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Ps 14.20

Price/Book:

1.8x

P/E on June T12

34.1x

52 Week Range:

Ps 24.60 To 12.50

ROE

4.3%

P/NCE T12

16.3x

Shares Outstanding:

955.5 Million

ROA

7.7%

P/EBITDA T12

4.7x

Market Capitalization:

US$ 1.4 Billion

Enterprise Value:

US$ 3.0 Billion

EV/EBITDA T12

10.0x

INCOME STATEMENT (thousands of constant pesos as of June 30, 2000)

1H99

Margin

1H00

Margin

Change

2Q99

Margin

2Q00

Margin

Change

Net Sales

5,887,105

100.0%

21,842,117

100.0%

271.0%

3,083,686

100.0%

14,665,500

100.0%

375.6%

Cost of Goods Sold

3,101,606

52.7%

15,813,343

72.4%

409.8%

1,618,845

52.5%

10,892,742

74.3%

572.9%

Gross Profit

2,785,499

47.3%

6,028,774

27.6%

116.4%

1,464,841

47.5%

3,772,759

25.7%

157.6%

Operating Expenses

1,847,363

31.4%

5,099,817

23.3%

176.1%

952,397

30.9%

3,405,192

23.2%

257.5%

Operating Profit

938,136

15.9%

928,957

4.3%

-1.0%

512,445

16.6%

367,567

2.5%

-28.3%

Integral Cost of Financing

145,203

2.5%

581,519

2.7%

300.5%

117,714

3.8%

410,658

2.8%

248.9%

   Interest Expense

683,863

11.6%

768,779

3.5%

12.4%

298,653

9.7%

437,996

3.0%

46.7%

   Interest Income

129,999

2.2%

53,949

0.2%

-58.5%

69,539

2.3%

12,590

0.1%

-81.9%

   Foreign Exchange Loss

(104,885)

-1.8%

84,797

0.4%

#N/A

(36,218)

-1.2%

98,883

0.7%

#N/A

   Monetary Loss

(303,776)

-5.2%

(218,108)

-1.0%

-28.2%

(75,181)

-2.4%

(113,632)

-0.8%

51.1%

Other Financial Expenses

(355,415)

-6.0%

201,281

0.9%

#N/A

(39,585)

-1.3%

94,274

0.6%

#N/A

Pretax Income

1,148,348

19.5%

146,157

0.7%

-87.3%

434,315

14.1%

(137,366)

-0.9%

#N/A

Taxes

321,684

5.5%

334,785

1.5%

4.1%

90,770

2.9%

155,812

1.1%

71.7%

Non-Cons. Subsidiaries

21,211

0.4%

25,416

0.1%

19.8%

6,789

0.2%

12,247

0.1%

80.4%

Extraordinary Items (gains)

0

0.0%

0

0.0%

#N/A

0

0.0%

0

0.0%

#N/A

Minority Interest

46,241

0.8%

(159,099)

-0.7%

#N/A

10,100

0.3%

(172,276)

-1.2%

#N/A

Net Income

801,634

13.6%

(4,113)

0.0%

#N/A

340,234

11.0%

(108,654)

-0.7%

#N/A

Earnings Per Share

0.839

(0.004)

0.356

(0.114)

EBITDA

1,151,789

19.6%

1,393,470

6.4%

21.0%

619,757

20.1%

651,758

4.4%

5.2%

EBITDA Per Share

1.205

1.458

0.649

0.682

BALANCE SHEET (thousands of constant pesos as of June 30, 2000)

   FINANCIAL ANALYSIS

Jun-99

Jun-00

Jun-99

% of T.A.

Jun-00

% of T.A.

   Current Ratio

1.4x

0.8x

Total Assets

19,927,934

100.0%

36,230,584

100.0%

   Short Term Debt to Total Debt

58.7%

52.6%

   Cash & Equivalents

2,543,714

12.8%

1,036,380

2.9%

   Foreign Liab. to Total Liab.

18.2%

50.8%

   Other Current Assets

4,974,112

25.0%

10,980,044

30.3%

   Net Debt to Total Equity

30.5%

79.1%

   Long Term

748,316

3.8%

583,089

1.6%

   Total Liab. to Total Equity

82.4%

187.0%

   Fixed (Net)

10,956,996

55.0%

13,609,161

37.6%

1H99

1H00

   Deferred

578,915

2.9%

9,853,368

27.2%

   A/R Turnover (days)

72

21

   Other

125,881

0.6%

168,542

0.5%

   Inventory Turnover (days)

141

90

Total Liabilities

8,999,944

45.2%

23,606,879

65.2%

   A/P Turnover (days)

71

61

   Short Term Debt

3,447,580

17.3%

5,796,305

16.0%

   WC net of debt to Sales

48%

7%

   Other Current Liabilities

1,923,622

9.7%

8,892,784

24.5%

   Interest Coverage Ratio

1.9x

1.9x

   Long Term Debt

2,426,409

12.2%

5,227,904

14.4%

   Total Debt to annualized EBITDA

2.5x

4.0x

   Other Liabilities

1,202,333

6.0%

3,689,886

10.2%

   ENTERPRISE VALUE (EV) = Mkt cap. + Net Debt + Minority Int.

