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Operator:  Good morning. My name is Priscilla, and I will be your conference operator. At 

this time, I would like to welcome everyone to Grupo Industrial Saltillo’s 

earnings conference call. All lines have been placed on mute to prevent any 

background noise. There will be a question and answer session after the 

speaker’s opening remarks, and instructions will be given at that time. Thank 

you. I will now turn the call over to Patricia Cruz with i-advize. Please go ahead.  

 

Patricia Cruz:  Good day, everyone, and welcome to Grupo Industrial Saltillo’s fourth quarter 

2018 earnings conference call. Joining us today is Chief Executive Officer, José 

Manuel Arana, Chief Financial Officer, Jorge Mercado, and Head of Investor 

Relations, Saúl Castañeda. Please be advised that this call is for investors and 

analysts only. During this call, they will be discussing GISSA’s  performance as 

per the earnings release issued yesterday. If you did not receive the report, it is 

available at gis.com.mx in the investor relations section. Let me remind you 

that forward looking statements may be made during this conference call. 

These are based on information that is currently available and are subject to 

change due to a variety of factors. For more detail and a complete disclaimer, 

please refer to the earnings release. Also, all figures discussed are in Mexican 

pesos unless otherwise stated. It is now my pleasure to introduce José Manuel 

Arana to begin with the main highlights of the quarter. Please go ahead.  

 

José Manuel Arana: Thank you, Patty, and to all of you being with us today to discuss what was 

certainly a year of transition for GIS, from actions that were planned and 

successfully executed, like the investments in the auto and construction 

business, to situations that were out of our control, such as the FX volatility, 

soaring energy prices, and decelerating economic growth in certain 

geographies. Our efforts are always targeted to improving GIS position to 

return to a profitable growth track.  

 

If you remember on January 14, we announced the signing of a sales 

agreement with Ariston Thermo, a global Italian company in the thermal 

industry, to sell our water heating business unit, Calorex. This transaction 

amounts to almost 2.8 billion pesos, and we plan to use these proceeds to 

prepay a big part of the company debt. This transaction represents a great 
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opportunity to take giant steps towards simplifying our business portfolio. We 

are in the process of getting this transaction approved by COFECE, and our 

team remains committed and focused on complying with all the requirements 

to speed up the process.  

 

Now, regarding Draxton, this business unit closed the year with a total 

investment of 400 million pesos, earmarked for the rapid ramp up of our 

transformation process through our new technology, R&D, and engineering 

plans announced last October. Over the last few months, we identified trends 

and various challenges within the sector that directly impacted margin through 

our three operations. Our fourth quarter was a better quarter than third 

quarter, as we recuperated margins. And we are getting back on a track.  

 

We expect improvements in the top line in margins over the next few quarters. 

The consolidation of the auto part business into our one entity and our 

approach to innovation help us generate direct synergy and pinpoint emerging 

technologies and projects that will catalyze our profitability and 

competitiveness within an increasingly challenging marketplace. In 2019, we 

will begin seeing the fruits of investments incurred last year, as well as we 

began new projects in January. We project around $95 million in Capex for 

2019, focused on expanding capacity, business improvement, primarily on 

efficiencies, including the joint ventures, which will mostly be used in Mexico 

and in Europe.  

 

Vitromex faced several headwinds through 2018, and the last quarter was no 

exception. We have implemented a strategy that consisted of three phases. 

The first phase is a reorganization and bringing talent in three areas. One of the 

areas is the technical area, primarily on ceramics, focused on reducing the cost 

of production so that we can be more competitive and we can get more 

volume so that we will be ahead of our game in terms of profitability. We also 

made changes in the sales teams to focus more on key customers, and also 

recently made a change in the financial area. Our new CFO for Vitromex will be 

Saúl Castañeda, an experienced person from the Company who knows the nuts 

and bolts and will be focused on Vitromex.  

 

The second phase was cleanup of inventories, fixing a lot of the issues on the 

balance sheet so that we can restart. And the third one is implementation of 

the right sizing to improve our efficiencies and competitiveness. We believe 

that these strategic initiatives that are put in place and already executed for 

the most part will bring the business to a very pivotal point. We expect a 

gradual recovery that will mostly be noticeable in the second half of the year as 

costs from the restructuring process will be reflected in first and second 

quarter. To help us to turn around, we’re allocating $50 million to the business 
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as Capex, focused primarily on cost reduction so that we have better margins 

and we can better compete in this market.  

 

Finally, Cinsa had a very strong year in 2018. This is an example of what 

teamwork, financial and operating discipline can achieve. We foresee improved 

profitability through cost efficiencies and steady topline growth, primarily the 

growth in the US. We are incurring in the United States with successful stories 

with customers such as Wal-Mart, HEB, and many other chains where we are 

exporting with better margins than in Mexico. We are going to be investing 

about $2 million of Capex during 2019.  

 

GISSA, in 2019, will be all about continuing our flight plan for Vitromex, with 

the efforts focused on reducing costs, managing our working capital, operating 

efficiencies, new projects in capacity for Draxton.  

 

We are confident that our strategic initiatives in the financial flexibility brought 

on by Calorex will help us face the challenges and leverage the opportunities 

that 2019 might bring. We are optimistic that, with respect to GIS future, the 

team we have, our brand portfolio, our strategy, will bring us closer to our 

goals. Through financial discipline and teamwork, we will overcome this tough 

environment.  

 

Thank you for your attention, and I now ask Jorge Mercado to begin his 

discussion on GIS’ financial performance. Welcome, Gorge.  

