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Recommendation: BUY

Elite Diagnostic Limited (Elite) commenced

operation in August of 2013 from is location at 1B Stock Market Ticker: ELITE
Holborn Road, in New Kingston. In February 2018,
the company was listed on the Junior Market of the Current Price: 1$3.31

Jamaica Stock Exchange and since then, its

geographical footprint was expanded with the

opening of two additional locations in Liguanea, St. Dividend. Yield @ Current Price: 2.72%
Andrew and Drax Hall, St. Ann. From its offices, the

company provides medical diagnostic imaging

services and treatments. Elite Diagnostic’s services YTD Gain/Loss: J$0.46
are primarily utilized by individuals (patients), who

were referred to the company by medical

practitioners located in in the surrounding areas of YTD % Gain/Loss: 16.14%
its branches.

Amongst the diagnostic imaging services offered by 52 Week High: J$4.40
the company includes:
¢ MRI Scans 52 Week Low: 1$2.50
. CT Scans
. X —Rays CURRENT P/E: 99.53X
. Ultrasounds

: CURRENT P/B: 2.69X
. Fluoroscopies

Additionally, the Company provides minimally
invasive, image-guided interventional procedures to
treat diseases and disorders, including cancer. The
company is supported by two Executive Directors, a
General Manager (oversee the major operations),
Branch Managers and a team of independent
radiologists, radiographers, transcriptionists and
patient assistant/practical nurses.
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Analyst’s Findings Summary

Potential Capita
Gains
BUY J$3.31 $3.65 10.27%

Analyst’s Opinion

Rating Current Price  Estimated Fair Value

Over the past two (2) financial years, Elite’s profitability was eroded by operational inefficiencies, which saw the
company operating at sub-optimal capacity, and rapidly rising operating expenses. However, towards the talil
end of the recently concluded financial year, Elite resolved the former of the two problems by engaging overseas
technicians to repair the company’s offline/malfunctioning machinery. Effecting repairs prior to when action was
taken was difficult due to a deficit of local expertise and previous COVID-19 mitigation policies, such as the
quarantining of incoming visitors, which hindered the engaging of overseas technicians.

It is our opinion that the on-streaming of the previously off line machinery is likely to prove accretive to the
Elite’s top and bottom line in the near future. It is our opinion that such a move is likely to enable the company’s
new branch, in the parish of St. Ann, to operate at/near full capacity for the first time since its opening in the
height of the pandemic. Our optimistic outlook is bolstered by the Government of Jamaica’s shifting its strategy
from one aimed at preventing infections to one which seemingly suggests learning to live with the virus.
Businesses are expected to be the beneficiary of the shift as we anticipate they are less likely to be subject to
significantly curtailed business hours due to curfew, or other measures such as no movement days and
community lock downs.

We expect that these changes are likely to compensate for the company’s rising expenses. Furthermore,
approximately one third of Elite’s operating expenses are non-cash expenses; depreciation. These expenses are
expected to be value neutral; that is, they should not adversely or positively impact shareholder’s value.
Additionally, with much of the initial set up cost of the new branch already undertaken, Elite’s debt should remain
relatively stable and the company’s cash burn is expected to decelerate considerably or potentially reverse
altogether as income increase due to the aforementioned factors. Consequently, using a conservative forecast
of the firm’s free cash flow to equity we estimate Elite’s fair value at J$3.65 per share. Given the positive future
outlook for Elite, we recommend the company’s shares as a BUY.

Competitive Analysis

The competitive landscape will be analysed utilizing the Porter's Five Forces model. Porter’s model focuses on
five competitive forces that shape every industry, and attempts to assess an industry's strengths and weaknesses
by assessing the competitive intensity of the operating landscape. Using that information, we will attempt to
rate the attractiveness, and by extension the potential profitability, of a company operating in that particular
industry. The model focuses on the following potential threats:

OO

Competition New entrants Buyers Suppliers Substitutes
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Elite competes
with numerous
companies which
offer similar
services. This
reduces the pricing
power of the firm.
However, Elite’s
investment in MRI
technology (e.qg.
3T MRI machine
which only Elite
has is capable of
capturing more
detailed images
relative to
commonly used
machines of its
rivals) gives the
company a
competitive
advantage over
some of its rivals
which offer images
from older MRI
machines.

e The threat of new
entrants to the
industry is mitigated
by the high capital
outlay required to
enter the industry.
For example, a new
MRI machine can
cost upwards of
US$1.0M, not
inclusive of shipping
and duty. Add to
that the cost to
secure a suitable
office spaces and
the maintenance
cost associated with
the machinery.

e There may be a
difficulty in finding
workers with the
skillset required to
install, service and
calibrate the
machines.

