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Company Profile
Since 2012, Edufocal Ltd. has powered schools and companies with its e-learning platform and

e-courses. Since inception, the company has assisted over 100,000 parents in preparing their
children for the Grade Six Achievement Test ("GSAT") and its replacement; the Primary Exit Profile
("PEP"). The company’s secondary PEP preparation course were designed with the Ministry of
Education’s curriculum at its core with the content developed by qualified educators in the various
subject areas.

At its heart, EduFocal is an education technology company focused on using technology to enrich
the learning experience both inside and outside of the classroom. The company aims to ideate
and innovate the way Jamaica, and eventually the rest of the region, moves forward with
technology in education. In 2021, the company was one of the Top 100 EdTech start-up
companies in the Latin America and Caribbean Region as ranked by Holon IQ2. EduFocal’s
learning platform is a full-service educational platform providing options for:

e full-time online school (i.e. the EduFocal Academy which was launched in September 2020)
e evening extra lessons
e live-homework sessions learning labs

o test preparation and practice questions

The platform attempts to foster loyalty and repeat patronage overlaying the learning experience
with social elements that encourage participation with points and prizes. Edufocal is divided into
2 divisions:
e EduFocal Learn — This division focuses on creating educational content for
exit/milestone examinations with the content being distributed via the company’s
E-learning platform for a monthly subscription fee.
e EduFocal Business - This division focuses on creating E-learning content for
delivery to public and private sector organisations via Edufocal’s E-learning

platform.
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Offer Summary

Offeror EduFocal Limited

Offer Opening Date 9:00AM on March 3, 2022
Offer Closing Date 4:30PM on March 17, 2022

Edufocal Limited is seeking to raise approximately J$130 million by inviting subscriptions for approximately
130M Shares, disected as followes:
* 35,947,717 shares reserved for Strategic Partners @ J$1.00 per share
* 13,242,230 shares reserved for Creditors with a convertible debt option @ $1.00 per share for every
$1.00 of debt.
* 80,499,272 shares are available for subscription by the General Public a a price of J$1.00 per share.
The per share prices indicated does was not inclusive of JCSD processing fee of J$172.50 per
application.
Applications will only be considered if made for a minimum of 1,000 Shares and amounts over that shall be
in increments of 100 Shares.
Stock Exchange Listing The Jamaica Stock Exchange's Junior Market
Use of Proceeds The Company intends to to repay short term loans and invest in product development, and for expansion.
The current proposed initiatives for expansion including improving platform efficiency, developing new
products and features, and expansion into new markets including the North American market.
The Board intend to pursue a dividend policy targeting a pay-out not exceeding 25% of net profits after tax.
Proposed Dividend Policy ~ The Company’s dividend policy is subject to the Company’s reinvestment needs including investments in its
platform and the availability of sufficient distributable reserves for each financial year.
The board reserves the right to revise its dividend policy in the future.

Shareholder’s Breakdown

Minimum Application

Shareholder Distribution Prior to IPO

Name of Shareholder Shares Owned % of Outstanding Shares

Okgosh Limited 233,024,340 44.9%
Widebase Limited 86,002,750 16.58%
Matrix Ventures Limited 56,250,000 11%
Peter Levy 40,251,100 7.76%
David Walcott 26,475,975 5%
Randy Rowe 22,002,200 4.24%
Andrew Pairman 17,550,000 3%
Marc & Cheyenne-Karl Gayle 14,580,000 2.81%
Kirk-Anthony Hamitton 10,350,495 2%
Max Jaedim 9,750,015 1.88%
Micheal & Paulette Gayle 2,520,000 0%
Total 518,756,875 100.00%

Expected Shareholder Distribution Subsequent to IPO Closing

Name of Shareholder Shares Owned % of Outstanding Shares

Eisting Shareholders 518,756,875 80.00%
General Public Shareholders 80,499,272 12.41%
Reserved Shareholders 49,189,947 7.59%
Totals 648,446,094 100%
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Analyst’s Opinion

Ratin Offer Price Estimated Fair Potential
9 Value Capita Gains
Overweight J$1.00 J$1.12 to 1$1.47 12.0% to 47.0%

The Coivd-19 pandemic accelerated the rate at digitalization of services which were previously
primarily offered through in-person mediums in Jamaica. Edufocal was a beneficiaries of this shift,
growing exponentially in FY 2020; its user base increased by over 500% and the company

generated positive returns for the first time in its history.

