GMXT

Favorable outlook and very attractive valuation

Company Note

= 2021 is shaping up as a year of economic recovery that should be
reflected on a good outlook for GMXT. Advances in volumes and focus
on efficiency should boost results

= The favorable operating performance, solid financial structure,
attractive dividend distribution and very interesting valuation, support
our positive vision for the company this year

= Weestablished a PT2021 of MXN 36.30 which represents a FV/EBITDA
2021e of 8.3x vs 8.0x current and below the sector average of 11.6x. Our
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recommendation is BUY PT2021 $36.30

i L . Dividend 2021 $1.20

Economic recovery and a focus on efficiencies would support growth. 2020 Dividend (%) 3.9%

brought with it significant challenges. Nevertheless, GMXT operations aps'de'\:mﬁm' “ 75212§03°/S
. . . . . . .. . ax— Min .(9-19.

continued with some normality as it was considered a required activity in the Market Cap (US$m) 63211

contingency, thus registering a relatively low impact. The main impact was Shares Outstanding (m) 4,100.6

. . e . Float 30.0%
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considered essential that even benefited from the environment. In 2021, we Valuation Metrics LTM*
believe that the economic recovery would translate into a higher transported E)’E/ EBITDA 208552
volume, which, together with the company's focus on higher efficiencies, MSCI ESG Rating* NA.

through a significant CAPEX plan of approximately US$360 million (+13.7%

vs. 2020), should be reflected in greater profitability. Likewise, a low interest Relative performance to MEXBOL

rate environment would encourage risk appetite, especially in stocks with good (™)

growth prospects, solid financial structure and attractive valuations, such as izz//:

GMXT. As aresult, and in accordance with our estimates, in 2021 we anticipate %

revenues of MXN 50.5 billion and EBITDA of MXN 22.6 billion, equivalent to 0%

7.0% and 9.5% annual increases, respectively. Through our cash flow valuation -20%

model, we obtained a PT2021 of MXN 36.30, which represents a FV/EBITDA 30%

2021e of 8.3x, vs 8.0x current and below the industry average of 11.6x. With o Apr20 Jul20  Oct20  Jan2l
the appealing discount vs. peers and a very significant recovery outlook, we WExaoL o

believe the investment in the company's stock is very attractive.

Financial statements Valuation and financial metrics

MXN, million 2018 2019 2020E 2021E 2018 2019 2020E 2021E
Revenues 45,431 47,633 47,184 50,463 EV/EBITDA 8.2x 7.8x 8.0x 7.3x
Operating Income 12,397 13,635 13,689 15,763 P/E 18.0x 20.9x 20.5x 16.8x
EBITDA 19,484 21,117 20,681 22,639 P/BV 2.5x 2.5x 2.2x 2.1x
EBITDA Margin 42.9% 44.3% 43.8% 44.9%
Net Income 7,008 6,038 6,159 7,519 ROE 13.7% 12.0% 10.7% 12.5%
Net Margin 15.4% 12.7% 13.1% 14.9% ROA 6.5% 5.4% 5.2% 6.2%
EBITDA/ interest exp 7.8x 8.4x 8.6x 9.1x
Total Assets 107,396 110,812 119,175 122,193 Net Debt/EBITDA 1.3x 1.5x 1.5x 1.3x
Cash 3,671 3,837 3,993 5,945 Debt/Equity 0.5x 0.6x 0.5x 0.5x
Total Liabiliies 47,951 51,868 52,866 51,507
Debt 28,300 34,565 34,993 34,993 This document is provided for the reader’s convenience
Common Equity 51,116 50,439 57,611 60,209 only. The translation from the original Spanish version 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 entitled “Favorables perspectivas y muy
1 atractiva valuacién” was released on January 7, 2021.
Document for distribution among public

Source:Banorte


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201019_4Q20_Outlook.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201126_Banxico_Minutes_November.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201126_Banxico_Minutes_November.pdf

GMXT Financial Statements
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Revenue & EBITDA Margin

