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Profitability was pressured k
= We rate KOF’s 4Q18 results as ne pectations at
operating level, confirming press . Net profit

outperformed estimates

= EBITDA margin presented an 80bp contraction to stand at 20.4% vs.
20%e, due to higher PET costs and thus concentrated as an adverse
FX effect in Mexico, Colombia and Brazil

»  KOF received US$ 715 million from the sale of Philippines. Part of
those resources was used to pay off debt, hence the ND/EBITDA ratio
stood at 1.6x vs. 1.9x in 3Q18. We reiterate a HOLD recommendation

PET and FX fluctuations pressured profitability. In 4Q18, KOF concluded
the sale of its Philippines operations for a total of US$ 715 million. During the
guarter, part of these resources was used to pay off debt derived from recent
acquisitions in Panama and Guatemala. The ND/EBITDA ratio fell to 1.6x vs.
1.9x in 3Q18. The company reported year-on-year volume increments in
Central America (27%), Colombia (3.1%) and Brazil (4.5%), which offset
declines in Mexico (-0.9%) and Argentina (-27%). In this sense, the company
generated MXN 50.1 billion in consolidated revenue, up 2% vs. 4Q17 due to a
hike in prices above inflation in most regions. Furthermore, higher PET costs
and an adverse FX effect produced increments in the cost of sales and operating
expenses of 2.3% and 2.6%, respectively. At EBITDA level, a 2% drop was
reported and a 0.8pp erosion in the corresponding margin to stand at 20.4%. Net
profit rose to MXN 5,541 million (vs. a MXN 24.2 billion loss in 4Q17), due to
a MXN 2.7 billion gain related to the sale of operations in the Philippines.
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Current Price $117.50
PT 2019 $137.00
Dividend 2019 $3.20
Dividend Yield (%) 2.7%
Upside Potential 19.3%
Max - Min LTM (P$) 131.07 -109.9
Market Cap (US$m) 13,663
Shares Outstanding (m) 2,100
Float 25%
Daily Turnover (P$ m) 774
Valuation metrics TTM

FV/EBITDA 8.8x
P/E 17.9x
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Financial Statements Valuation and Financial metrics
2017 2018 2019E 2020E 2017 2018 2019E 2020E
Revenue 206,103 182,342 191,174 196,174 FV/EBITDA 8.4x 8.8x 8.7x 7.4x
Operating Income 25,652 24,673 25,309 26,952 P/E N.A. 17.8x 20.1x 17.9x
EBITDA 39,938 35,456 37,785 40,037 P/BV 2.0x 2.0x 2.1x 1.7x
EBITDA Margin 19.4% 19.4% 19.8% 20.4%
Net Income -12,977 13,910 12,957 13,872 ROE -9.2% 10.6% 9.8% 9.2%
Net Margin -6.3% 7.6% 6.8% 71% ROA -4.5% 5.3% 4.9% 5.2%
EBITDA/ Interest 5.0x 5.4x 7.2x 9.8x
Total Assets 285,678 263,787 262,517 266,743 Net Debt/EBITDA 1.7x 1.6x 1.6x 1.0x
Cash 18,767 23,727 18,606 24,814 Debt/Equity 0.6x 0.6x 0.6x 0.4x
Total Liabilities 144,968 132,037 129,851 115,182
Debt 88,935 83,418 78,849 64,748 This document is provided for the reader's convenience
Common Equity 140,710 131,750 132,665 151,561 only. The translation from the original Spanish version

Source: Banorte

was made by Banorte’s staff. Discrepancies may
possibly arise between the original document in Spanish
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 entitied “Rentabilidad
fue presionada por mayors costos” was released on
February 26, 2019.
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KOF -Results 4Q18

