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Investment expenses pressured earnings @analisis. fundam
= Rassini reported 3Q18 earnings below our expectations, posting
pressure on profitability, due to investments carried out in the Valentin Mendoza
construction of a new plant for manufacturing lighter suspension Auto Parts/ Consumer Discretionary /
pro ducts Real Estate/ Retail
valentin.mendoza@banorte.com
= Although the company’s gross margin improved 90bps in view of a
better sales mix, its above-sales expense growth rhythm (13.5% vs. BUY
12.6%) pressured the EBITDA margin by 30bps Current Price MXN$34.74
PT 2018 MXN$45.00
= Rassini’s valuation remained practically flat post-report (3.7x B:x:jggg §?;|§ (%)
FV/EBITDA), below the average from comparable companies (5.3x). Upside Potential 29.5%
; ; Max - Min LTM (MXN$) ~ 42.49-31.75
We reiterate our BUY recommendation Market Cap (USS) P
. . . .. Shares Outstanding (m) 320.1
Long-term investments impacted short-term earnings. Rassini reported Float 66.4%
3Q18 earnings below our estimates, posting pressure on profitability, due to \E,’:;'L{mm;r(l’z'jﬁ&“) 23
investments made for the construction of a new plant to manufacture lighter EV/EBITDA 3.7x
PIE 7.9

suspension products. Volume grew 4.0% yoy (BNTe +7.7%), driven by an
8.0% increase in brakes, 2.3% in suspensions and 5.3% in Brazil, which offset
the 2.2% drop in coil springs. Thus, revenue grew 12.6% year-to-year to Relative performance to Mexbol
MXN$4.7 billion (-1.6% vs. our forecast), as the increase in volume and the LT™

favorable peso depreciation effect over the US dollar offset the impact of a o

sharp real depreciation. Despite the rally on electricity prices, the company’s
gross margin improved 90bp to 18.6%, evidencing a more favorable sales mix.
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Meanwhile, expenses climbed 13.5% yoy, due the investments carried out on 5%
the above-mentioned “composite” plant; with which the EBITDA margin 20%
contracted 30bps t015.8% and EBITDA increased 10.3% to MXN$749 W
I R . .. ul- ct- an- pr- ul-
> 0
million (BNT_e _MXN$?98 mll_llon). Fmal_ly, Rassini’s net profit fell 3.1 A> to MEXBOL RASSINIA
MXN$316 million, facing a higher effective tax rate (31.8% vs. the previous
11.9%).
Financial Statements Valuation and financial metrics
M XN, million 2016 2017 2018E 2019E 2016 2017 2018E 2019E
Revenues 16,340 18,104 18,916 18,880 EV/EBITDA 3.9x 3.5x 3.7x 3.3x
Operating Income 2,259 2,308 2,406 2,599 P/E 7.8x 7.5x 7.6x 6.2x
EBITDA 3,190 3,366 3,378 3,428 P/Book 2.0x 1.8x 1.9x 1.6x
EBITDA Margin 19.5% 18.6% 17.9% 18.2%
Net Income 1,431 1,475 1,522 1,866 ROE 29.6% 24.8% 24.3% 27.0%
Net Margin 8.8% 8.1% 8.0% 9.9% ROA 9.5% 10.2% 12.2% 14.3%
EBITDA/ Interest exp 10.0x 10.7x 12.3x 79.0x
Total Assets 15,024 14,469 12,476 13,012 Net Debt/EBITDA 0.4x 0.2x 0.2x -0.1x
Cash 1,913 1,991 846 1,342 Debt/Equity 0.6x 0.4x 0.3x 0.1x
Total Liabilites 9,318 8,283 6,113 5935 This document is provided for the reader's convenience
Debt 3,145 2,596 1,641 992 only. The translation from the original Spanish version
Common Equity 5,706 6,185 6,364 7,476 was made by Banorte’s staff. Discrepancies may
- ) possibly arise between the original document in Spanish
Source: Banorte with data from M SE and its English translation. For this reason, the original

research paper in Spanish is the only official document.
The Spanish version was released before the English
translation. The original document entitled “Gastos por
inversiones presionaron los resultados” was released on
October 22, 2018.
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RASSINI - Results 3Q18
MXN, million

