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Commercial aggressiveness pressured margins @analiis. fundam

= Soriana reported 2Q19 figures that stood in line with our
expectations at operating level. However, the company had to forego Valentin Mendoza
profitability in order to remain competitive Auto Parts/ Consumer Discretionary /

Real Estate/ Retail

= On the positive side, as expected, SSS are back on the growth track, valentin. mendoza@banorte.com

increasing 2.4% yoy, supported by a solid response from the Julio

Regalado summer campaign, while leverage dropped HOLD
Current Price MXN$20.00
=  We lowered our PT2019 to MXN$26.00 (6.5x 2019E FV/EBITDA E'T'ﬁm%zmg MXN$26.00
below the 3-year average of 7.0x). Given a lack of clarity regarding Dividond Yield (%)
the inflexion point on the results, we reiterate HOLD Upside Potential 30.0%
Max - Min LTM (MXN$) ~ 37.00 - 19.90
A report in line with estimates. We rate Sori'flna’s 2Q19 report as neutral, 'g'ﬁ::g;%i’isgiﬁ?g ") 1?%%8
alluding to a performance that matched expectations. Sales grew 2.0% yoy to Float 13.8%
MXN$39.0 billion (+1.7% vs BNTe), boosted mainly by a 2.4% increase in SSS ey Tumover (MXX6 m) 13
(vs +3.6%e), which offset the impact of a 3.5% sales floor contraction on FV/EBITDA 6.0x
PIE 10.5x

account of the closing of 13 units in adherence to the store base efficiency
program. Meanwhile, higher investments in prices, with the purpose of
streamlining LfL sales, as well as the effect of the “Julio Regalado” campaign, Relative performance to Mexbol
pressured the gross margin by 30bps to 21.8%, translating into a gross profit LTM
growth of only 0.6%. Expenses, in turn, fell 2.3%, due to the IFRS 16 effect- yet b
rose 1.6% on an adjusted basis (below the pace for revenue), reflecting a strict

0%
-10%

expense control -. Thus, EBITDA grew 9.5% yoy to MXN$3.0 billion (-1.2% vs 20%
BNTe) with the corresponding margin expanding 50bps to 7.7%, although, 30%
without considering the accounting changes, it would have declined 40bps from -40%
pressures at gross level (-3.3% yoy). Finally, net income tumbled 11.1% to O e onts s pote o
MXN$796 million, hit by a 57.1% increase in the net interest expense and MEXBOL SORIANAB
sharper losses in Soriban and Sodimac (+61.4%).
Financial Statements Valuation and financial metrics
M XN, million 2017 2018 2019E 2020E 2017 2018 2019E 2020E
Revenues 153,632 153,475 155,944 163,760 FV/EBITDA 4.5x 5.2x 5 6% 5.0x
Operating Income 9,164 8,068 8,967 10,319 P/E 7.8x 10.0x 10.7x 9.7x
EBITDA 12,415 10,884 12,167 13,512 P/Book 0.6x 0.6x 0.6x 0.5x

EBITDA Margin 8.1% 7.1% 7.8% 8.3%
Net Income 4,588 3,605 3,375 3,708 ROE 8.1% 6.0% 5.3% 5.6%

Net Margin 3.0% 2.3% 2.2% 2.3% ROA 3.5% 2.7% 2.3% 2.4%

EBITDA/ Interest exp 6.9x 6.9x 6.9x 6.9x

Total Assets 129,317 132,967 148,467 153,563 Net Debt/EBITDA 1.6x 1.9x 2.6x 2.3x
Cash 3,666 2,231 2,276 2,690 Debt/Equity 0.4x 0.4x 0.5x 0.5x
Total Liabilities 70,442 71,024 83,459 86,729

Debt 22,940 22,663 34,283 34,326 This document is provided for the reader's convenience
Common Equity 58,875 61,944 65,008 66,834 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 “Mayor
agresividad comercial presion6 el margen” was released
1 on July 26, 2019.
Document for distribution among public