MXN, million MXN, million
Income Statement
Year 2018 2019 2020E 2021E  TCAC
60,000 - 14.9%
Net Revenue 45,4314 47,633.1 47,183.9 50,463.5 3.6% 50,000 - 44.3%
Cost of goods sold 25,367.0 26,596.3 26,345.5 28,176.7 3.6% 40000
Gross profit 20,064.4 21,036.7 20,8383 22,286.7 3.6% '
General expenses 7,667.3 7,401.9 7,149.6 65241  -52% 30000 { gy, 42.9%
Operating Income 12,397.0 13,634.9 13,688.8 15,762.6 8.3%
Operating Margin 27.3% 28.6% 29.0% 312%  46% 20,000 1
Depreciation 5,017.3 6,719.2 6,992.1 68768  11.1% 10,000 -
EBITDA 19,484.0 21,117.0 20,680.9 22,639.4 5.1%
EBITDA Margin 42.9% 44.3% 43.8% 44.9% 1.5% 0
Interest income (expense) net (2847.2)  (26887)  (2237.6)  (24731)  -46% 007 2018 2019 2020e  2020e
Interest expense 2,609.9 2,668.3 2,522.0 2,624.4 0.2% .
Interest income 995 1495 126.6 1490  14.4% Revenue EBITDA Margin
Exchange Income (loss) (336.8) (169.9) 157.8 23 -119.1%
Unconsolidated subsidiaries (58.5) (179.2) (25.4)
Net Income before taxes 10,2234 11,286.0 11,135.6 13,284.8 9.1%
Provision for Income taxes 1,178.0 3,147.7 3,198.1 3,987.0 50.1%
Consolidated Net Income 5,029.5 41172 4,406.0 5,739.8 4.5% Net Income & ROE
Minorities 1,978.7 1,920.9 1,753.0 1,779.0  -35% MXN, million
Net Income 7,008.2 6,038.1 6,159.0 7,518.8 2.4%
Net Margin 15.4% 12.7% 13.1% 14.9%  -1.2%
0,
EPS 3.309 2.851 2.908 3.550 2.4% 8000 - 137%
Balance Sheet (MXN, million) 7000 7
Total Current Assets 129554 136419 143913 17,4261  104% 6,000 1
Cash & Short Term Investments 3,671.5 3,836.6 3,992.9 5,945.5 17.4% 5,000 -
Long Term Assets 94,440.8 97,170.2 104,783.5 104,766.7 3.5% 4,000
Property, Plant & Equipment (Net) 87,005.4 84,647.1 92,850.4 93,1735 2.3% 3,000 -
Intangible Assets (Net) 7,435.4 12,523.1 11,933.1 11,593.2 16.0% 2000 -
Total Assets 107,396.3 110,811 1191748  122,192.8 4.4% 1’000
Current Liabilities 6,522.3 8,474.6 10,556.6 99863  15.3% '
Short Term Debt 109.4 1,901.0 3,654.6 36546  222.0% 0
Accounts Payable 6,412.8 6,573.6 6,902.0 633L7  -04% 2017 2018 2019 2020e  202le
Long Term Liabilities 41,428.8 43,393.2 42,309.7 41521.0 0.1%
Long Term Debt 281902 326640 313380 313380  3.6% = Net Income - es=== ROE
Total Liabilities 47,951.1 51,867.8 52,866.3 51,507.4 2.4%
Common Stock 59,445.2 58,944.3 66,308.4 70,685.5 5.9%
Preferred Stock 8,329.3 8,505.3 8,697.8 10,476.8 7.9%
Total Equity 51,115.8 50,438.9 57,610.7 60,208.7 5.6%
Liabilities & Equity 1073963 1108121 1191748 1221928  44% Net Debt & Net Debt to EBITDA
Net Debt 24,628.2 30,728.4 30,999.7 29,0472 5.7% MXN, million
Source: Banorte, BMV
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2021 Estimates