H:
Concept 3a17 318 Chg%  atee DS
Revenue 4,224 4,755 12.6% 4,832 -1.6%
Operating Income 432 514 19.0% 576 -10.7%
Ebitda 679 749 10.3% 798 -6.2%
Net Income 327 316 -3.1% 365 -13.4%
Margins
Operating Margin 10.2% 10.8% 0.6pp 11.9% -1.1pp
Ebitda Margin 16.1% 15.8% -0.3pp 16.5% -0.8pp
Net Margin 7.7% 6.7% -1.1pp 7.6% -0.9pp
EPS $1.02 $0.99 -3.1% $1.14 -13.4%
Income Statement (Million pesos)
Year 2017 2018 2018  Change Change
Quarter 3 2 3 % yoy % qoq
Net Revenue 4,223.7 4,740.2 4,754.8 12.6% 0.3%
Cost of goods sold 3,476.0 3,816.4 3,869.5 11.3% 1.4%
Gross profit 747.7 923.8 885.3 18.4% -4.2%
General expenses 311.8 325.8 353.8 13.5% 8.6%
Operating Income 432.2 593.0 514.2 19.0% -13.3%
Operating Margin 10.2% 12.5% 10.8% 0.6pp (1.7pp)
Depreciation 168.6 205.0 202.8 20.3% -1.0%
EBITDA 679.0 864.0 749.0 10.3% -13.3%
EBITDA Margin 16.1% 18.2% 15.8%  (0.3pp) (2.5pp)
Interes income (expense) net (79.1) (63.7) (55.9) -29.3% -12.2%
Interest expense 779 75.2 69.4 -10.9% -1.7%
Interest income 1.8 36 6.9  279.2% 95.1%
Other income (expenses) (3.0) 8.0 6.6 NA. -18.1%
Exchange Income (loss) N.A. N.A.
Unconsolidated subsidiaries 18.8 20.3 147 -21.8% -27.5%
Income before taxes 372.0 549.7 473.0 271% -14.0%
Income taxes 443 184.6 1504 239.2% -18.5%
Discontinued operations
Consolidated Net Income 327.7 365.1 322.5 -1.6% -11.7%
Minorities 1.0 5.1 6.1 >500% 18.3%
Net Income 326.7 359.9 316.5 -3.1% -12.1%
Net margin 1.7% 7.6% 6.7%  (1.1pp) (0.9pp)
EPS 1.020 1.124 0.989 -31% 12.1%
Balance Sheet (Million pesos)
Total Current Assets 4,935.1 4,676.4 4,735.2 -4.1% 1.3%
Cash & Short Term Investments 1,487.1 1,065.2 1,0344  -30.4% -2.9%
Long Term Assets 8,525.0 9,190.2 8,604.3 0.9% -6.4%
Property, Plant & Equipment (Net) 7,480.5 8,235.6 7,716.9 3.2% -6.3%
Intangible Assets (Net) 161.1 180.2 189.2 17.4% 5.0%
Total Assets 13,460.1 13,866.6 13,339.4 -0.9% -3.8%
Current Liabilities 5,318.0 5,545.5 5,281.3 -0.7% -4.8%
Short Term Debt 1,492.4 1,453.2 1,349.9 -9.5% -1.1%
Accounts Payable 24118 2,863.9 2,753.4 14.2% -3.9%
Long Term Liabilities 2,604.3 2,175.1 1,895.3  -27.2% -12.9%
Long Term Debt 1,043.3 633.6 4552 -56.4% -28.2%
Total Liabilities 7,922.3 7,720.6 7,176.6 -9.4% -1.0%
Common Stock 5,537.8 6,146.0 6,162.8 11.3% 0.3%
Noncontrolling Interest 1.0 5.1 6.1 >500% 18.3%
Total Equity 5377.0 6,004.6 6,029.2 121% 0.4%
Liabilities & Equity 13,460.1 13,866.6 13,339.4 -0.9% -3.8%
Net Debt 1,048.6 1,021.7 770.7 -26.5% -24.6%
Cash Flow (Million pesos)
FX differences in cash & equivalents 174.7 232.2 285.6
Cash Flow from Operating Activities 336.5 423.9 433.0
Cash Flow from Investing Activities (243.5) (261.7) (183.7)
Cash Flow from Financing Activities (218.3) (1,288.8) (186.9)
Change in Cash Balance 49.3 (894.4) 347.9