Source: Banorte with data from M SE



SORIANA - Results 2Q19

MXN, million

Diff% vs
Concept 2Q18 2Q19 Var % 2Q19e Estim.
Revenue 38,346 39,096 2.0% 38,438 1.7%
Operating Income 1,990 2,199 10.5% 2,260 2.7%
Ebitda 2,748 3,010 9.5% 3,045 -1.2%
Net Income 895 796 -11.1% 873 -8.9%
Margins
Operating Margin 52% 5.6% 0.4pp 5.9% -0.3pp
Ebitda Margin 7.2% 7.7% 0.5pp 7.9% -0.2pp
Net Margin 2.3% 2.0% -0.3pp 2.3% -0.2pp
EPS $0.50 $0.44 -11.1% $0.49 -8.9%
Source: Banorte
Income Statement (Million pesos)
Year 2018 2019 2019 Change Change
Quarter 2 1 2 % YoY % QoQ
Net Revenue 38,345.6 35,255.4 39,095.9 2.0% 10.9%
Costs of goods sold 29,884.4 27,0814 30,587.7 24% 12.9%
Gross profit 8,461.2 8,174.1 8,508.2 0.6% 4.1%
General expenses 6,491.1 6,266.2 6,340.4 -2.3% 1.2%
Operating Income 1,990.0 1,994.0 2,198.9 10.5% 10.3%
Operating Margin 5.2% 5.7% 5.6% 0.4pp (0.0pp)
Depreciation 757.6 7774 810.9 7.0% 4.3%
EBITDA 2,747.6 2,7711.4 3,009.8 9.5% 8.6%
EBITDA Margin 7.2% 7.9% 17.7% 0.5pp (0.2pp)
Interest Income (Expense) net (548.4) (782.4) (861.7) 57.1% 10.1%
Interest expense 599.0 845.2 933.3 55.8% 10.4%
Interest income 514 58.5 64.0 24.5% 9.6%
Other income (expense) N.A. N.A.
Foreign exchange gain (loss) (0.8) 43 75 N.A. 73.5%
Unconsolidated subsidiaries (82.3) (104.5) (132.9) 61.4% 27.1%
Income before taxes 1,359.3 1,107.0 1,204.3 -11.4% 8.8%
Income taxes 457.0 358.5 398.9 -12.7% 11.3%
Discontinued operations
Consolidated Net Income 902.3 748.5 805.4 -10.7% 7.6%
Non-controlling interest 7.2 10.6 9.4 31.1% -11.3%
Net Income 895.1 737.9 796.0 -11.1% 7.9%
Net Margin 2.3% 2.1% 2.0% (0.3pp) (0.1pp)
EPS 0.497 0.410 0.442 11.1% 7.9%
Balance Sheet (Million pesos)
Total Current Assets 41,678.6 42,987.2 48,589.0 16.6% 13.0%
Cash & Short Term Investments 3,008.7 2,634.1 2,794.6 -1.1% 6.1%
Long Term Assets 91,010.3 98,918.0 99,374.3 9.2% 0.5%
Property, Plant & Equipment
(Net) 69,883.4 68,367.7 68,089.6 -2.6% -0.4%
Intangible Assets (Net) 20,012.7 20,340.1 20,338.0 1.6% 0.0%
Total Assets 132,688.8 141,905.2 147,963.3 11.5% 4.3%
Current Liabilities 39,142.5 42,435.3 44,044.8 12.5% 3.8%
Short Term Debt 5,184.7 14,269.8 6,673.6 28.7% -53.2%
Accounts Payable 32,2473 26,630.6 35,844.7 11.2% 34.6%
Long Term Liabilities 32,932.2 37,003.2 40,677.5 23.5% 9.9%
Long Term Debt 18,055.5 24,693.2 28,363.0 57.1% 14.9%
Total Liabilities 72,074.7 79,438.5 84,722.3 17.5% 6.7%
Common Stock 60,614.1 62,466.7 63,241.0 4.3% 1.2%
Non-controlling interest 247.8 131.4 128.9 -48.0% -1.9%
Total Equity 60,366.3 62,335.4 63,112.1 4.5% 1.2%
Liabilities & Equity 132,688.8 141,905.2 147,963.3 11.5% 4.3%
Net Debt 20,231.5 36,328.8 32,242.0 59.4% -11.2%
Cash Flow
FX difference in cash &
equivalents 35224 (4,444.3) 5,535.3
CF from Operating Activities (478.7) (674.9) (450.0)
CF from Investing Activities (3,654.6) 5,524.2 (4,924.8)
CF from Financing Activities
Change in Cash Balance (611.0) 405.0 160.5

Source: Banorte, MSE.
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Growth in SSS is back on track. 2Q19 revenue for Soriana grew 2.0% year-
on-year to MXN$39.0 billion (+1.7% vs BNTe), due to a 2.4% increase in
SSS (vs +3.6%e) -given greater commercial aggressiveness- offsetting a 3.5%
sales floor contraction on account of the closing of 13 units in the LTM, in
adherence to the company’s store base efficiency program and some
renovations. Without a doubt, it is very positive to see LfL sales growth is
back on track, and even more so that the “Julio Regalado” summer campaign
has played a part in its doing, outweighing thus the weakness reported in
stores that had previously belonged to Comercial Mexicana.