In 2020, with the arrival of the pandemic and the closing of several industries,
there was less economic dynamism, which impacted the demand for products
transported by rail. Notwithstanding the above, the rail industry in Mexico, as
well as other means of transportation, was considered essential, allowing
GMXT to continue its operations with some normality. According to data from
the Railway Transport Regulatory Agency (ARTF), as can be seen on the bottom
left graph, in the period from January to October 2020, around 99.6 million net
tons of cargo were mobilized (-5% y/y), while the drop in net ton-kilometers
was only 3.5% yl/y, reflecting a certain resilience in the sector's transported
volumes. In addition, and given the close relationship that the company's
performance has historically had with economic growth, we believe that the
expectation of recovery in 2021, in parallel with the business's focus on making
operations more efficient, will support the resumption of GMXT's growth path
through a solid recovery in transported volumes. Although there has been a
sequential improvement in transported cargo since June 2020, the growth trend
looks favorable for this year, as can be seen on the bottom right-hand graph.

45 BANORTE

ARTF - Net Ton Km monthly accumulated GMXT - Net Ton Km
% yly % yly
16.0 8.0
11.3 4.8 4.8
12.0
52 40 N~ 3
N = =
6.6
8.0
38 00 # . . . .
4.0 -0.7
-4.0
0.0
_0.7\
2.2 -8.
40 ~ 8.0
: 36 37 -36 -35
-10.2
8.0 -12.0 0
Jan-20 Mar-20 May-20 Jul-20 Sep-20 Nov-20 4019 1020 2Q20 3Q20 4Q20e 1Q2le 2Q2le 3Q2le 4Q2le
Source: ARTF, Banorte. Source: GMXT, Banorte.

Thus, in 2021 the segments that would serve as the main growth engines would
be the Automotive and Industrial segments, which would show volume rises of
~60% y/y and ~16% y/y, respectively. It is important to note that the
Automotive industry closed its operations completely in 2Q20; however, it has
been characterized for showing a more accelerated recovery than other sectors.
Even at the end of 3Q20, it has returned to generate volumes equivalent to 90%
of the same period in 2019. Therefore, the development of the Automotive
industry, enhanced by the expectations created by the T-MEC, will generate a
greater demand for the transportation of raw materials related to the production
of auto parts by rail. Similarly, the expectation of regionalization of companies
will require that a greater volume of goods be mobilized, which could positively
impact the industrial sector. This, coupled with a very low comparative base,
would be reflected in a significant volume increase. On the other hand, the


https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201019_4Q20_Outlook.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisisbursatil/GMXT2Q20.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisisbursatil/GMXT3Q20.pdf

Energy, Chemicals and Fertilizers, Minerals, Cement and Agricultural sectors
will make more moderate progress by normalizing their volumes after the peak
of the pandemic, while the Metals and Intermodal divisions will show a slow
recovery. It is important to mention that during 2020 several conditions were
present that resulted in around 194 days of blockades in different areas of the
country, where the greatest impact was reflected in Chihuahua, Sonora and
Michoacan, limiting the transportation capacity of the company; however, with
the measures adopted by the authorities, we expect to reduce the risk of
additional blockades, generating a favorable environment to leverage on a better
expectation of recovery in the transported volumes.

On a consolidated basis, we anticipate a 2.9% y/y jump in transported volume
and a 4.0% y/y increase in average prices in line with estimated inflation. With
this, we expect that in 2021 the company will reach revenues of MXN 50.5
billion and EBITDA of MXN 22.6 billion, which would represent increases of
7.0% and 9.5%, respectively, on our 2020 estimates. Strict cost control coupled
with greater efficiencies should be reflected through a 100bp expansion in the
EBITDA margin to 44.9%. The company has mentioned that one of its
objectives is to increase its EBITDA margin vs. 2020e by 300-400bp, which we
believe could occur in the medium term.

