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Introduction

Sygnus Credit Investments Limited (SCI) is Stock Market Ticker: SCIIMD/SCIUSD
the largest publicly listed specialty private

credit investment company in the Caribbean,
with total assets in excess of US$88M. The Current Price (J$): J$14.43
company provides non-traditional financing Current Price (US$): US$0.1271
solutions, with an emphasis on capital

protection, to Medium-Sized firms across the

Caribbean which generates revenue between Dividend. Yield @ Current Price: 3.60%
US$5 million and US$25 million. These firms
have traditionally been underserved by

t!’aditi?nal Ien_ders an_d_ traditional forms of zlg gg:mtg:g 8J$S)$): 65504050
financing. Unlike traditional lenders, Sygnus

specializes in customizing financing products

to meet the individual needs of specific YTD % Gain/Loss (J$): -3.02%

borrowers.

The company’s investments are geared CURRENT P/E: 11.24X

towards generating current income, and, to
a lesser extent, capital appreciation. These
investments include: bilateral notes and CURRENT P/B: 1.13X
bonds, preference shares, asset-backed
debt, mezzanine debt, convertible debt and
other forms of structured Private Credit
instruments.  Sygnus  transacts  with
companies operating across a broad range of
sectors, but caps exposure per sector to
35%, while capping single company or group
of companies’ exposure to 25% of its lending
portfolio. The average investment size per
transaction ranges from US$500,000 to a
maximum of US$5,000,000 or its Jamaican
dollar equivalent, with the ability to source
co-investment partners to participate In
transactions larger than US$5,000,000 with
a tenor between 3.5 to 7 years.

Sygnus corporate debt is rated as jmBBB
with a stable outlook by the Caribbean rating
agency, CariCRIS, ranking the company’s
notes as investment grade.
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Analyst’s Summary

Rating Current Price Estimated Fair Value Potential Return

BUY
Analyst’s Opinion

US$0.1271 & J$14.43 US$0.1570 or J$24.33 23.52% & 68.61% respectively

The fortunes of Private Credit Companies are intrinsically linked with their ability to:

e Raise affordable capital (i.e. the availability of affordable dry powder to invest)
e Originate investments (underwrite loans)
e Manage the risks associated with their investments.

Since its birth as a publicly listed company in 2018, Sygnus’s management team has demonstrated its aptitude
in excelling in all three (3) of the aforementioned factors. This has resulted in the company growing its
investment portfolio by 150% from US$36M, consisting of mostly low yielding repurchase agreements, in 2018
to a US$90M portfolio at the end of Q1 2022, consisting primarily of high quality-secured loans.

In line with our thesis from 2021, we expect Sygnus to continue to be the beneficiary of traditional lenders
curtailing their lending activity in favour of safer, liquid investments in an attempt to cope with and sure up its
capital in the wake of the headwinds created by COVID-19 pandemic. Consequently, many borrowers demand
may go unfulfilled by traditional lenders, leaving a larger gap for Private Credit Firms, such as Sygnus, to exploit.
Consequently, we expect continued growth in Sygnus’s portfolio as it has both untapped dry powder
(approximately US$17M from undrawn tranches of notes issued), and underserved demand during for capital.

Consequently, we expect Sygnus to fundamentally outperform its peers in 2022 and recommend its shares as a
BUY. Conservatively, we forecast net interest income to grow to US$8.47M in FY 2022 with minute net interest
margin expansion, and net profit to come in at US$5.67M. We estimated Sygnus’s fair value at US$0.1570 per
share or J$24.33 per share.

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:

Competition

]
Low

e Sygnus occupies a
niche space in the

region and, to the

Mew entrants

Buyers

Suppliers

Substitutes

e The industryis a
low moat industry,
meaning that

Low to

e Sygnus engages its
clients in bilateral
negations. This

High

Sygnus’s suppliers
are the suppliers of
capital. Capital is

Low to

Traditional lenders
offer a threat of
substitution,
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best of our
knowledge, has
very few listed
competitors with a
similar or identical
business model.

there are very few
obstacles to new
entrants. The
primary obstacle is
securing capital to
operate.

