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PRESENTATION

Good morning everyone, and welcome to Grupo Herdez's Second Quarter 2020 Results Conference Call.

Before we begin, | would like to remind you that this call is being recorded and that information discussed
today may include forward-looking statements regarding the Company’s financial and operating
performance. All projections are subject to risks and uncertainties and actual results may differ materially.

Please refer to the detailed note in the Company’s press release regarding forward-looking statements.

At this time, | would like to turn it over to Mr. Gerardo Canavati, CFO and CEO of the Frozen division.

Please go ahead.



Gerardo Canavati Miguel:

Thank you, Raupine. Good morning, everyone, and thank you for joining us on today’s call.

The second quarter was marked by the COVID-19 crisis hitting our country and the full impact of lockdown
was felt in our Retail business. As stated in our last call, we established two simple and difficult objectives,
to protect the health of our employees and to assure the continuity of our operations. We feel very proud of
the commitment and the results that our associates achieved throughout the Company. Employees in our
corporate offices have been working from home since late March, and our plants, distribution centers and
sales force are working under additional strict safety measures. We have also experienced great

collaboration from our suppliers and had minimal disruptions of our supply chain.

Having said that, as usual, Andrea Amozurrutia will walk you through the results for the quarter and we will

take your questions at the end. Andrea?

Okay, sorry about that. We had a technical issue with Andrea’s line, so Guillermo Pérez Tinoco will take it

from here. Go ahead, Guillermo.

Guillermo Pérez Tinoco:

Thank you, Gerardo. Good morning, everyone.

Net sales increased 7.6% on the quarter and 8.9% for the first half of the year. Growth was mainly driven
by volume in our Preserves segment due to the lockdown. In fact, more than two-thirds of our portfolio grew
at double-digit rates in the quarter. However, our Frozen and Retail business was affected by the closure
of our Cielito, Lavazza, Nutrisa and Moyo stores as of April 1st, and an unfavorable sales mix at Helados
Nestlé. As mentioned in the press release, please be aware that this quarter we consolidated the results of

Cielito for the first six months of the year in the Frozen & retail segment.

The implementation of several programs, such as the “Detox Campaign”, to encourage the consumption of
tea, Facebook lives called “Jueves Barilla” with Chef Lalo Garcia to cook pasta recipes, and the launch of
our Campaign “Hoy Toca”, to promote cooking with the family using our products, helped trigger demand
in our Preserves segment. These difficult times have been an opportunity to connect in different ways with

consumers. In the Frozen Division, we had several product launches, such as Bailey’s and Kit Kat stick.

In Exports, net sales increased 60.2% in the quarter, 36.3% on a cumulative basis, hitting a record of MXN

619 million and MXN 998 million, respectively. Net sales improved due to a combination of a weaker



currency against the U.S. dollar, and a double-digit increase in net sales in mayonnaise, mole and home-

style sauces.

Consolidated gross margin in the quarter was 37.6%, 60 basis points below the second quarter of 2019.
The benefit of cost absorption in our Preserves portfolio practically offset the effects of lower sales from our
Frozen and Retail segment. In Exports, consolidated gross margin increased 11.6 percentage points for

the quarter.

On a cumulative basis, gross margin was 37.7%, 40 basis points under the previous year due to the Frozen

and Retail margin erosion of 520 basis points.

Consolidated SG&A in the quarter was 26.8% of net sales, 1.1 percentage points higher than in the same
period in 2019. In the Frozen segment, SG&A increased 14.7%, as expected, due to the consolidation of
Cielito and the impact of the closure of stores. For the first half of the year, SG&A represented 26.5% of net

sales, 70 basis points higher than last year mainly due to the aforementioned.

Consolidated EBIT before other income decreased 7.4% in the quarter as a result of an operating loss in
Frozen of MXN 219 million, that fully offset the margin increase in Preserves. For the first half of the year,

it remained in line with last year at MXN 1.3 billion, thanks to a 24.3% jump at Preserves. 3

In the quarter, we registered net extraordinary COVID-related expenses of 9 million pesos.

EBIT decreased 12.2% for the quarter; meanwhile, EBITDA remained in line with previous year, while the
margin stood at 10.6% and 15.4%, respectively. On a cumulative basis, EBIT and EBITDA increased 9.6%

and 12.8%, representing 12.7% and 16.8% of net sales, respectively.

In the quarter, income from unconsolidated companies was MXN 208 million, 1.7% higher than in 2019,
and in cumulative figures, it was MXN 345 million, 20.4% lower than last year due to the weaker results of
MegaMex.

Consolidated net income for the quarter was MSN 493 million, which was 14.2% lower than the previous

year. In cumulative figures, consolidated net income was MXN 1.2 billion, 6.2% higher than previous year.

Majority net income dropped 56.2% and 29.1% during the quarter and year to date, respectively, mainly
due to the performance of the Frozen and Retail segments.



As of June 30, 2020, consolidated cash was MXN 3.5 million, down MXN 700 million from first quarter, after

buying back 9.9 million shares, and net CAPEX of MXN 63 million during the quarter.