Source: Banorte, MSE.
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Revenue & EBITDA Margin
MXN, million
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Volume grew 4%. During the quarter, Rassini sold a volume up 4.0% from
the year-ago period (vs. +7.7%e). This performance, in turn, is explained by
an 8.0% increase in the brake division (+5.0%e), due to market gains and the
start of production of recently awarded contracts. Meanwhile, NAFTA
suspensions moved forward 1.6% (6.8%e), resulting from a 2.3% rally in
multi-leaf springs (8.4%e), which offset a 2.2% drop in coil springs (-2.0%e).
Furthermore, Brazil’s suspension unit business reported a 5.3% year-to-year
growth, below our 20.7% expectation, resulting from the impact of a road
haulers strike, but surely posting a continuation in the recovery of the
Brazilian operations. We should also stress that, during the third quarter, the
company faced a complex comparative base, due to the extraordinary Toyota
contract, the replacement of several platforms such as GM’s K2XX and the
end of the manufacturing platform service life for Nissan’s Tsuru model.

Revenue underwent a revenue increase, in line with expectations.
Company sales grew 12.6% to MXN$4.7 billion (-1.6% vs our MXN$4.8
billion forecast). This expansion is mainly explained by increments observed
in production volume, added to a 6.3% favorable forex conversion effect,
related to the peso’s depreciation over the U.S dollar, and higher iron and
steel prices. Likewise, it should be noted that such factors offset the impact
of a sharp real depreciation (24.8%). Thus, peso-based revenue from
NAFTA suspensions rose 12.2% yoy, whilst that from brakes did so at
20.8%, with which the region’s consolidated balance grew 15.2% to
MXN$4.2 billion. Finally, sales in Brazil contracted 6.4% in peso terms to
MXN$509 million, explained mostly by the above-mentioned currency
conversion effect.

Investments in new plant eroded profitability. Contrary to our projection
(40 bp EBITDA margin expansion), Rassini reported a 30bp contraction in
such indicator, standing at 15.8% during 3Q18. Consequently, EBITDA rose
10.3% yoy to MXN$749 million (BNTe MXN$798 million). Meanwhile,
reported profitability weakness is explained by a 13.5% year-to-year
increase in operating expenses, following investments made for the
construction of a “composite” plant in Piedras Negras, Coahuila, where the
company is expected to manufacture suspension products with lighter
materials in the future, with the purpose of light-weighting such items, and
thus, supporting OEMs with vehicle efficiency in order meet stringent CO2
emission objectives contemplated by CAFE regulation. We confirmed the
latter, as on a gross basis, the company’s profitability level expanded by
90bp yoy to 18.6%, even despite the sharp increase observed in electricity
charges, reflecting a more favorable sales mix, thanks to a greater
contribution of brake discs to the results. By region, EBITDA in NAFTA
rose 11.3% yoy to MXN$700 million, equaling a 60bp EBITDA margin
contraction to 16.4% mainly resulting from the above-mentioned events.
Moreover, in Brazil, EBITDA fell 2.0% yoy to MXN$49 million, placing
the corresponding margin at 10% (+0.5pp).
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Higher effective tax rate hit the company’s net profit. In 3Q18, Rassini’s
net benefit dropped 3.1% yoy to stand at MXN$316 million, down 13.4%
from our MXN$365 million estimate, as a higher effective tax rate (31.8%
vs. a previous 11.9%) offset the positive operating increase effect and a net
interest expense 29.3% lower in comparison to the year-ago period.