[ ]

to
Individual buyers
have little influence
in pricing of the
services.
However, insurers
may be able to
influence price, and
by extension
demand for the
service, by virtue of
their coverage
policies (i.e. which
procedures they will
cover and the extent
of coverage).

High
The machinery used
in image diagnosis
can be very
expensive. We
conjecture that the
ability to secure
capital, usually in the
form of loans, to
purchase these items
are pivotal.
However, with
market conditions
shifting, suppliers of
capital are in
stronger position to
demand more in the
way of interest in
order to lend their
capital.
The Firm is reliant on
the external parties
to interpret the
outcomes of the
Imaging scans. Loss
of these services
could negatively
affect the firm.
The firm is also
dependent on repair
and maintenance
personnel from
overseas to keep the
advanced machinery
operational.
Therefore, these
suppliers can exert
significant influence
over the company.

The primary
substitute would
come from the
Public health
sector. However,
the public sector is
often ill-equipped
to provide the
requisite service in
a timely manner.
Invasive surgical
procedures which
usually carries a
greater mortality
risk are also an
alternative.
However, with the
advent of imaging
technology, we
conjecture that
most physicians
and surgeons
would abstain from
this alternative in
favour of imaging
diagnostics, which
is much safer and
reduces morality
risk relative to
exploratory

surgery.

Based on the factors previously outlined, we believe that Elite Diagnostics, for the most part, faces relatively
low to moderate competitive threats. However, the threat the company faces from suppliers is
significant given the absence of internal personnel with the expertise to service the company’s advance imaging
machinery (e.g. MRI machines). Therefore, if the company is to suffer extended periods where it is unable to
procure the aforementioned service from suppliers to keep machinery operational, the company’s may unwillingly
forfeit higher margin revenue opportunities due to machinery being in disrepair.
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Financial Analysis

Elite’s performance over the past two years has declined Elite's Historical Profitability & Returns
considerably, with net profits falling 83.50% from an all- 50,00 16.00%
time high of J$51.82M at the end of FY 2019 to J$8.55M ° 14.00%

50.00
12.00%

at the end of FY 2020. Profitability continued to decline in
FY 2021, filling a further 77.44% contraction of net
income to J$1.93M at the end of FY 2021. Returns
declined in tandem, with Return on average shareholder’s £000%
equity (ROE) and return on average assets (ROA) 10.00 \ = 2.00%
declining from 12.18% and 8.25%, respectively, at the : ==
end of FY 2019 to generating an ROE and ROA of less
0.5% by the end of FY 2021.

40.00 10.00%
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30.00 8.00%
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20.00 6.00%

Net Profit (Millions of 1$)

. 0.00%
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In contrast to the bottom line, Eite’s top line grew each Elite's Top Line Performance
consecutive year between FY 2018 and FY 2021. During c00 ook
that period revenue grew at a compound annual growth . ", 59% 507 -
rate of 19.40% from J$298M to J$507M. The average 65%
gross profit margin during the period was 64.37% and

'328
gross profit margin in FY 2021 was 64.77%. Despite the o '2?; ;
200 lglf“;b i 60%
100 o
_ 56%

top line growth during the past two financial years, it is
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likely that revenue underperformed potential. This is
because the top line was impacted by COVID-19
mitigation policies such as curfews and travel restrictions
as well mechanical failures for extended periods of time,
which were mostly unresolved as the management Elite’s Historical Gross Profit vs Total
reported that they were unable to get local support Expenses

. . ) 350.00 350.00
capable of resolving the issue or rely on their usual 100,00 200,00

international technicians due to policies surrounding 250,00 250,00
international travel stemming from the COVID-19 200.00 I I 200.00

Revenue & Gross Profit (Milions of 1$)

. Revenue Gross Profit & Gross Profit Margin

Millions of 1%

pandemic. 150.00 150.00
100.00 100.00
The aforementioneq decline? in profitability over the pf':iSt Elite's Historical Net Profit Margin
two years was partially attributable to expenses growing . ...
at a faster pace than revenue during the period. Since the 1400 =
\' 12.80%

end of FY 2019, operating expenses increased by 47%, in  12.00%

comparison revenue grew by just over 25% during the  10.00%

same period. In FY 2021, the growth in gross profit, soo%

approximately J$50M, was completely eroded by a  soo%

J$50.1M increase in operating expenses. It is noteworthy  4.00%

that approximately a third of the company’s J$299M in  200% K 0.36%
operating expenses were depreciation and amortisation  0.00%
expenses which have no impact on the company’s true

FY 2018 FY 2019 FY 2020 FY 2021
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cash position, as they are accounting expense. Depreciation expense tends to increase/spike subsequent to a
company acquiring high value tangible assets.

