 million or 24.79% to $306.6 million. However, gross
profit margin increased from 30.58% in Q2 2020 to 32.62% in Q2 2021. This was due to increased sales of
higher margin products. However, profits fell $20.4 million or 81.9% to $4.5 million. This was due to the
insufficient decline in operating expenses to offset the material deterioration in revenue.

However, for the 6M period ended November 2020 PTL was able to generate Operating Cash Flow of $87.3
million versus $45.2 million generated in the same period the previous year. PTL also constrained cash
flow from investing activities spending only $5.8 million so far on PP&E in FY 2021 versus $268.87 million
at the same point in FY 2020. The result is the Company growing cash resources by $69 million versus a
decline of $122.03 million.

On December 15, 2020 PTL’s Board of Directors approved a resolution to declare an interim dividend of
$0.04 payable on January 14, 2021 to shareholders on record as at December 30, 2020.

Key Financial Data

FY2016 FY 2017 FY2018 FY2019 FY 2020 CAGR Q2FY2020 Q2FY 2021 Change(
0.38 0.44 0.48 0.52 12.19% 0.51 0.53 425
0.11 0.07 0.04 0.03  -19.07% 0.03 0.01
Dividend Per Share 0.039 - 0.040 - 27.58% - -
Price 1.10 3.01 2.8 2.10 2.00 53.32% 1.98 1.51

Revenue ,024 66 5 398,409,815 1,595,644,995 ESIEE 8 10.29% 768,217,833 668,610,498
Direct Expense /88 ,566 80 5 5 X 047, 0 11.06% 4

3 0 79 5 0 0 22,508,763
Profits 3,043,013 01, 58,644,473 62,643, 25.60% 39,545,194 19,695,167

PP&E 263,597,645 48.11% 590,583,800
Cash and Cash Equivalents ] 62 t 5,145 5, 30 86,4 85% 8, 115,101,542
Current Assets 0 8
Inventory
Current Liabilities
Total Assets
Total Liabilities 278,912,466
Debt 18,311,842 /
580,777,782 81, 2 2 741,369,230 .14% 814,083,887

146,540,546 25% . N 87,328,753

206,006,437 B 8 (1 58)
272,522,072 (177,029,185) (223, 32 81,494,989

Financial Overview

Revenue has increased at a CAGR of 10.29% for the period under review (FY 2016 to FY 2020).
Meanwhile, EBITDA has declined at a CAGR of 13.56% for the same period peaking in FY 2016 at $192.4
million. The primary reasons for the constrained growth in EBITDA were increased operating expenses
and lower gross profit margins. The increase in expenses is primarily due to increased staff cost as the
company endeavours to enter new business lines. Staff costs increased from $74.8 million from FY 2016
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to $178.9 million in FY 2020. The Company also faced increased depreciation expense as it increased its
PP&E.

The growth in PTL’s revenue has been constrained by its largest revenue segment ‘Chemicals’ decreasing
at a CAGR of 0.17% for the period under review. However, prodigious CAGR of 77.29% at its
Manufacturing segment for the period under review aided PTL’s overall top line.

PTL REVENUE MIX

Chemicals ™ Construction & Adhesives Manufacturing Transport M Lubricants

2014 2015 2016 2017 2018 2019 2020

Meanwhile for the 6M period ended November 2020 revenue declined 12.97% or $99.61 million to $668.6
million. However, the profit decline for the period was steeper, 50.2% or $19.9 million to $19.7 million.
This was due to the decline in revenue outpacing the decline in operating expense.

The most considerable contributor to total assets as at the end of FY 2020 has been inventory which was
$683.6 million or 36.7% of total assets. The bulk of inventory is in chemicals amounting to $400.8 million
at the end of FY 2020. Meanwhile, most liabilities are in the form of payables which was $515.0 million or
27.65% of total assets at the end of FY 2020. More than half of payables at the end of FY 2020 are foreign
payables, resulting in currency risk.