A solid financial structure. Rassini’s leverage reported a mild drop over
the previous quarter, posting a 0.2x net debt/EBITDA ratio, down from 0.3x
in 2Q18, due to a sequential MXN$282 million decline of interest-baring
debt and a higher EBITDA generation during the LTM.

Performance by region

NAFTA
3Q18 3Q17
Volume MXN$ Volume MXN$
A% A%
Tons/ m units MXN$ Tons/ m units ~ MXN$
Suspensions 68,609 17% $§ 2721 122% 67,491 $2425
Breaks 39,897 80% § 1538 20.8% 36,941 $1.273
Total 108,505 39% § 4259 152% 104,432 $ 3,698
EBITDA $ 700 11.3% $ 629
EBITDA Margin 16.4% -0.6pp 17.0%
Brazil
3Q18 3Q17
Volume MXN$ Volume
Tons/ munits A%yoy MXN$ A%yoy Tons/m units
Suspensions 12,990 53% $§ 492 64% 12,339 $ 526
Total 12,990 53% $§ 492 64% 12,339 $ 526
EBITDA $§ 49 -20% $ 50
EBITDA Margin 10.0% 0.5pp 9.5%

Consolidated

3Q18 3Q17
Volume MXN$ Volume
A% A%
Tons/ m units MXN$ Tons/ m units
Suspensions 81,599 22% $ 3213 8.9% 79,830 $2,951
Breaks 39,897 80% $ 1538 20.8% 36,941 $1,273
Total 121,495 40% § 4755 125% 116,771 $4,228
EBITDA $ 749 10.3% $ 679
EBITDA Margin 15.8% -0.3pp 16.1%
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Certification of Analysts.

We, Gabriel Casillas Olvera, Delia Maria Paredes Mier, Alejandro Padilla Santana, Manuel Jiménez Zaldivar, Tania Abdul Massih Jacobo, Katia Celina
Goya Ostos, Juan Carlos Alderete Macal, Victor Hugo Cortes Castro, Marissa Garza Ostos, Miguel Alejandro Calvo Dominguez, Hugo Armando
Gomez Solis, Gerardo Daniel Valle Trujillo, José ltzamna Espitia Hernandez, Valentin 1l Mendoza Balderas, Santiago Leal Singer, Francisco José
Flores Serrano, Francisco Duarte Alcocer and Leslie Thalia Orozco Vélez, certify that the points of view expressed in this document are a faithful
reflection of our personal opinion on the company (s) or firm (s) within this report, along with its affiliates and/or securities issued. Moreover, we also
state that we have not received, nor receive, or will receive compensation other than that of Grupo Financiero Banorte S.A.B. of C.V for the provision
of our services.

Relevant statements.

In accordance with current laws and internal procedures manuals, analysts are allowed to hold long or short positions in shares or securities issued
by companies that are listed on the Mexican Stock Exchange and may be the subject of this report; nonetheless, equity analysts have to adhere to
certain rules that regulate their participation in the market in order to prevent, among other things, the use of private information for their benefit and
to avoid conflicts of interest. Analysts shall refrain from investing and holding transactions with securities or derivative instruments directly or
through an intermediary person, with Securities subject to research reports, from 30 calendar days prior to the issuance date of the report in
question, and up to 10 calendar days after its distribution date.

Compensation of Analysts.