Interest-bearing liabilities totaled MXN 9.5 million, with an average life of 4.0years, at an average cost of
7.72%.

Leverage ratios remain comfortable and net debt to consolidated EBITDA was 1.7 times. Debt to

consolidated stockholders’ equity ratio was 0.38 times.

As you may be aware, we recently announced a local bond offering for up to MXN 3.5 billion in the following
weeks. The proceeds will be used to refinance debt that will be maturing in the next two years, while costs
are expected to be in line with outstanding.

With that, | will now turn the call over to Gerardo.

Gerardo Canavati Miguel:

Thank you, Guillermo.

Regarding our Retail business, as we speak, we have reopened more than 75% of our stores. Sales have

been around 40% and 25% of 2019 sales for frozen yoghurt and coffee, respectively.

During the quarter, all of our store associates remained safely at home getting online training and customer

service, COVID issues, and product portfolio. They all went back to work following strict health protocols.

We expect to gradually increase sales throughout the second half of the year, but we do not expect to reach
2019 sales levels in a while. Reviewing four-wall profitability is an ongoing practice and, considering these

times, this might lead us to close more stores than planned if we do not get the economics right.

At Helados Nestlé, sales at DSD was down as mom-and-pops reduced non-essential inventory. However,
sales at supermarkets and clubs skyrocketed due to horizontal and vertical distribution. We reached record
market share. This great performance came at a steep price. Gross margin contracted because of this sales

mix, which is fine, but we need to adjust SG&A going forward.

As if COVID and the recession were not enough, we face another challenge, the new packaging guidelines
that will be required in the fourth quarter. Adding stickers and destroying excess packaging material will
cost us around 40 basis points of annual sales.



In the quarter, we sold our remaining vessels in our tuna fleet. We expect to divest the rest of the assets in

the next five months.

We still see a very uncertain second half of the year. Whatever forecast we build is mere speculation. For
Preserves, we expect a flattish volume, coupled with mid-single-digit sales growth. It’s too early to tell if we
will experience a permanent change in consumption habits about cooking at home, but the signs that we

are seeing are encouraging.

As | mentioned earlier, Retail will be down for the rest of the year and we will ramp up our omnichannel

strategy.

Consolidated EBIT and EBITDA should be flattish versus 2019, considering the extraordinary income from
the tuna divestitures. Regarding CAPEX, we have finally signed an update of our ERP. This project will
take 24 months and it will be the basis for our digital transformation. This investment will represent between
60 to 100 basis points of annual sales.

Gerardo Canavati Miguel:

Thank you for your participation on the call today. We look forward to speaking with you again next quarter,

and please do not hesitate to contact us in the interim. Have a good day.

Operator:

This concludes today’s conference call. You may disconnect your lines. Thank you for participating and

have a pleasant day.

CONTACTS
Andrea Amozurrutia
+52 (55) 5201-5636

Guillermo Pérez
+52 (55) 5201-5602

invrel@herdez.com



ABOUT GRUPO HERDEZ

Grupo Herdez is the leading producer of shelf-stable foods and one of the main players in the ice cream
category in Mexico, as well as the fastest growing company in the Mexican food category in the United
States. The Company participates in a wide range of categories including home-style salsas, organic foods,
honey, ice cream, jams, mayonnaise, mole, mustard, pasta, spices, tea, tomato purée, and tuna fish, among
others. These products are sold through an exceptional portfolio of brands, which includes Aires de Campo,
Barilla, Blason, Bufalo, Cielito Querido Café, Del Fuerte, Dofia Maria, Embasa, Helados Nestlé®, Herdez,
McCormick, Moyo, Nutrisa, Wholly Guacamole and Yemina. Additionally, the Company has distribution
agreements in Mexico for Frank’s, French’s, Kikkoman, Ocean Spray and Reynolds. Grupo Herdez has 14
manufacturing facilities, 25 distribution centers, more than 600 points of sale under the brands Cielito
Querido Café, Lavazza, Moyo and Nutrisa, as well as a workforce of more than 10,000 employees. The
Company was founded in 1914, and has been listed on the Mexican Stock Exchange since 1991. For more

information, visit http://www.grupoherdez.com.mx/

FORWARD-LOOKING STATEMENTS

The information contained herein (the “Information”) has been prepared by Grupo Herdez, S.A.B. de C.V.,

its associates, subsidiaries and/or affiliated companies (“Grupo Herdez”), and may contain forward-looking
statements that reflect Grupo Herdez’s current expectations and views, which may differ materially due to
various factors, risks and uncertainties. Therefore, Grupo Herdez and/or its respective officers, employees 6

or agents, assume no responsibility or liability for any discrepancy in the Information. In particular, but

without prejudice to the foregoing, no warranty is given as to the accuracy of the statements or future
variations of the Information, or any other written or oral Information issued by Grupo Herdez. The
Information has been provided solely for informational purposes. The issuance of this Information shall not

be taken as any form of commitment on the part of Grupo Herdez to proceed with any transaction.


http://www.grupoherdez.com.mx/