However,
operating in a
similar fashion to
Sygnus will require
a high level of
technical
competence and
the ability to
procure prospects
and build up a
robust pipeline of
potential
iInvestments.

We view Sygnus'’s
early mover
advantage as a
mitigant to loss of
market share to
new entrants.
Traditional
lenders, if they
decide to enter
this space, could
pose a realistic
and serious threat
given their scale
(i.e. large amounts
of capital) and
prior relationships.
However, the
aforementioned
specific skill deficit
needed to
structure creative
credit solutions
may still be
wanting.

means that Sygnus
is far more flexible
in the structuring of
its loans relative to
traditional lenders.
Therefore, buyers
do have an input in
the structuring of
the loan
arrangement.
Nonetheless, risk
mitigation strategy
requires that the
company puts
measures in place
to mitigate against
losses, which may
skew negotiations.
A downturn in the
economic
environment could
result in reduced
demand for the
company’s
offerings.

However, a
downturn in the
economy usually
results in traditional
creditors becoming
more restrictive in
lending. Reducing
the power of the
buyer to turn to
alternatives
lenders.
Furthermore, it is
our opinion that
Sygnus'’s ability to
structure financial
solutions to cater to
individual clients in
times of distress
has the potential to
indemnify the firm
from the cyclical
downturn in the
economy.

the life blood of
Sygnus as it is
utilized to fund the
growth of the
company’s loan
portfolio.

Since the
pandemic, much of
the liquidity in the
market has been
absorbed and
interest rates have
risen, contrasting
considerably to the
pre-pandemic
environment.
Therefore, the
ability to secure
capital is likely to
come at greater
cost in the short
term.

Nonetheless, it is
our opinion that
despite the
curtailing of some
of the
economic/market
optimism,
value/smart
investors will be
seeking
countercyclical
opportunities such
as that potentially
presented by
Sygnus, alleviating
some of the
difficulty the firm
could face in
raising capital.
Additionally, the
firms abiliy to pass
on a higher cost of
capital to
borrowers helps to
preserve net
interest margin and
profitability.

however, in the
current
environment these
lenders are
expected to be
more picky and
restrictive with
their underwriting
of credit.
Additionally,
Sygnus’s niche
clientele are
expected to value
the flexibility that
Sygnus can offer
relative to the
traditional lenders.
Some prospective
clients may opt to
approach the
capital market
directly to secure
financing.
Additionally,
private equity firms
such as Proven
Investments Ltd.,
SSL Venture
Capital and
Portland JSX and
other unlisted
Private Equity
Firms offer a
substitution threat.
These firms have
the potential to
structure attractive
deals without a
debt component
which some
prospective clients
may find
appealing.

Based on the factors previously outlined, it is our opinion that at this time and for the immediate future Sygnus
faces moderate competitive threats. We believe that the most formidable threats that the company is likely
to face will come from New Entrants, Suppliers of capital and Substitutes.
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Financial Analysis

FYE June 2021 was Sygnus Credit Investments’ most Sygnus's Historical Profitability & Returns
successful year of operations in its four (4) history. The
company reported record high core earnings which
ultimately translated in to record high net profits of
US$5.06M. FYE June 2021's net profit exceeded the
previous year’s net profit of US$1.97M by more than 2.5
times and resulted in the in the company’s Return on
Equity (ROE) and Return on Assets (ROA) growing from
5.24% and 3.98%, respectively, in FYE June 2020 to
9.63% and 6.75%, respectively, in FYE June 2021.

o
[=]
S

12.00%

ul
=
=

10.00%

:‘h
o
S

8.00%

oy
=
=

6.00%

ROE/ROA

>
5.46%

2.00 .98%
3.85%
1.00 l

2018 2019 2020 2021

4.00%

Net Profit (Millions of US$)

