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[image: image2.wmf]As of 2Q99, Grupo Financiero Santander-Mexicano posted earnings of Ps 88 million (even though the bank posted extraordinary losses of Ps 70 million, associated with provisions for operating contingencies), which compare favorably to 2Q98 losses of Ps 330 million, but came in 65% below 1Q99 levels.  The bank, the Group’s main subsidiary, contributed 98% to earnings, while the Casa de Bolsa (brokerage) posted a 27.8% improvement in earnings. Highlights of the Bank’s results include: (a) lower net interest income over the quarter, as a result of the lack of new loan granting and lower interest rates, which led to a 23.4% drop in interest charged that was partially offset by the 35.7% reduction in interest paid.  On a yearly basis, however, Sanmex posted significant improvements;  (b) the peso’s stability and appreciation led to fx trading losses, which, coupled to lower equity trading income, translated into a decline of over 45% in non-interest income.  This could not be offset by the improvement in income from fees and commissions;  (c) despite efforts to control non-interest expense, operating efficiency deteriorated as a result of lower total income.  On a yearly basis, however, it improved by more than 100 pp;  (d) reserves for loan losses, which totaled Ps 116 million (3.5x higher than last year and 11.5% lower than 1Q99) and controls in past-due loans, led to reserve coverage of 120.7%, among the healthiest of all Mexican banks;  (e) total deposits dropped 13.1% over the quarter, driven by a strong reduction in term deposits, while the YoY decline was derived from demand deposits.  We continue to recognize the huge efforts made by the current management and believe that the group’s overall outlook is favorable, supported by its attractive P/BV multiple of 1.0x, although the stock’s illiquidity continues to be an issue.

Operating Results

In 2Q99, the bank posted earnings of Ps 85 million, comparing favorably to losses of Ps 304 million in 2Q98. As compared to 1Q99, however, earnings dropped 66.4%.  Over the quarter, Sanmex continued to register extraordinary reserves to cover operating contingencies and severance payments derived from headcount reductions.  Such reserves totaled Ps 70 million in 2Q99.  Excluding the above, the bank’s earnings would have declined 63.6% over the quarter.

NIM grew 4.2 pp and 0.2 pp vs. 2Q98 and 1Q99, respectively.  YoY growth was due to the significant 347.7% increase in net interest income, in turn attributable to 24.7% lower interest paid on deposits and funding, and 4.2% higher interest charged on loans and equity securities. In addition, lower income from repos, which resulted from lower domestic interest rates, was partially offset by lower interest paid.

For its part, non-interest income dropped 45.5% and 49.6% vs. 2Q98 and 1Q99, respectively, as a result of fx trading losses of Ps 18 million (vs. fx trading income of Ps 34 million and Ps 183 million in 2Q98 and 1Q99, respectively).  Also contributing were the weak results posted under equity trading income (down 95.7% YoY).  All of the above could not be offset by growth in account handling and credit card fees.

Operating expenses contracted by 6.1% and 4.2% vs. 2Q98 and 1Q99, respectively, as a reflection of lower promotion expenses, rents, depreciation and amortization, in addition to the decline in expenses related to miscellaneous taxes (associated with changes in Mexican tax laws).  As such, operating efficiency improved significantly by 105.7 pp YoY, even though it deteriorated by 11.3 pp vs. 1Q99, as a result of a 34% increase in the contribution to the Fobaproa and higher administrative expenses.  The bank created reserves for loan losses of Ps 116 million, above 2Q98 levels but below 1Q99 levels, according to the bank’s objectives in loan portfolio management. Therefore, past-due coverage improved by 4 pp vs. 1Q99.

Financing and Deposit Activities

As Sanmex continued to be cautious in granting new loans, performing loans dropped 18.6% and 4.0% as compared to 2Q98 and 1Q99, respectively.  On a yearly basis, commercial loans and mortgages registered the most significant drops (down 33.2% and 27.8%, respectively).  On the other hand, consumer loans improved 3.4% vs. 2Q98.  Over the quarter, government loans were the only ones to post growth (38.1%) and we believe this trend could continue for the remainder of the year.  Containment in past-due loans continued, with both YoY (19.4%) and QoQ (6.4%) declines, due mainly to charge-offs, and to a lesser extent, to the “Punto Final” debtor support program.  As such, gross and net past-due ratios improved and remained at healthy levels as compared to other banks.

Total funding declined 25.5% and 16.4% vs. 2Q98 and 1Q99, respectively, due mainly to 8.9% and 13.1% drops in deposits.  On a yearly basis, lower demand deposits and lower outstanding bank bonds explained this. On a quarterly basis, however, the strongest impact was caused by a strong contraction in term deposits (18.5%).  Still, cost of funding improved from 20.4% to 15%.  For its part, the bank’s capitalization ratio declined 80 bp to 18.4%, a reasonable level given the bank’s asset quality.

Other Subsidiaries 

The Casa de Bolsa (brokerage firm) posted earnings of Ps 23 million, comparing favorably to both 2Q98 losses and 1Q99 earnings (up 27.8% vs. the latter). As regards other subsidiaries, the insurance subsidiary registered earnings of Ps 3 million, while the bonding company recorded Ps 2 million in losses, as a reflection of weak results at Almacenadora and Gestión Santander. The contribution of subsidiaries to total group earnings continues to be low.