Analysts’ compensation is based on activities and services that are aimed at benefiting the investment clients of Casa de Bolsa Banorte Ixe and its subsidiaries.
Such compensation is determined based on the general profitability of the Brokerage House and the Financial Group and on the individual performance of each
analyst. However, investors should note that analysts do not receive direct payment or compensation for any specific transaction in investment banking or in
other business areas.

Last-twelve-month activities of the business areas.

Grupo Financiero Banorte S.A.B. de C.V., through its business areas, provides services that include, among others, those corresponding to investment
banking and corporate banking, to a large number of companies in Mexico and abroad. It may have provided, is providing or, in the future, will provide a service
such as those mentioned to the companies or firms that are the subject of this report. Casa de Bolsa Banorte or its affiliates receive compensation from such
corporations in consideration of the aforementioned services.

Over the course of the last twelve months, Grupo Financiero Banorte S.A.B. C.V., has not obtained compensation for services rendered by the investment bank
or by any of its other business areas of the following companies or their subsidiaries, some of which could be analyzed within this report.

Activities of the business areas during the next three months.

Casa de Bolsa Banorte, Grupo Financiero Banorte or its subsidiaries expect to receive or intend to obtain revenue from the services provided by investment
banking or any other of its business areas, by issuers or their subsidiaries, some of which could be analyzed in this report.

Securities holdings and other disclosures.

As of the end of last quarter, Grupo Financiero Banorte S.A.B. of C.V. has not held investments, directly or indirectly, in securities or derivative financial
instruments, whose underlying securities are the subject of recommendations, representing 1% or more of its investment portfolio of outstanding securities or 1
% of the issuance or underlying of the securities issued.

None of the members of the Board of Grupo Financiero Banorte and Casa de Bolsa Banorte, along general managers and executives of an immediately below
level, have any charges in the issuers that may be analyzed in this document.

The Analysts of Grupo Financiero Banorte S.A.B. of C.V. do not maintain direct investments or through an intermediary person, in the securities or derivative
instruments object of this analysis report.

Guide for investment recommendations.

Reference
BUY When the share expected performance is greater than the MEXBOL estimated performance.
HOLD When the share expected performance is similar to the MEXBOL estimated performance.
SELL When the share expected performance is lower than the MEXBOL estimated performance.

Even though this document offers a general criterion of investment, we urge readers to seek advice from their own Consultants or Financial Advisors, in order to
consider whether any of the values mentioned in this report are in line with their investment goals, risk and financial position.

Determination of Target Prices

For the calculation of estimated target prices for securities, analysts use a combination of methodologies generally accepted among financial analysts, including,
but not limited to, multiples analysis, discounted cash flows, sum-of-the-parts or any other method that could be applicable in each specific case according to the
current regulation. No guarantee can be given that the target prices calculated for the securities will be achieved by the analysts of Grupo Financiero Banorte
S.A.B. C.V, since this depends on a large number of various endogenous and exogenous factors that affect the performance of the issuing company, the
environment in which it performs, along with the influence of trends of the stock market, in which it is listed. Moreover, the investor must consider that the price
of the securities or instruments can fluctuate against their interest and cause the partial and even total loss of the invested capital.

The information contained hereby has been obtained from sources that we consider to be reliable, but we make no representation as to its accuracy
or completeness. The information, estimations and recommendations included in this document are valid as of the issue date, but are subject to
modifications and changes without prior notice; Grupo Financiero Banorte S.A.B. of C.V. does not commit to communicate the changes and also to
keep the content of this document updated. Grupo Financiero Banorte S.A.B. of C.V. takes no responsibility for any loss arising from the use of this
report or its content. This document may not be photocopied, quoted, disclosed, used, or reproduced in whole or in part without prior written
authorization from Grupo Financiero Banorte S.A.B. of C.V.

History of PT and Ratings

Stock Date Rating PT

RASSINI A 19/02/2018 Buy $45.00
RASSINI A 23/10/2017 Buy $42.00
RASSINI A 25/04/2017 Buy $47.00
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