Investments in prices erode the gross margin. In 2Q19, the company
reported a 30bps contraction in gross margin to 21.8%, leading gross profit to
grow just 0.6% yoy, below the performance seen in revenue. Such
performance is attributed to a greater commercial aggressiveness with the
purpose of streamlining LfLL sales, as well as to the effect of the “Julio
Regalado” campaign. Thus, although contrary to our expectation that an
improvement in product shrinkage would provide an opportunity to both
invest in prices and also boost gross profitability, it undoubtedly contributed to
motivate the return of customer traffic towards its stores and allowed SSS to
resume growth, which should ultimately pay off through improved operating
leverage.

EBITDA grew 9.5% vyoy, in line with our estimates. The company’s
EBITDA reached MXN$3.0 billion in 2Q19, up 9.5% year-on-year, in line
with our expectations (-1.2% vs BNTe). It should be noted that such increase
is attributed to the effect of IFRS 16, reducing expenses by 2.3% yoy on that
account. However, on an adjusted basis from accounting changes, these rose
1.6%, reflecting a strict control on expenses which was offset by lower gross
profitability. Therefore, without accounting changes, EBITDA dropped 3.3%
yoy, while the corresponding margin eroded 40bps, confirming our thesis that
the company would have to forego margins to remain competitive.

Net interest expense growth and sharper losses at Soriban and Sodimac
impacted net profit. Soriana’s net income fell 11.1% to MXN$796 million,
8.9% below our estimate. Such performance is explained by pressures in net
interest expense (+57.1% yoy), derived from the adoption of the new
accounting standard, as well as from 61.4% greater losses in non-consolidated
subsidiaries (Soriban and Sodimac).

Leverage fell. The company’s ND/EBITDA ratio fell to 2.8x from 3.3x in
1Q19, resulting from a MXN$3.9 billion goq decline in interest-bearing debt
(short term), a higher LTM EBITDA generation and a sequential MXN$160
million increase in cash.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisisbursatil/SORIANAPT2018.pdf
https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisisbursatil/SORIANAPT2018.pdf

Valuation parameters lowered following the report. After incorporating
2Q19 figures SORIANA’s multiples cheapened. On one hand, FV/EBITDA
fell to 6.0x from a previous 6.5x, due to both EBITDA growth and leverage
reduction, while P/E rose to 10.5x from 10.2x.

We have revised our estimates. We have adjusted our projections model
reflecting the effects of IFRS 16. In addition, we have incorporated the new
economic__growth forecasts estimated by our Economic _Analysis
department, as well as recent FX rate projections from our Strateqy

department into our model.

Estimates

2019 2019 AY% 2020 2020

(current)  (previous) ° (current) (previous)
SSSs* 2.9% 2.3% +0.6% 4.6% 5.3% 0.7%
Revenue+ 155,944 156,193 -0.2% 163,760 164,528 -0.5%
EBITDA+ 12,167 11,558 +5.3% 13,512 12,998 +4.0%
EBITDA 7.8% 7.4% +0.4% 83%  7.9% +0.4%
Margin* .0/ 4% 4 .0/ Il 4%
Net Income+ 3,375 3,625 -6.9% 3,708 5,187 -28.5%

We have lowered our PT2019. We have adopted a more conservative stance
in our valuation model for Soriana’s shares. In view of local uncertainty and
lower confidence among investors towards the Mexican equity market in
general, and after including the effect of IFRS 16, by using a relative valuation
model, we lowered our PT2019 to MXN$26.00 from MXN$33.00, which
implies a 6.5x 2019E FV/EBITDA multiple, above the current level (6.0 x),
but below the 3-year average forward multiple (7.0x) considering the growth
outlook ahead seems to improve a bit vs what the historical average implies.
Despite the attractive potential return, and the fact that the current 6.0x
valuation reflects an excessive discount on the company, being the most
attractive within the retail sector in Mexico, we considered that the lack of
clarity in relation to a inflexion point on the results and the extent of the
amount of investment on prices that may be needed to stimulate growth, we
reiterate our HOLD recommendation.
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/analisiseconomico/mexico/20190722_GDPrevision.pdf
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https://www.banorte.com/cms/casadebolsabanorteixe/analisisyestrategia/estrategiasemanalrentafija/20190723_Outlook3Q19.pdf
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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
Go6mez Solis, Gerardo Daniel Valle Trujillo, José ltzamna Espitia Hernandez, Valentin Il Mendoza Balderas, Santiago Leal Singer, Francisco José
Flores Serrano, 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

SORIANA 30/07/19 Hold P$26.00
SORIANA 08/01/19 Hold P$33.00
SORIANA 15/08/18 Sell P$35.50
SORIANA 30/04/18 Hold P$40.00
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