2.00%

0.00%

wm Net Profit & ROE ROA
Sygnus’s results were driven by investment origination Syanus's Net Interest Margin
activity across the Caribbean at attractive yields, robust ¢ ., 8.54%
and proactive credit risk management which limited s.00% 7.60% 7.66%
losses, and growth in its private credit investment 7.00%
portfolio, attributable to the inflow of capital from ®%*
investors (e.g. its APO). Consequently, the investment :ﬂz: .
portfolio grew to a record US$82.80M by the end of FYE ;.. —
June 2021. The aforementioned activates resulted in core  2.00%
revenue growing Year over Year by 73.34% or US$3.35M  1.00%
to US$7.93M. Net interest income accounted for the Lion's  *®* e 015 — —

share (approximately 81%) of revenue, with the company

reporting earning US$6.42M during the year. This was an increase of more than 50% relative to the previous
financial year. The increase was not just attributable to an increase in scale, but also from an expansion of Net
Interest Margin from 7.60% in FYE 2020 to 7.66% in FYE 2020. The company also benefited from increases in
fair value gains, gains on the sale of investments and improved fee income directly correlated to its underwriting
activity. The other sources of revenue grew from approximately US$1.42M Year over Year (YoY) in FYE June
2020 to US$1.50M in FYE June 2021.

The increase in Sygnus’s revenue lines were accompanied by an increase in expenses. In FYE June 2021, total
operating expenses increased by 9.56% or US$250.35K YoY to US$2.87M; significantly less than the growth in
revenue. The increase in operating expenses were

primarily attributable to management fees increasing by Sygnus's Historical Efficiency Ratio

approximately 45% YoY to US$1.46M. This was 7000%

attributable to the increase in Funds Under Management  0.00% 57.27%

(FUM), which attracted the standard management fee of  so.00%

1.9% of FUM. Additionally, Sygnus expended an additional 4000 38.87% 36.20%

US$349.51M to the fund manager in FYE June 2021 asa .,

performance fee (i.e. performance fee/bonus) for = O

improving the company’s level of returns to surpass a oo I

6.0% ROE hurdle rate. This was the first time that this

milestone was achieved. Despite the nominal increase in =~~~ rrezo1s —— e 2020 —
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expenses, the company’s cost efficiency ratio (i.e. the percentage of total revenue consumed by operating
expenses; lower is better) improved YoY, falling from 57.27% in FYE June 2020 to 36.20% in FYE June 2021.

During Q1 2022, Sygnus'’s bottom line continued to benefit
from growth in its capital base which allowed the company
to originate more loans, thereby increase the size of its
Private Credit Investment Portfolio. This, coupled with the
flexibility the private credit company could exercise when =
structuring deals, while still maintaining adequate

1.29 40 -
1.00 0.80
: 3 I B I
double its Q1 net profit from US$798M in Q1 2021 to - .

downside protection, enabled the company to almost
US$1.51M in Q1 2022. Q1 2019 Q1 2020 Q12021 Q12022

(0.50) (0.35)

Sygnus's Historical First Quarter Performance
2.50

2.00

Millions of US$

Sygnus’s Q1 2022 growth was attributable to the " Total Revenue Nt Profit

continued success of its core operations, which brought in

US$1.83M in net interest income. This was a 41.79% or US$0.54M improvement relative to the corresponding
period of the previous financial year. Additionally, the company benefited from US$448.77K in fair value gains
during the period primarily driven by the addition of one new fair value investment during the quarter. On
aggregate total revenue increased by 67.47% to an all-time high in the first quarter of US$2.27M.

Total expenses increased in tandem with the size of the company’s portfolio, but to a much lesser degree on a
percentage basis. During Q1 2022, Sygnus incurred approximately US$735K in expenses, a 31.52% or US$176K
iIncrease relative to Q1 2021. Combined, management fees and performance fee (i.e. performance incentive fee)
accounted for approximately 67% of total expenses during the period. However, these fees are directly
correlated with and proportional to the size and performance of the portfolio, and therefore their respective
iIncrease relative to the previous year was not unexpected. Despite the nominal increase in operating expenses,
Management managed to maintain a cost efficiency ratio of 32.36% due to the robust improvement in revenue
generation.