Due to this digital transition taking place, Edufocal seemingly possesses significant growth
potential characterised by its ability to digitize learning, a process which pre-pandemic in Jamaica
was almost exclusively done in-person. This ability, in an increasingly digital world/Jamaica,
coupled with an already in place digital platform, increased visibility stemming from its Initial
Public Offering (IPO) and an ability to curtail demographic risks by offering services beyond
elementary education (e.g. financial literacy classes, partnership for training with public and

private companies) augers well for the company going forward.

However, an investment in Edufocal, in our opinion, is not without significant risks. The company
has a history of significant cash burn and generating losses while it built out its platform. It was
not until the company achieved critical mass post-pandemic that these losses were cauterized.
Additionally, it is unclear how those costs were distributed in all of the past five years. Was the
cost associated with the acquisition of technology (i.e. one time cost) or were those costs
associated with the acquisition for the expertize to digitize the material (i.e. teachers and
programmers)? In FY 2020, Edufocal incurred J$54M in advertising and promotion expense,
content labour and staff expenses. This implies that a significant portion of the company’s J$74M
in operating expenses were geared towards customer acquisition, content creating and expertise
payments. Therefore, if the business model is built around these types of recurring expenses, i.e.
expenses which are likely to repeat with each learning module that is added to Edufocal’s
portfolio, it is imperative that the company’s growth trajectory eventually outpaces these
investments to create value for shareholders. The rate of adoption, however, is unclear at this
times, especially as the Government of Jamaica is moving to re-facilitate normalcy in education
(i.e. face-to-face learning) and other sectors.
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It is our opinion that Edificial possess significant growth potential, but also faces significant
execution risk and uncertainty of customer acquisition. However, the publicity surrounding the
company’s IPO should help with the later. Assuming that the company will continue to grow and
manages its cash burn effectively, we assigned a conservatively-optimistic fair value of J$1.12
per share and an optimistic fair value of J$1.47 per share. Therefore, for investors who are willing
to undertake the outlined risks and uncertain growth trajectory associated with Edufocal, we

recommend an Overweight allocation for the shares in a portfolio.

Financial Analysis

During the four (4) year period between FY Edufocal's Historical Revenues

2016 and FY 2019, Edufocal was unable to 120.00 107,60
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that period, the company’s losses ranged between J$0.79M to J$8.95M. However, revenue grew
each successive year, growing at a Compound Annual Growth Rate of 58.5%, suggesting that
adoption and scale was steadily improving. Albeit not at a fast enough pace to compensate for

the aforementioned high rate of expenditures.
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the opportunity to fill that niche. Consequently, in FY 2020, Edufocal grew its active user base by

just shy of 516% year-over-year (YoY). This massive influx of users allowed the company to, for
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the first time in the past five years, scale its operations to a point where profitability was achieved.
In FY 2020, Edufocal generated revenue of J$102.62M and net income of J$10.92M. FY 2020 was
also the first year the company generated positive margins, with gross profit margin, operating
profit margin and net profit margin registering at 27.86%, 15.21% and 10.64%, respectively.
However, in the 9 months of operation in FY 2021 (i.e. 9M 2021), the old theme of expenditures
outpacing revenue remerged. In 9M 2021, Edufocal’s top line grew, surpassing the entirety of FY
2020 revenue by 4.85%, nonetheless, the bottom line fell back in the red (i.e. net losses) with

the company reporting a net loss of J$1.49M.

Unaudited indicative results provided by company for the final quarter of FY 2021 (Q4
2021), suggests that the company will add J$61.0M in revenue and 14.65M in net profit in the
final quarter alone. This implies full year revenue and net profit of J$168.59M and ]$13.16M,
respectively, suggesting the measures would have improved by 64.00% and 20.52%,

respectively.