Foreign exchange losses of J$6.72M due to the depreciation of the Jamaican dollar during the year and J$20.93M
In net interest expenses served to further erode the company’s returns during the year. The effect of the
company'’s rising expenses can be clearly seen when its historical net profit margin is examined. During the four-
year period between FY 2018 and FY 2021, Elite’s net profit Margin declined from the period’s high of 15.08%
in FY 2018 to 0.38% in FY 2021.

Thematically, Elite’s performance in Q1 2022 was similar to the performance throughout FY 2021, with a few
very important exceptions. Revenue continued to grow during the period, outperforming Q1 2021’s revenue
by 28.36%. This enabled the company to grow gross profit and gross profit margin to J$90.76M and 64.45%,
respectively, despite an 18.24% increase in direct expenses. Additionally, the rate of growth of revenue
outpaced the rate of growth of expenses (28.36% vs. 19.22%, respectively) during the quarter allowing for
operating profit and operating profit margin to grow to J$6.64M and 4.71% relative to an operating loss of
J$3.28M and operating margin of -2.99% in Q1 2021. The operating profit earned during the period,
however, was eroded by the foreign exchange losses and finance cost of J$4.97M and J$2.80M, respectively.
Consequently, the company reported a net loss of J$0.51M during the first quarter of 2022.

Elite’s total assets steadily increased between the end of Elite's Historical Asset Distribution

FY 2018 and FY 2021, growing at a compound annual . .
growth rate of 5.78% from J]$591.79M to ]$700.41M o0
during the four-year period. The underlying cause of the 650
growth was expansion of the business to a new location,
which required the acquisition of assets for the new

branch to operate. At its peak, Elite reported J$603M in 500
Property, Plant and Equipment (PPE) at the end of FY 450

2020, however depreciation expenses eroded the book W s s o o
value of the assets over the years, with the company

reporting PPE of J$569.38M and total assets of J$672.35M

at the end of Q1 2022.
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Elites liabilities are mostly long term in nature, with the Elite's Historical Liquidity & Solvency
company reporting J$237.61M in total liabilities at the end 200 st gsse— 50.00%
of Q1 2020, of which approximately 62%, or ]J$148M, 6.00 ’ . \ . ¢ 45.00%

. R . 40.00%
where non-current liabilities. Because of this, the company  _sw 52 5.95 o 35.00%
has maintained adequate liquidity, with a current ratio of £ 400 gt 30.00%
1.14X at the end of Q1 2022. Despite the adequacy, the £ so " o 3
current ratio declined significantly from previous years. = 20 15.00%
This was mostly attributable to J$49M in debt coming due 1.00 i T 5o
within the next twelve months. Consequently, the cash ots oot Pramn Yo Q:w 0.00%
ratio also declined during the period to 0.48 times current s Coch Ratio Current Ratio. —ems Debt to Total Ascets e Debt to Equity
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liabilities, when prior to the end of FY 2021, the cash ratio was consistently over one time current liabilities.

At the end of Q1 2022, Elite’s total debt grew by 3.91% relative to the end of FY 2018 to approximately J$195M.
Elite’s solvency, as a measure of total debt, remained relatively stable over the period at the end of FY 2018 and
the end of Q1 2022, with debt funding 29% of total assets at the end of Q1 2022 relative to 31.71% of assets
at the end of FY 2018. Similarly, the debt to equity ratio was relatively stable over the period coming in at
44.85% at the end of Q1 2022 relative to 46.98% at the end of FY 2018. Debt coverage remained strong as
well with the annualised debt to EBITDA ratio at 1.44 times (lower is better) at the end of Q1 2022.

Shareholder’s equity grew each year between FY 2018 and FY 2021, though the rate of growth slowed alongside
profitability in FY 2020 and FY 2021. Shareholder’s equity declined by 5.84% at the end of Q1 2022 relative to
the end of FY 2021 to J$452.51M as a dividend payment of J$0.90 per share reduced retained earnings.