PTL has consistently generated positive operating cash flow for the period under review albeit volatile. For
the 6M period ended November 2020 while profits have deteriorated, operating cash flow surged. Operating
cash flow increased by 93.3% to $87.3 million. This was buoyed by a decrease in inventory but constrained
by a decrease in payables. Ultimately free cash flow to equity holders was $81.5 million versus an outflow
of $223.7 million for the same period in FY 2020.
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EBITDA, Operating and Net Profit Margins have all declined from their peak levels in FY 2016. ROE for
the company has steadily declined for the period under review peaking in FY 2016 at 33% and has declined
to 6.90% in FY 2020. Dupont analysis reveals that the primary reasons for the fall in ROE has been
the decline in net profit margin and total asset turnover.

Ratios FY 2016 FY2017 FY2018 FY2019 FY 2020 Average Q2 FY2020 Q2FY 2071 Ch.\nue(%)
Gross Margin 32.78% 30.63% 30.49% 31.45Y 3 31.25% 30.09Y

EBITDA Margin 3.78% 3.70% Z .86% 8.18%

Operating Margi .65% 0 5.67% 4 9. 10° 8.18% 7.04Y

Net Profit Margin .89% 4. 0 3.50% 7.45% 5.15% 2.95%

Current Ratio R 2.12 d 2 2 221
Debt-to-Equity 0 0.45 0.5 0.25 5 0.54

Inventory Turnover .24 28 .24 .06 .70 . .15 1.86

Debt Ratio d i d b .24 0. 2 0.27

Receivables Turnover 5.06 4. b 4.25 3.8 8 4.46 4.73
3 0, / 9 ) 4.16%
1.97%

70.17

2.86
0.00% 5% - -
y 12.24 .18 . 4 .6 78 1.83
Interest Coverage Ratio 9. 10.30 5.9¢ W 8.76 .78 1.83
Cash Ratio .30 0.17 .0 0.09 b X b 0.29

Key Assumptions & Projections

We arrived at our price target of $0.75 using free cash flow to equity (FCFE) approach. Meanwhile
our upper- and lower-case price targets of $0.55 and $0.81 were arrived at using a FCFE assuming
two different scenarios of earnings and by extension free cash flow. For the upper end price target, we
expect PTL’s FY 2022 net profit margin to be 4.19% in line with Q1 FY 2021. The Company produced a
similar net profit margin in FY 2018 which is notably before any negative impacts of the global pandemic.
Meanwhile for the lower end price target PTL produces FY 2022 net profit margin of 2.95% in line with
the first half of FY 2021. The lowest net profit margin produced for the period under review was 3.50% in
FY 2020, therefore the lower-case estimate is conservative.

Outlook

We expect earnings growth to be subdued in the short to medium-term due to continued stagnation of
growth at PTL’s largest revenue segment Chemicals. However, our expectation is for strong revenue growth
at PTL’s manufacturing segment to aid earnings expansion in the long-term as its share of PTL’s total
revenue continues to grow. Furthermore, PTL continues to seek out contract manufacturing in its Lubricant
Division, which could provide other avenues of growth.
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Recommendation

Our recommendation for PTL is STRONGLY UNDERPERFORM, given that the stock trades above our
best-case price target of $0.81. While we expect steady growth following our expectation of a decline in
earnings for FY 2021, we believe investor expectations implied by PTL’s current price is overly optimistic.
We see material risk to the stock continuing to decline. PTL currently trades at a trailing 12M P/E of 62x,
which in our view is excessive given current P/E of other junior market listed entities and PTL’s declining
ROE. Furthermore, the liquidity of PTL shares has been declining, with average value traded on a given
day in FY 2020 of $87.7 thousand.
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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.

OUTPERFORM/OVERWEIGHT/BUY—EXPOSURE TO THIS ASSET SHOULD BE UP TO
10% OF YOUR TOTAL PORTFOLIO HELD AT JMMB

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

UNDERPERFORM/UNDERWEIGHT— ADJUST EXPOSURE IN YOUR PORTFOLIO HELD
AT JMMB TO BETWEEN 2.5% AND 4.9% FOR THIS PARTICULAR ASSET

STRONGLY UNDERPERFORM/UNDERWEIGHT—REDUCE EXPOSURE TO THIS ASSET
TO BELOW 2.5% OF YOUR TOTAL PORTFOLIO HELD AT JMMB

SELL—REDUCE EXPOSURE IN YOUR PORTFOLIO TO ZERO (0%).

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 World Wide
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Web, or over any network, or local area network or otherwise) without written permission
from JMMB.

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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