It would maintain a significant CAPEX plan. While GMXT will continue to
focus on achieving efficiencies in its operations, by 2020 we estimate that it will
exercise ~US$315 million (~30% less than originally planned). In 2021, the
company plans to make investments of approximately US$360 million (~MXN
7.2 billion), which is 13.7% higher than the last revised CAPEX amount for
2020. 73% of the resources will be used in maintenance; 19% in growth (merger
and acquisition projects such as intermodal terminals and refined products
terminals, the rehabilitation of the Chihuahua-Ojinaga corridor, and the Celaya
and Monterrey beltways); while the rest in operations efficiency (technology
and equipment, construction and reconfiguration of yards, conversion of
locomotives to liquefied natural gas). In addition, the company will maintain
the Master Service Plan to make the processes called PSR (Precision Scheduled
Railroad) more efficient by focusing on 5 pillars: 1) increasing train length,
network fluidity and speed; 2) decreasing dwell time at the terminals; 3)
maximizing horsepower utilization by expecting the locomotives to work at
least 80% of the day; 4) balancing the trains in each direction; and 5) making
the process flows clearer and more efficient. As a result of operational
improvements due to investments, the use of trains with 5,000 rail cars in
storage and being returned has improved; by equalizing the horsepower per
trailing ton, efficiency levels in the use of diesel have improved in annual terms;
and finally, net tons per loaded car increased 1.7% y/y.

Sound financial balance. We believe that one of GMXT's main strengths lies
in a solid financial structure. The Net Debt / EBITDA ratio, according to our
estimates, should remain low at 1.3x in 2021 compared with 1.5x in 2020e.

Attractive dividend distributions. Despite the complicated environment, the
company managed to return to pre-pandemic dividend levels, which we expect
will continue this year. We estimate a cash dividend of MXN 1.20 per share,

4

45 BANORTE



paid at a rate of MXN 0.30 each quarter, equivalent to a 3.9% yield over current
prices.

Valuation: BUY, PT2021 MXN 36.30

To obtain the theoretical value of GMXT shares, we used a discounted cash
flow (DCF) valuation model to reflect the potential value of the company's
shares.

According to our estimates and valuation model we obtained a PT2021 of MXN
36.30, which represents a FV/EBITDA 2021e multiple of 8.3x, slightly higher
than the company's current multiple of 8.0x. It should be noted that this multiple
represents an interesting discount of 28.4% with respect to the 2021e average
of 11.6x for comparable companies globally, which in our opinion is not
justified given the estimated growth, supported by the expectation of recovery
towards 2021, as well as the higher anticipated profitability derived from a
significant CAPEX plan. Based on our estimates, we could expect to see an
attractive lowering in the coming years: FV/EBITDA 2020e 8.0x, in 202 1e from
7.3x and 6.6x in 2022e. Additionally, we believe that a lower interest rate
environment could help reflect higher valuations in companies with good
growth prospects, such as GMXT. Our target price offers an interesting
potential return of 22.0% including a dividend return of 3.9% over current
prices. Therefore, with the sector's attractive discount vs. comparables,
valuation may seem conservative, but still the potential is very appealing, which
coupled with an expectation of positive performance by 2021, our
recommendation is BUY.

Our target price has been calculated using a discount rate for cash flows
(WACC) 0f 9.2%, which assumes a cost of capital of 10.4%, through a risk-free
rate of 6.75% (closing 2021e of the 10-year MBono from our Fixed Income and
Exchange Rate Analysis team), a beta of 0.6 and a market risk premium of 6.0%.
The average cost of debt is 7.0% and the debt-to-equity ratio is 21.7%. For
terminal value (perpetuity), we are considering a FV/EBITDA multiple of 7.5x,
in line with the issuer's 2-year median of 7.6x, as reported by Bloomberg but
below the current 8.0x.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201126_Banxico_Minutes_November.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201126_Banxico_Minutes_November.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20201019_4Q20_Outlook.pdf
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Discounted Cash Flow Model

MXN, million
| Hie Hike HZle Hzde Hi5e Hiz6e HiTe Perp.
{+) EBITDA 22 63 25,109 25,987 27 0
{-) Change in Working Capital (2,441) (2,448) (2,458) [2,5648)
{-) Capex
i) Taxes