Edufocal’s balance sheet between the end Edufocal's Historical Total Debt inclusive of

of FY 2016 and the end of FY 2020 was Sareholder's Debt
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intangible assets. Both the volatility of the company’s balance sheet and the concentration of
assets in intangible assets aligned with the need for the company to incur expenses to build out

its platform.
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Prior to the end of FY 2020, Edufocal was
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the company reporting J$56.56M in total equity. Nonetheless, because of the high level of debt,
Edufocal’s debt to equity ratio during the aforementioned period was negative. However, in FY
2020, the aforementioned positive economic performance helped to improve these positions with
debt funding approximately 75% of total assets and the debt being 19.94 times the company’s
equity. Both of these positions improved further at the end of Q3 2021, with the debt to total
asset ratio declining to 0.53 times and the debt to equity ratio declining to 1.72 times. The
company’s solvency is expected to improve going forward as much of its debt is

expected to be converted to equity
Edufocal's Historical Current Ratio
10.00 9.43

upon completion of its IPO and with
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match in maturities as the debt was short term in nature and the platform (i.e. intangible asset)
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was a non-current asset, and consequently liquidity weakened during the period. However, by

the end of FY 2020 the company’s liquidity began to improve and current assets were 1.12 times

current liabilities at the end of Q3 2021. This was the first time the current ratio exceeded the

minimum benchmark since sinking below it at the end of FY 2018. Similar to the company’s

solvency, the company’s liquidity is expected to improve subsequent to the IPO with the injection

of capital and the potential retirement of short term debt.

Between FY 2016 and FY 2020, Edufocal’s
operations failed to produce positive
operating cash flow, in all but one year.
This was in line with the company failing to
produce profits in any of those years and
negative working capital adjustments;
consistently growing receivables. In 9M
2021, Edufocal’s cash flow from operations

was -J$42.17M.

Despite generating negative cash flows
from operations and limited contributed

equity),

management continued to make the

capital (i.e. Edufocal’s
investments in order to build out its E-
learning platform. The company funded
these investments by undertaking debt.

However, these investments were required
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in order to build out a functional platform which is expected to drive and sustain the business

going forward.

Company Valuation

Edufocal provided a two year forecast of its expected performance in 2022 and 2023 in its

prospectus, prepared by the firm’s directors and reviewed by the firm’s auditor, Bakertilly. The

Board assumed:
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"Net profit is expected to increase by a CAGR of 32% moving from J$13.1 million in 2021
to J$69.4 million by 2023. This is primarily due to the projected growth in revenues of
15% (CAGR) during the period, as the Company executes its strategies, which are

expected to be driven mainly by an increase in ecommerce.”

More specifically, Edufocal’s board anticipates that by diversify the use of its learning management
system in tertiary environments, developing non-traditional educational content for sale (for e.g.,
financial literacy or interactive content for financial compliance) and other initiatives should
significantly improve earnings without materially impacting expenses incurred. Utilizing a
discounted cash flow to equity valuation method, an expected cost of equity of 13.58% and
expected growth rate of 10.50% (given the relative newness of the industry, the scope for growth

seems high), the director’s projections yielded a fair value of J$1.47 per share.

While we agree with the overarching premise of the projections, it is our option that downside
risk still exist. A slower rate of adoption of the technology than anticipated could negatively impact
earnings. Much of the ground that Edufocal made up in the past two years was due to the need
for technological solution in the wake of the pandemic and the dangers sounding face-to-face
interactions. However, a return to normalcy where in person transactions are no longer actively
discouraged, the company faces the threat that the pace of adoption could slow. Nonetheless,
even with our more conservative optimistic projections, we conservatively estimate the fair
value at J$1.12 per share. The average of both scenarios suggest a fair value of
J$1.29 per share.

Risks to VValuation

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.

2) An increasingly competitive environment could also impede the company’s ability to

secure contracts, negatively impacting its earning potential.

3) Slow or non-adaption of the technology could impede the company’s ability to
generate positive cash flow. A preference for alternative mediums (e.g. face to face

learning) could also impede the rate of growth.
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4) The Company is subject to the operational risks such as losses resulting from
disruptions to its business, inadequate or failed internal processes, people and systems,

or from external events.
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Appendix

Overweight — Consider capping exposure to this asset to 10% of the value of the portfolio.
Underweight - Consider reducing portfolio exposure to this asset to less than 5%.
Marketweight - Consider capping exposure to this asset to 5% of the value of the portfolio.

Sell - Consider reducing your portfolio’s exposure to this asset to 0%.

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 were obtained from sources considered by the firm 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 or expresses opinions on. Additionally, Cumax may earn a
commission or fee from third party brokers, companies, or institutions for processing applications
for subscription to certain securities on their behalf. Cumax’s research reports are not intended
to be investment advice as they do not take into consideration the individual circumstances and
objectives of all parties in receipt of the reports. Therefore, it is strongly recommended that
investors consult with a Financial Solutions Advisor prior to making investment decisions. Any

recommendation offered by Cumax are indicative and do not constitute an offer to buy or sell.
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