Shareholders Equity

10,927,990

54.8%

12,623,705

34.8%

NCE = Net income + Monetary Loss + Fx Loss + Depreciation

Minority Interest

1,061,038

5.3%

4,999,937

13.8%

ROA=T12m Op Profit to Avg. Assets;  ROE=T12m Net Profit to Avg. Equity
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SPECULATIVE BUY

GSanbor’s results were mixed as compared to our estimates, as we had not expected the registry of goodwill from CompUSA, which translated into increases in depreciation and amortization, affecting group results at both the gross and operating levels, but not in terms of operating cash flow. Eliminating this subsidiary, GSanbor’s report would have been in line with our projections, as all subsidiaries posted outstanding results, thanks to the recovery in consumption. As mentioned in our last quarterly, GSanbor started to consolidate CompUSA in March 2000.  As a result, sales grew 375.6%, although same-store sales also performed exceptionally well at all of GSanbor’s divisions, mainly Sears (up 6%), Sanborns (up 5.8%) and El Globo (up 12.2%). CompUSA’s former strong operating losses have started to turn around since the company took over its management, as is characteristic of the group’s main stockholders (Slim family). With the consolidation of CompUSA, gross and operating margins contracted by 21.8 pp and 14.1 pp, respectively. However, if we exclude the new subsidiary, operating margin would have ended 1.3 pp below 2Q99 levels, as declining interest rates impacted Sears’ results. Operating profit was down 28.3%, coming in 11.6% below our estimate, as the company recorded an additional US$ 180 million in goodwill. EBITDA rose 5.2%, ending 4.7% above our forecast. For the balance of the year, we believe GSanbor will continue to post improvements in results at most of its subsidiaries. Other financial operations totaled Ps 94.3 million, due to the amortization of goodwill and the mark-to-market valuation of GSanbor’s investment portfolio. Given the implementation of Bulletin D-4, tax provisions were high and will remain at similar levels throughout the year. GSanbor’s balance sheet is leveraged, due to the consolidation of CompUSA and the implementation of Bulletin D-4. However, the company’s interest coverage of 2.1x is enough to service debt. GSanbor’s outlook is highly encouraging, supported by the recovery in consumption and the success of its credit card business. The stock seems attractively valued, as our estimates for the year 2000 have the EV/EBITDA multiple dropping to 5.4x, leading to a target price of Ps 19, which represents a nominal yield of 33.8%. Despite the above, we are aware of the fact that investors will punish the consolidation of CompUSA, and thus prefer to recommend the stock as a SPECULATIVE BUY.

SPECULATIVE BUY

Operating Results

Divisional performance was as follows:

a) CompUSA (76.2% of revenues): GSanbor started to consolidate CompUSA in March 2000. In 2Q00, sales totaled Ps 1.13 billion, dropping 21.9% vs. the same-year earlier period, due to changes in the direct sales strategy.  For their part, same-store sales rose 3.9%, something we view as a positive sign.  The aforementioned change in strategy contributed positively to the 390 bp expansion in divisional gross margin, which ended at 19.3%.  At the operating level, this subsidiary posted a US$ 18.8 million loss, as a result of inventory clearances, changes in the accounting of extended guarantees and the additional amortization of US$ 180 million in goodwill.  Eliminating these items, operating losses would have totaled US$ 2 million.  In our opinion, CompUSA has started to turn around, as changes in sales strategies are already in place and the subsidiary will seemingly end the year above breakeven. 

b) Sears de Mexico (11.8% of revenues): Sales were up 10.4% to Ps 1.72 billion, as a result of 6% growth in same-store sales, in turn due to store remodelings, the reactivation in consumption and a 4.9% increase in sales floor space. It is important to note that 55% of total divisional revenues came from the company’s credit card sales, as the number of active credit accounts rose 11.3%. Divisional operating margin contracted by 2.2 bp to 15.9%, as a result of declining interest rates. EBITDA was down 2.1%.  This division has a promising future, due to the change in strategy and the reactivation in consumption.