(=) Frez Cash Flow X 2923 X \ \
[+) Perpeity 0 0 0 0 0 0 0 s
[=) Tossl Cash Flow 9,211 9,973 10,521 10,942 11,379 11,835 12308 237,133
YE2
Risk-Free Rate (RF) 8.75% {+} Present Value of Cash Flows 49178
Equity Risk premium (F.F) &.0% {+) Pregent Value of Perpefuity 127,54
Beta 05 = Firm Value 177,140
CAPM 10.41%
{-) Met Debd (29,047)
Debt Cost 7.00%
Tax raie I (=) Equity value 148,093
Net Cost of Debt 4.90% Shares Outsianding 4,101
Debt / Capitalization H.7%
Price Target § 36.30
WACC 9.21% Curment Pric 530.73
Terminal Value 7.5% Poensal Retum 18.1%
Source: Bloomberg, Banorte.
As we can see in the following graphs, GMXT has maintained a significant
discount with respect to its peers’ valuation, which in our opinion is not justified.
Although we observe that the gap has widened due to the impact of the pandemic
on the results of comparable companies in the sector, the company has managed
to show resilience in its figures. We believe that the market has not been able to
incorporate the favorable prospects for recovery and increased profitability into
the company's valuation, and therefore we consider this to be an attractive
investment opportunity.
GMXT - FV/ EBITDA LTM and comparables sector median GMXT - FV/EBITDA LTM differential vs sector median
Times Times
17.0 - GMXT 0.0 4 = Diferential FV/EBITDA LTM GMXT vs sector median
e Comparables Sector Median 10 - 2y average
15.0x 4 2Y comparables average :2'0 |
-3.0
13.0x }
as 4.0
11.0x 5.0 5.8
-6.0
9.0x 1 70 -
7.0x 80 1
9.0 A
5.0 . . . . . . -10.0 -
Jan-19  May-19  Sep-19 Jan-20 May-20 Sep-20  Jan-21 Jan-19  May-19  Sep-19 Jan-20 May-20  Sep-20  Jan-21
Source: Bloomberg, Banorte. Source: Bloomberg, Banorte.
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Relative Valuation

Market Cap Enterprise FVIEBITDA FV/EBITDA  Dividend
ISSUER PRICE P/IBV PIE P/E 2020E  P/E 2021E FV/EBITDA )
(USSMM) Value (US$MM) 2020E 2021E Yield
UNION PACIFIC CORP USD 205.50 138,480 165,480 26.4x 25.9x 22.0x 15.9x 16.2x 14.6x 1.9%
CANADIAN NATL RAILWAY CO CAD 140.66 78,965 89,959 27.4x 26.6x 22.4x 18.1x 16.8x 14.6x 1.6%
CSX CORP USD 89.48 68,432 82,514 25.6x 24.8x 20.6x 14.5x 14.5x 13.0x 1.2%
DAQIN RAILWAY CO LTD -A CNY 6.50 14,968 15,379 0.9x 9.3x 8.9x 7.6x 4.9x 4.2x 7.4%
CANADIAN PACIFIC RAILWAY LTD CAD 447.50 47,420 54,996 8.3x 25.8x 25.5x 22.1x 17.2x 17.0x 15.5x 0.8%
NORFOLK SOUTHERN CORP USD 235.71 59,867 71,231 26.0x 25.9x 21.0x 17.1x 15.5x 13.2x 1.6%
KANSAS CITY SOUTHERN USD 204.05 19,099 22,611 32.1x 29.1x 24.0x 16.8x 16.2x 14.3x 0.9%
AURIZON HOLDINGS LTD AUD 3.89 5,608 8,498 1.8x 12.5x 15.1x 13.5x 7.0x 7.7x 7.4x 9.2%
CHINA RAILWAY TIELONG CONT-A CNY 6.09 1,231 1,201 1.4x 18.1x 20.3x 16.0x 8.6x 7.4x 1.8%

Average 48,230 56,874

Median 47,420 54,996

GMEXICO TRANSPORTES SAB DEC ~ MXN 30.73 6,333 8,311 2.8x 20.9x 22.0x 17.7x 8.0x 8.3x 7.5x 3.9%
Source: Bloomberg
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