MXN million
Concept 417 4018 Var%  4Qise D'g;’:ix
Revenue 55,275 50,166 -9.2% 52,979 -5.3%
Operating Income 7,585 7,342 -3.2% 7,634 -3.8%
Ebitda 11,311 10,215 -9.7% 10,603 3.7%
Net Income -24,245 5,541 NA. 4,093 35.4%
Margins
Operating Margin 13.7% 14.6% 0.9pp 14.4% 0.2pp
Ebitda Margin 20.5% 20.4% -0.1pp 20.0% 0.4pp
Net Margin -43.9% 11.0% 54.9pp 7.7% 3.3pp
EPS -$11.54 $2.64 NA. $1.95 35.3%
Income Statement (Million pesos)
Year 2017 2018 2018 Change Change
Quarter 4 3 4 % yoy % qoq
Net Revenue 55,275.1 44,1481 50,165.6 9.2% 13.6%
Costs of goods sold 30,211.9 239114 27,1491 -10.1% 13.5%
Gross profit 25,063.3 20,236.7 23,016.6 -8.2% 13.7%
General expenses 16,864.7 14,255.6 15,164.9 -10.1% 6.4%
Operating Income 7,584.6 57715 7,342.0 -3.2% 271%
Operating Margin 13.7% 13.1% 14.6% 0.9pp 1.5pp
Depreciation 3,725.6 2,714.1 2,873.0 -22.9% 5.9%
EBITDA 11,310.7 8,491.6 10,215.0 9.7% 20.3%
EBITDA Margin 20.5% 19.2% 20.4% (0.1pp) 1.1pp
Interest Income (Expense) net (1,084.0) (1,322.2) (2,149.0) 98.2% 62.5%
Interest expense 2,001.3 1,833.9 2,063.0 31% 12.5%
Interest income 251.5 275.9 293.0 16.5% 6.2%
Other income (expense) 149.9 175.6 (8.3) N.A. N.A.
Foreign exchange gain (loss) 515.9 60.2 (370.7) N.A. N.A.
Unconsolidated subsidiaries (10.4) (51.2) (64.9) >500% 26.8%
Income before taxes (22,497.9) 4,393.9 4,603.3 N.A. 4.8%
Income taxes 1,314.0 1,381.7 1,385.9 5.5% 0.3%
Discontinued operations 409.7 2,790.3
Consolidated Net Income (23,811.9) 2,602.4 4271 N.A. -83.6%
Non-controlling interest 433.6 155.8 466.6 7.6% 199.6%
Net Income (24,245.5) 3,266.1 5,541.1 N.A. 69.7%
Net Margin -43.9% 1.4% 11.0% 54.9pp 3.6pp
EPS (11.541) 1.555 2.638 N.A. 69.7%
Balance Sheet (Million pesos)
Total Current Assets 55,657.0 78,886.2 57,490.6 3.3% -27.1%
Cash & Short Term Investments 18,766.9 18,474.9 23,726.8 26.4% 28.4%
Long Term Assets 230,021.1 199,917.5 206,296.7 -10.3% 3.2%
Property, Plant & Equipment
(Net) 75,8273 58,329.5 61,942.4 -18.3% 6.2%
Intangible Assets (Net) 98,014.5 90,116.3 93,074.8 -5.0% 3.3%
Total Assets 285,678.1 278,803.7 263,787.3 -1.7% -5.4%
Current Liabilities 55,594.5 52,009.3 45,523.2 -18.1% -12.5%
Short Term Debt 17,168.1 11,4434 12,4841 -27.3% 9.1%
Accounts Payable 31,352.9 26,508.3 25,8317 -17.6% -2.6%
Long Term Liabilities 89,373.2 95,675.7 86,513.9 -3.2% -9.6%
Long Term Debt 71,767.2 81,023.1 70,934.2 -1.2% -12.5%
Total Liabilities 144,967.7 147,685.0 132,037.1 -8.9% -10.6%
Common Stock 140,710.4 131,118.7 131,750.2 -6.4% 0.5%
Non-controlling interest 433.6 155.8 466.6 7.6% 199.6%
Total Equity 122,569.0 115,189.6 124,942.7 1.9% 8.5%
Liabilities & Equity 285,678.1 278,803.7 263,787.3 1.7% -5.4%
Net Debt 69,590.1 72,800.8 58,958.0 -15.3% -19.0%
Cash Flow
CF from Operating Activities 10,448.2 383.1 15,910.6
CF from Investing Activities (9,086.5) (2,337.2) 3,396.6
CF from Financing Activities (2,531.0) (2,016.5) (14,557 4)
Change in Cash Balance (1,439.2) (4,994.5) 5,251.9