Between FYE 2018 and FYE 2020, Sygnus’s investment

Sygnus's Historical Asset Distrubution
portfolio grew by approximately 430% from US$15.20M to

100.00

US$80.51M. At the end of Q1 2022, the investment 90.00

portfolio grew by a further 7.56%, relative to the end of - |
FYE 2021, to US$86.60M, accounting for just over 92% of 60.00 Tt
total assets. g oo I

: 5.76

Millions of US$

50.00 21.80
20.00

R
FYE 2018 FYE 2019 FYE 2020 FYE 2021 Q1 2022

® [nvestments All Other Assets

4|Page

2A MANHATTAN ROAD, KINGSTON 5 / 10 RUTHVEN ROAD, KINGSTON 10 HéH(<o7/“>)] 926-7767

Email: clientservices@cumaxwealth.com  Website: cumaxwealth.com o oo e 0 -




A MANAGEMENT

INVESTMENT ANALYSIS Cuma

Investment Analysis: Sygnus Credit Investments Ltd.

The growth in the investment portfolio was driven primarily by a US$25.78M increase in share capital from the
company’s APO in January 2021. The APO and profitable operations helped to increase Sygnus's total
shareholders’ equity by 77.15% to US$66.74M at the end of FYE 2021. At the end of Q1 2022, Total Shareholder’s
equity declined marginally to US$66.69M as the company paid dividends.

The company’s liabilities rose to US$27.19M at the end of
Q1 2022 from US$21.13M at the end of FYE 2021. The
iIncrease in the company’s liabilities over the past two
financial years was attributable to the company utilizing

Syngus's Historical Solvency
60.00% 56.76%

20.00%

debt in its capital mix. The sums borrowed was used to iy U
help and fund the investment portfolio, and assisted in ™" — 24.86%
accelerating the growth of the company’s asset base and %

enhancing returns. The debt facilities utilized by Sygnus  10.00% I

included a US$3.0M revolving credit facility, and US$22.0  o.00%
multi series capital market notes. Despite the
incorporation of debt in the capital mix, the company’s

leverage remained well controlled. At the end of Q1 2022, Sygnus’s debt to equity ratio and debt to total asset
ratios was 34.99% & and 24.86%, respectively.

FYE 2018 FYE 2019 FYE 2022 FYE 2021 3M 2022

¥ Debt to total Assets Debt to Equity

At the end of Q1 2022, Sygnus’s investment portfolio consisted of investments in seven (7) different
jurisdictions within the Caribbean. This was the same as during the corresponding quarter of the previous
financial year. However, there was a slight adjustment in weighting as the portfolio’s exposure to Jamaica
decline for the third consecutive year, falling below 50% for the first time. This was a result of the
investment manager allocating more of its capital to other regions as the portfolio increased in size.
Sygnus’s sectorial exposure also changed since the end of FY 2019, with the company increasing its

exposure from seven (7) different sectors at the end of FY 2019 to eleven (11) different sectors at the
end of Q1 2022.

Sygnus Investment Portfolio Geographic Sygnus Investment Portfolio Exposure by
Exposure | Sector
ABC Island, 2% Cﬂnﬂtr:;lﬂl
Bahamas, 5% on, 6% - |
Barbados, 11% Telecommunicatio Construction,

ABC Islands, 2%  Cayman Islands, Fast Food, 9% n, 6%

istribution,

Bahamas, 4%

\ St. Ludia, 17%

Cayman

Isl‘il:;s, Gaming, 4%

Mining & Quarrying, 2%
End of Q1 2022 End of Q1 2021 End of Q1 2022 End of Q1 2021

At the end of Q1 2022, Sygnus'’s portfolio consisted of investments in 33 different companies with a
weighted average tenor of 2.0 years, relative to 29 companies with a weighted average tenor of 1.8
years at the end of Q1 2021. The company added new companies to the portfolio at a slower
pace relative to in previous periods. This, however, was attributable to structural
hindrance’s associated with the pandemic (e.g. closing of borders and restrictions on the
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flow of capital). This condition is expected to improve as more economies, companies and
governments are shifting their strategies to assume a more business positive posture.
Nonetheless, the weighted average yield on the portfolio increased to 12.9% at the end of Q1 2022
relative to 12.0% in the corresponding period of the previous year.