Contrary to net profits, over the past four years, Elites Elite's Historical Cash Flow Snapshot

operations yielded robust positive operating cash flows, - 100

peaking at J$125M in FY 2021. The divergence stems from 200 295 < 50

the fact that one of the company’s major expenses, 250 (,{ .
(50)

depreciation and amortizations, only impacts profitability,
but, as a non-cash expense, has no curtailing effect on

200 163

150 125
108 (150)

(100)

Axis Title

cash flows. Thematically, Q1 2022 was similar with the 0o - 86 (200)
company reporting generating J$18.36M from operations, 50 I (238) I I 8 4 (250
a 23.24% improvement relative to Q1 2021, despite s mvone mvome vom: ;2022 (300)
generating a net loss of J$0.51M in the quarter because s Net cash provided by operations ~ Capital Expenditures ==s==Free Cash Flow

of the non-cash effect of 1$27.27M in depreciation
expense which had to be adjusted for.

Over the past four years the company has invested over Elite's Historical Depreciation and
J$630M of capital to procure PPE to facilitate business Amortization
expansion. In FY 2020 and FY 2021, the company’s capital 120

expenditure was J$86.28M and ]$86.24M, respectively. 100

102
This was almost a 50% reduction relative to the J$163M . _
in capital expenditure in FY 2019. Provided that the o
company doesn’t undertake further expansion activity, & ° I
28 27

Millions of 1%

this amount is expected to decline in the coming years. ®
The acquisition of new depreciable assets is the primary 2
reason why Elite’'s depreciation expenses grew
substantially over the four-year period, growing from
J$28.32M at the end of FY 2018 to J$102.06M at the end of FY 2021. Consequently, it is expected that the free
cash flow, which is the cash provided from operations less capital expenditure available for investors should
improve in the near future.

=)

FY 2018 FY 2019 FY 2020 FY 2021 Q1 2022

Company Valuation

Our forecast for Elite’s performance in FY 2022 is predicated on the company being fully operational. This was
not the case in the past two (2) financial years as the company had to contend with malfunctioning machinery
and a deficit of expertise to effect proper repairs. This is no longer the case, consequently, we expect accelerated
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revenue growth coupled with enhanced efficiency leading to an expansion of the bottom line for the first time
in two years. Therefore, we forecast revenue of J$664.15M with a conservative net profit margin of 3.86% and
net profit of J$25.65M. If the company is able to manage expenses more than anticipated, profitability could
exceed our expectation.

To arrive at a fair value we utilised a Free Cash Flow to Equity (FCFE) Discount Model. This model was ideal as
the company, thus far, has not paid a regular dividend. However, given the firms relatively predictable cash
flows, the FCFE model was ideal. The model assumed a long term growth rate of 3.0% would follow a four-year
period of faster growth which we expect to peak at 8% in FY 2023 before tapering off to the long term growth
rate. A discount rate of 11.27% was used to discount the forested future cash flows. The discounting of those
cash flows yielded an estimated intrinsic value of J$3.65 per share.

Risks to Valuation

There is always a risk that forecasts could prove to be inaccurate. This is because the valuation is based on the
interpretation of currently available data which may change in the future. The risk that the valuation could prove
inaccurate could be influenced by:

1) Changes in economic conditions could affect the company’s performance. These changes include a
larger economic downturn than we had incorporated into our model. Conversely, if the impact on the
economy is less severe than we anticipated, or the recovery is quicker than we anticipated, then our
model could also prove inaccurate.

2) Supply Side shocks could also inhibit the company’s ability to procure essential goods and services

could negatively impact the company’s operations.

3) The implementation of more Stringent Virus Spreading Mitigation Strategies by the Government
of Jamaica could negatively impact business operations and revenue generating capacity.

4) The company could opt to expedite investment plans to expand its operations further. Such a move
would likely impact the company’s leverage and cash burn.

Disclaimer

All opinions and estimates constitute Cumax Wealth Management’s judgment as of the date of publication. All opinions expressed in this report are subject to change without
prior notice. The information contained herein was obtained from sources which we consider to be reliable. However, we have not independently verified such information and
thus make no guarantee of the data’s accuracy or completeness. Cumax shall not be liable for any actions taken on the part of investors in reliance on the opinions stated.
Cumax and/or its agents may have a proprietary interest in the securities it reviews and express an opinion on. Additionally, Cumax may earn a commission or fee from third
party brokers, companies, or institutions for selling certain securities on their behalf. This relationship may present a conflict of interest. However, Cumax strives to uphold the
integrity of the Capital Market by not allowing any such relationship to influence its research reports. Cumax’s research reports are not to be intended to be investment advice
as they do not take into consideration the individual circumstances and objectives of parties who receive the reports. Therefore, it is recommended that before making any
investment decision, investors seek the advice of a wealth advisors. Any recommendation offered by Cumax are indicative and do not constitute an offer to buy or sell.
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