Source: Banorte, MSE. *4Q17 figures include operations of Philippines
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Mexico and Central America maintains solid performance, South
America is affected by adverse economic conditions in Argentina.
During the quarter, KOF reported MXN 25.4 billion in revenue from the
business division in México and Central America, representing an annual
8.7% year-on-year increase and a 51% contribution to total revenue. The
increment in the average price per unit of this division stood above inflation.
Moreover, the business division in South America yielded MXN 24.7 billion
in revenue, down an annual 4%. Brazil, contributing 70% of revenue to the
South American division, was the only country of this segment to report an
increase in the average price per unit above inflation. The development and
improvement of KOF’s data analysis platform has allowed the generation of
efficient strategies in price, packaging and promotions in regions such as
Brazil and México. Finally, the performance of operations in Argentina has
been seriously undermined by a much lower consumer purchasing power
due to the hyperinflation experienced in such country. Against this
backdrop, sales volume and revenue in Argentina fell 27% and 45%,
respectively. The company has presented a contingency plan to reduce costs
and restructure operations and is currently undergoing talks with the
Argentinian government to take appropriate measures. We will closely
monitor any development in order to incorporate any change into our
projections.

Pressured profitability due to higher costs and expenses. During the
quarter, the cost of sales and operating expenses rose 2.3% and 2.6% year-
on-year, respectively. Such increment is explained, mostly by higher PET
costs (containers made out of PET constitute approximately 20% of the cost
of sales), higher cost of concentrate in Mexico and an increase in cost of
dollar-denominated commodities caused by the depreciation of the Mexican
peso, the Brazilian real and the Colombian peso. It is important to point out
that part of the FX effect was offset due to hedging transactions. Finally,
EBITDA declined 2% to MXN 10.2 hillion, in line with our MXN 10.6
billion estimate, posting thus a 0.8pp EBITDA margin contraction, standing
at 20.4%. (vs. our 20% estimate).

FX losses and higher financial expenses. The company reported a 1.5%
year-on-year increase of financial expenses from additional financing
contracting during 2Q18 to expand its operations in Guatemala and
Uruguay. Further, KOF was affected by a FX los equaling MXN 371
million, which unfavorably compares with a MXN 505 million, gain in
4Q17. Such loss was caused by the appreciation of the Mexican peso applied
to the cash position in dollars, which includes revenue from the sale of
operations in the Philippines. Against this context, the comprehensive
financing cost posted a 97% year-on-year increase, standing at MXN 2.1
billion vs. MXN 1.0 billion in 4Q17.
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Extraordinary result from the sale of operations in the Philippines
boosted net profit. During the quarter, KOF’s net profit stood at MXN 5.5
billion, 35% above our estimate. The company’s net profit was boosted by
an extraordinary gain equaling MXN 2.7 billion derived from the sale of
operations in the Philippines. This result is very favorable as it compares to
the MXN 24.2 billion net loss reported in 4Q17. It should be noted that such
loss reported in 4Q17 was due to accounting changes performed due to the
deconsolidation of operations in Venezuela.

Slight drop in leverage levels. During 4Q18, KOF reported a 1.9%
reduction in total debt, to stand at MXN 81.8 billion, while net debt fell
MXN 6.5 billion over 4Q17. Debt reduction was due to a US$ 445 million
payment from a mature Yankee bond in 2018. However, leverage levels
were offset by new bank loans in Mexico and Uruguay. Considering the
latter, cash from the sale of operations in the Philippines and cash Flow
produced during the year, the ND/EBITDA ratio stood at 1.6x vs. 1.9x in
3Q18.

Difficult environment in Colombia. The company mentioned that the new
tax across the entire production chain of beer and sugary beverages will
negatively impact sale volumes. In order to face this difficult setting, KOF
will be restructuring its operations during the first half of the year. During
January, there was an average price increase of around 6%. Therefore, we
estimate a 5% drop in sales volume in this region during 2019.
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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 up dated. 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.

PT and recommendation history
Stock Date Rating PT
KOFL 18/01/2019 Hold $137.00




GRUPO FINANCIERO BANORTE S.A.B. de C.V.