At the end of Q1 2022, the company reported US$5.62M in non-performing loans from three (3) portfolio
companies, relative to a lower sum from one (1) company at the end of Q1 2021. However, these loans
were fully collateralized. Nonetheless, the non-performing investment as a ratio of the total investment
portfolio rose to 6.3% at the end of Q1 2022 relative to 2.3% at the end of Q1 20221. Despite the
Increase in nonperforming investments, the company is yet to realise any losses from its portfolio after
seventeen (17th) quarters of operations.

Characteristics of Sygnus's Investment Portfolio

As at the end of: FY 2018 FY 2019 FY 2020 FY 2021 Q1 2022
Portfolio Size US$15.70M US$33.97M US$53.60M US$82.80M US$88.76M
Number of Portfolio Companies 7 19 25 31 33
Average Investment per Port. Company US$2.24M US$1.79M US$2.14M US$2.67M US$2.70M
Non-Performing Portfolio Companies Nil Nil 1 2 3
Non-Performing Investment Ratio 0.00% 0.00% 2.70% 2.80% 6.30%
Weighted Average Port. Tenor 3.0 Years 1.9 Years 2.1 Years 2.1 Years 2.0 Years
Weighted Average Port. Yield 10.20% 12.30% 12.30% 12.70% 12.90%

Company Valuation

We anticipate Sygnus generating net profit of US$5.43M in FY 2022. Our forecast assumed that the investment
portfolio would continue to grow at the same rate throughout the financial year as the company successfully
raised capital by issuing notes via the capital market. As at the end of Q1 2022 Sygnus drew down only US$5.0M
of the multi-series, dual currency US$22.0M equivalent unsecured notes. We also anticipated that rising inflation
within the region would allow the company to increase its rates to new loans originated, helping to expand net
interest margin. Additionally, with the short average tenor of the company’s loan portfolio (approximately 2
years), there is a possibility that matured loans could be reinvested at a higher rate. We also assumed that more
companies would be open to seeking private credit loans during the period as banks, traditionally, are more
hesitant to lend during periods of uncertainty, such as what prevails now and is expected to persist into the near
future.

To arrive at a fair value we utilised a Dividend Discount Model (DDM). The DDM projected dividends out for five
(5) years assuming an 85% payout ratio would be consistent throughout the forecasted period. The cost of
equity was computed to be 9.96%, while the long term growth rate was estimated at 1.39%. It was assumed
that EPS would grow at a faster pace in two and three years from now as the company raises additional capital
via debt and equity investments in order to grow the investment portfolio and net profits. Following those years,
however, the rate of growth is expected to taper off with the company growing at its long term growth rate.
The forecast yielded an intrinsic value of US$0.1570 per share, or J$24.33 at an exchange rate of
US$1.00:J$155.00.

Risks to Valuation

As a lender, the most prominent risk that Sygnus will face is counterparty risk, and credit default risk. These
risks could be made more likely to materialise in the wake of the following events.
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1) Changes in economic conditions could affect the company’s ability to garner income. These changes
include economic downturn, a change in the interest rate environment, changes in the labour market,
etc. Economic slowdown could negatively affect’s Sygnus’s debtors’ ability to service its loans, negatively
iImpacting earnings.

2) Failure to secure additional capital to off-lend. If the company is unsuccessful in raising this capital,
it could have a negative impact the company’s growth trajectory, negatively impacting earnings.

3) The company’s usage of leverage could potentially accelerate the rate of growth more than we
anticipated, leading to a positive variance of earnings. However, the risks associated with the company
will be enhanced if leverage is over utilised.

4) The financial services sector is one of the most regulated industries in the world and consequently faces
significant regulatory risk. The implementation of certain regulations could force the Sygnus to desist
from certain activity which was previously profitable. Likewise, the implementation of certain regulations
could significantly increase the company’s operating expenses as they incur additional costs to remain
compliant.

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 one 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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