c) Sanborns Hermanos, Sanborns Café and Promusa (10.8% of revenues): In 2Q00, divisional revenues rose 10%, driven by 5.8% higher same-store sales and a 4.3% increase in sales floor space. As a whole, this division posted sales of Ps 1.577 billion, coming in 0.9% below our estimate. At the operating level, Sanborns has been a highly profitable division and this quarter was no exception, as operating profit rose 21.7%, while operating margin expanded by 1.3 pp vs. 2Q99 to 13.9%.  This segment has a favorable outlook, given the recovery in consumption, which should lead to sales growth and further improvements in group margins. On a non-consolidated basis, Sanborns Hermanos and Sanborns Café posted sales of Ps 1.305 billion, up 8.6% vs. 2Q99, with 5.8% growth in same-store sales. Promusa registered sales of Ps 272.8 million, up 14.1% vs. 2Q99, as a result of 7.9% higher same-store sales.

d) Pastelería Francesa El Globo (1.1% of revenues): In 2Q00, this division posted 21.7% growth in revenues, driven by 3.5% and 12.2% increases in sales floor space and same-store sales, respectively. Operating profit rose 150.8%, while operating margin expanded by 11.5 pp vs. 2Q99 to 22.3%. These improvements are the result of the company’s new management, although it is important to note that 2Q99 was unusually low due to accounting changes performed during the quarter.  Finally, EBITDA was up 113.2%.  We believe that El Globo will continue to post strong growth in sales and profits going forward, as the group’s new management has been characterized by its assertive strategies, which have led to 15.7% growth in sales per square meter, among other things.  In fact, these pastry shops should start to grow at a faster pace, as company management is currently analyzing the possibility of franchising “El Globo” stores.  During the quarter, 3 new stores were opened, for a total of 88.

e) Shopping Malls (0.1% of revenues): With occupancy rates above 80%, revenues grew 4.2%, while operating profit and EBITDA rose 6.0% and 3.9%, respectively.

Financing Activities

Financial costs grew strongly, as a result of quarterly FX losses and 46.7% higher interest expense, due to CompUSA’s consolidation.  As expected, GSanbor posted other financial expense of Ps 94.2 million, as a result of the amortization of goodwill and the mark-to-market valuation of trading operations, mainly fluctuations in CDNow share prices. GSanbor’s financial situation is leveraged, due to both the consolidation of CompUSA and the implementation of Bulletin D-4. However, interest coverage of 2.1x is enough to service debt.
Outlook

The company’s prospects are oriented towards the opening and selective remodeling of stores, and the development of new shopping malls, as well as increasing operating efficiencies and performing acquisitions and joint ventures to achieve a faster growth pace.  For the year 2000, GSanbor’s divisions in Mexico have a bright outlook, particularly due to the recovery in consumption, which has caused us to estimate at least 5%, 19.6%, and 17.7% growth in sales, operating profit and EBITDA, respectively. Due to CompUSA’s consolidation, sales should grow by over 300%, but margins will tend to fall as this company is currently being restructured.  We believe that same-store sales could grow 5-7% at Sears and 5% at Sanborns in 2000. GSanbor’s capex program includes approximately US$ 45 million in Mexico. This amount will be invested in the opening of one Sears store, between 4 and 6 Sanborns, 4 Mix-Up and 1 or 2 Sanborns Café.  GSanbor’s capex also includes US$ 55 million, to be invested in CompUSA (store revamps and possible openings).  As regards El Globo pastry shops, management is still analyzing different growth strategies and this division is expected to start developing in Western Mexico, as the company is currently operating in Central Mexico and the Bajío region.  With the consolidation of CompUSA, margins will drop sharply, but cash flow generation will be quite strong. For its part, the stock’s valuation, as measured by its EV/EBITDA multiple, is extremely attractive, as our estimates have this multiple dropping from current levels of 10x to a forward 5.4x in 2000. This leads to a target price of Ps 19, which represents a nominal yield of 33.8%. Despite the above, we prefer to downgrade our recommendation from BUY to SPECULATIVE BUY, based on margin contractions and the fact that it will take some time before GSanbor starts to reap the benefits of CompUSA’s acquisition.
The information contained herein has been obtained from sources that we believe to be reliable, but we make no representation as to its accuracy or completeness. Neither CASA DE BOLSA BANORTE, S.A. DE C.V. nor AFIN SECURITIES INTERNATIONAL accepts any liability for any losses arising from any use of this report or its contents.

1
Marcela Martínez  msmartin@cbbanorte.com.mx
The information contained herein has been obtained from sources that we believe to be reliable, but we make no representation as to its accuracy or completeness. Neither CASA DE BOLSA BANORTE, S.A. DE C.V. nor AFIN SECURITIES INTERNATIONAL accepts any liability for any losses arising from any use of this report or its contents. 

2