Research and Strategy
Gabriel Casillas Olvera Chief Economist and Head of Research gabriel.casillas@banorte.com (55) 4433 - 4695
Raquel Vazquez Godinez Assistant raquel.vazquez@banorte.com (55) 1670 - 2967

Economic Analysis

Delia Maria Paredes Mier Executive Director of Economic Analysis delia.paredes@banorte.com (55) 5268 - 1694
Katia Celina Goya Ostos Senior, Global Economist katia.goya@banorte.com (55) 1670 - 1821
Juan Carlos Alderete Macal, CFA  Senior Economist, Mexico juan.alderete.macal@banorte.com (55) 1103 - 4046
I\Dlllgu'e | Alejandro Calvo Economist, Regional miguel.calvo@banorte.com (55) 1670 - 2220
ominguez
Francisco José Flores Serrano Economist, Mexico francisco.flores.serrano@banorte.com (55) 1670 - 2957
Francisco Duarte Alcocer Analyst, Global Economist francisco.duarte.alcocer@banorte.com (55) 1103 - 4000 x 2707
Lourdes Calvo Fernandez Analyst (Edition) lourdes.calvo@banorte.com (55) 1103 - 4000 x 2611

Fixed income and FX Strategy

Alejandro Padilla Santana Head Strategist — Fixed income and FX alejandro.padilla@banorte.com (55) 1103 - 4043
Santiago Leal Singer FX Senior Strategist santiago.leal@banorte.com (55) 1670 - 2144
Leslie Thalia Orozco Vélez Fixed Income and FX Strategist leslie.orozco.velez@banorte.com (55) 5268 - 1698

Equity Strategy

Director Equity Research —
Telecommunications / Media
Victor Hugo Cortes Castro Technical Analysis victorh.cortes@banorte.com (55) 1670 - 1800
Equity Research — Conglomerates / Financials/

Manuel Jiménez Zaldivar manuel.jimenez@banorte.com (55) 5268 - 1671

Marissa Garza Ostos S ; marissa.garza@banorte.com (55) 1670 - 1719

Mining / Petrochemicals
. " . Equity Research — Airlines / Airports / Cement . "

José ltzamna Espitia Hernandez | Infrastructure / REITs jose.espitia@banorte.com (55) 1670 - 2249

Valentin Il Mendoza Balderas ngty Research ~ Auto Parts/ ansumer valentin.mendoza@banorte.com (55) 1670 - 2250
Discretionary / Real Estate / Retail

Jorge Antonio Izquierdo Lobato ~ Analyst jorge.izquierdo.lobato@banorte.com (55) 1670 - 1746

Itzel Martinez Rojas Analyst itzel. martinez.rojas@banorte.com (55) 1670 - 2251

Corporate Debt

Tania Abdul Massih Jacobo Director Corporate Debt tania.abdul@banorte.com (55) 5268 - 1672

Hugo Armando Gémez Solis Senior, Corporate Debt hugoa.gomez@banorte.com (55) 1670 - 2247

Gerardo Daniel Valle Trujillo Analyst, Corporate Debt gerardo.valle.trujillo@banorte.com (55) 1670 - 2248

Wholesale Banking

Armando Rodal Espinosa Head of Wholesale Banking armando.rodal@banorte.com (55) 1670 - 1889
Alejandro Eric Faesi Puente Head of Global Markets and Institutional Sales  alejandro.faesi@banorte.com (55) 5268 - 1640
Alejandro Aguilar Ceballos Head of Asset Management alejandro.aguilar.ceballos@banorte.com (55) 5268 - 9996
Arturo Monroy Ballesteros Eﬁz(:]:; Investment Banking and Structured arturo.monroy.ballesteros@banorte.com (55) 5004 - 1002
Gerardo Zamora Nanez }I;I:?t((j)rci)rf];ransacnonal Banking, Leasing and gerardo.zamora@banorte.com (81) 8318 - 5071

55) 5004 - 5121
55) 5004 - 1453

Jorge de la Vega Grajales Head of Government Banking jorge.delavega@banorte.com (55)
(55)

René Gerardo Pimentel Ibarrola ~ Head of Asset Management pimentelr@banorte.com (55) 5268 - 9004
(55)
(55)

Luis Pietrini Sheridan Head of Private Banking |uis.pietrini@banorte.com

55) 5004 - 5279
55) 5004 - 1454

Ricardo Velazquez Rodriguez Head of International Banking rvelazquez@banorte.com
Victor Antonio Roldan Ferrer Head of Corporate Banking victor.roldan.ferrer@banorte.com


mailto:katia.goya@banorte.com
mailto:leslie.orozco.velez@banorte.com
mailto:jespitia@ixe.com.mx
mailto:hgomez01@ixe.com.mx