Outlook 

We do recognize the quality of Sanmex’ earnings and we believe that, given that a large part of the group’s earnings are operating earnings, Sanmex’ outlook is better than that of other Mexican financial groups.  In addition, even though Sanmex sold a substantial part of past-due loans to the Fobaproa, the group has continued to make strong efforts to maintain a healthy loan portfolio, without attempting to expand it significantly.  Also, we do not expect any unpleasant surprises to come from Sanmex’ portfolio auditing, which, coupled to its positive results, could boost the group’s share price.  Although its P/BV multiple has revaluated to 1x, we believe it is justified, given the group’s quality of assets, earnings and funding.  As such, we are upgrading our recommendation to BUY.

Consuelo Blanco:   cgblanco@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 loss arising from any use of this report or its contents.
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Ps 5.60

Shares Outstanding:

52 Week Range:

Ps 8.40 to 1.90

P/BV

1.0x

Market Capitalization:

P/E 12m

6.5x

GROUP AND OQHER SUBSIDIARIES INCOME

2Q98

1Q99

2Q99

2Q99 vs

2Q99 vs

6 M. 1998

6 M. 1999

% Chg.

(Constant Ps mn,)

2Q98

1Q99

Banco Santander de Negocios

-304

253

86

N.C.

-66.0%

-234

339

N.C.

Santander Brokerage

-2

18

23

N.C.

27.8%

-11

41

N.C.

Insurance Sector

1

1

3

249.9%

158.4%

2

4

1

Bonding

2

2

-2

N.C.

N.C.

1

0

-1

Total subsidiaries recognized

-291.0

257

123

N.C.

-52.1%

-198

425

N.C.

Headquarters

-39

-5

-35

-10.3%

677.8%

-65

-40

0

Total Group Net Income

-330

252

88

N.C.

-65.1%

-263

385

N.C.

Quarterly EPS (primary)

-0.62

0.48

0.17

N.C.

-65.1%

-0.50

0.73

Quarterly EPS (diluted)

-0.55

0.42

0.15

N.C.

-65.1%

-0.44

0.64

12 mo. EPS (diluted)

0.06

0.76

N.C.

1165.5%

0.76

N.C.

12 mo. EPS (primary)

0.07

0.86

N.C.

1165.5%

0.86

N.C.

BV/SHARE (Ps)

2.36

6.06

5.63

138.8%

-7.0%

2.36

5.63

            

 

138.8%

BANK INCOME STATEMENT

6 M. 1998

6 M. 1999

% Chg.

(Constant Ps mn.)

Net Interest Income

194

949

868

347.7%

-8.5%

702

1,817

158.8%

NIM (*)

1.0%

5.0%

5.2%

4.16 pp

0.17 pp

1.8%

5.4%

194.2%

Total Non-Interest Income

266

288

145

-45.5%

-49.6%

322

433

34.3%

Operating Efficiency

184.1%

67.1%

78.5%

-105.67 pp

11.34 pp

161.2%

72.2%

-55.2%

Total Non-Interest Expense

847

830

795

-6.1%

-4.2%

1,651

1,625

-1.6%

Other Income & (expenses)

38

26

23

-39.0%

-10.1%

95

49

-48.7%

Income Before Prov., Repomo and Taxes

-349

432

241

N.C.

-44.2%

-532

673

N.C.

Provisions for loan losses

33

131

116

251.7%

-11.5%

73

247

238.5%

Monetary Gain (loss)

77

158

67

-12.5%

-57.5%

263

225

-14.5%

Taxes

-6

8

18

N.C.

119.8%

12

26

120.5%

Deferred Income Tax

46

27

26

-43.4%

-2.3%

81

53

-35.0%

Discounted Operations, extraordinary items

37

-173

-70

N.C.

-59.5%

210

-243

N.C.

Net Income before Subs. Net Income

-309

251

78

N.C.

-68.9%

-226

329

N.C.

Subsidiaries Net Income

5

2

7

35.1%

242.0%

5

9

74.6%

NET INCOME

-304

253

85

N.C.

-66.4%

-221

338

N.C.

BALANCE SHEET

1Q99

2Q99

(Constant Ps mn.)

Past-due Loans

1,624

1,398

1,309

-19.4%

-6.4%

PDL/TL

6.8%

6.5%

Total Gross Loans (w/Fobaproa)

58,601

49,727

47,692

-18.6%

-4.1%

NPDL/TL

-1.1%

-1.3%

Total Gross Loans (wo/Fobaproa)

24,486

20,704

20,138

-17.8%

-2.7%

NPDL/EQ.

-4.5%

-5.7%

Provisions for Loan Losses

-1,893

-1,631

-1,580

-16.5%

-3.2%

LLR/PDL

116.7%

120.7%

Net Loan Portfolio (w/Fobaproa)

56,708

48,096

46,112

-18.7%

-4.1%

Trad. Fund./Tot.  Liab.

46.2%

47.0%

Net Loan Portfolio (wo/Fobaproa)

22,593

19,072

18,558

-17.9%

-2.7%

Dep./Tot. Loans

315.6%

271.2%

TOTAL ASSETS

79,521

72,503

61,486

-22.7%

-15.2%

Capitalization ratio

19.1%

18.4%

CORE DEPOSITS

55,191

57,842

50,255

-8.9%

-13.1%

Funding Cost

20.4%

15.0%

TOTAL FUNDING

73,275

65,348

54,610

-25.5%

-16.4%

Return  on LP&securit.

41.1%

36.7%

TOTAL LIABILITIES

76,044

67,317

56,712

-25.4%

-15.8%

ROAE

24.6%

7.7%

TOTAL STOCKHOLDERS EQUITY

3,477

5,186

4,774

37.3%

-7.9%

ROAA

1.3%

0.5%

(*) Considering Average Total Assets

0.5 Billion

US$ 0.3 Billion