 

Jorge Mercado:  Thank you, Jose Manuel. Good morning, everybody. As we look back to 2018, 

we can notice two trends. The first half had a different dynamic from that seen 

by the end of the year. We experienced gross sales and consistent profitability 

levels despite Vitromex performance during the first half. This was also 

supported by a strong Draxton performance across all geographies. But in the 

third quarter, the story changed significantly. We started to accelerate the cost 

of restructuring of Vitromex. There was an increase in political and economic 

uncertainty that drove down consumption levels in Mexico. We face increase 

energy cost, which in some geographies, such as Mexico, represented almost 

50% increases, in addition to pressures in scrap in Asia, which significantly 

effected our margins. On top of this, the continued upward trend in other raw 

materials impacted our consumer businesses in Mexico. The market slowed 

down in Europe related to the WLTP change, and the cost cutting driven by 

some of our large customers in Europe and China affected our volumes.  

 

Looking ahead, and in order to ensure stable growth trends, we have not 

crossed our arms. We have been working with operational and financial 

discipline, pursuing productivity, efficiency, and synergies within our 

operations, as well as fixed expenses savings. 
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Now, let me turn to this quarter report--sorry, let me remind you that this 

quarter does not included Calorex within the consolidated numbers. This being 

said, the accumulated consolidated revenues increased 4% year over year as 

the sales from our largest division, Draxton, grew 6%, while Vitromex had a 

10% decline, which outweighed the benefits of the 9% growth in houseware 

business.  

 

On the other hand, quarter revenues decreased 1% versus fourth quarter 2017 

as Draxton Europe and Asia, as well as Vitromex, presented a decline in their 

volumes. Consolidated EBITDA declined 50% in 2018 versus 2017, mainly 

explained by Vitromex performance and profitability decline and the 

performance of Draxton Europe during the second half of the year. Overall, the 

quarter reported EBITDA decline of 22% in which we have seen a similar 

performance in both units, Vitromex and Draxton Europe. Draxton reported 

steady performance in North America, as the new volumes brought in were 

able to offset the lower volumes seen in Brembo.  

 

Meanwhile, Europe and Asia showed a slowdown, as affected by the WLTP, of 

the production and sales. Also, although machining volume continued to 

expand, in China, volume levels were affected by lower demand coming from 

Ford. Nevertheless, we were able to offset this effect by signing new projects in 

the region. Draxton revenue levels, in US dollars, grew 6% in 2018, showing 

positive comparison in all regions. Nevertheless, the fourth quarter reported a 

5% decline mainly driven by the slowdown in the European market. As many of 

you know, electricity prices have been spiking, as well as the scrap materials, 

mainly in China, due to the continued import restrictions. This is an impact that 

started in Q3 and remained through Q4.  

 

These affects both took a toll on Draxton’s profitability. In 2018, EBITDA had a 

6% contraction versus the previous year, where the main variations happened 

in Europe and China. This fourth quarter, margin declined 3 points or 22% 

versus a year ago, also reflecting the impacts from volume and product mixal, 

as well as the lower absorption of labor cost. Nevertheless, these effects were 

partially offset by the continued EBITDA growth trend in Nafta. 

 

Let me turn to the construction segment, or Vitromex. 2018 was a tough year 

for Vitromex as José Manuel explained.  

 

Profitability lowered and volumes for strategic markets declined, mainly the US 

market. Throughout the entire year, we worked towards during around this 

business by focusing on improving pricing in Mexico, increasing volumes in the 

US, and lowering production costs, and improving working capital. Added to 

these strategic steps, to name a few, we also restructured the commercial 
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teams, simplified the core product portfolio, and focused on improving service 

levels, and, as José Manuel said, strengthening our organizational structure. 

And even though Vitromex faced some bumpy roads that pressured prices and 

volumes, our strategy of strengthening our presence in US markets has made 

progress.  

 

The US recovery has been slow, but we predict higher recovery of key 

customers in the region in the near future. The domestic market also saw a 

decline in volumes as we continued to see some market pressures. 

Unfortunately, part of this is related to the electricity prices that we have faced 

in Mexico, mainly. Consequently, the unit costs, sorry, the unit closed out the 

year with a decline in EBITDA, as well as an overall revenue decline.  

 

Let me know turn to Cinsa. Revenues grew on a high single digit of 7% in the 

quarter and 9% over the year thanks to diversified portfolio that allowed us to 

overcome volatility and economic deceleration.  

 

Yet, EBITDA decreased 14% coming from higher input costs, distribution 

expenses, and expensive rate on collectable research. We partially offset these 

affects by increasing sales price of most of our products. Even with a lower 

profit quarter this year, the year ended 8% ahead on EBITDA terms.  

 

During the challenges that we have been actively managing a working capital 

and cash flow all across GIS. Despite the decline of the full year EBITDA, we 

kept our leverage ratio relatively stable. Our net debt to EBITDA ratio came 

down a tick from 2.6 to 2.4 times a year as we successfully restructured our 

debt.  

 

As we met most of our short term debt obligations, our liquidity is in good 

shape, and our cash balance is over 1.1 billion pesos. In a challenging 

environment, we will continue to focus on things that we can control: 

increasing our customer base, controlling our prices and product needs, 

management or fixed expenses and Capex discipline; while at the same time, 

we will continue managing our working capital to reserve cash. Thank you for 

your attention, and this concludes my remarks for today.  

 

José Manuel Arana:  Operator, if you would like to begin the Q&A session.  

 

Operator:  Thank you. At this time, we will open the floor for your questions. First, we will 

take the questions from the conference call and then the webcast question. If 

you would like to ask a question, please press the star key followed by the one 

key on your touchtone phone now. Questions will be taken in the order in 

which they are received. If at any point you would like to remove yourself from 
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the questioning queue, just press the pound key. Again, to ask a question, 

please press star one now.  

 

For the webcast viewers, simply click the question mark button on your 

webcast player. A pop up window will appear and then simply type your 

question in the box and click send. We will pause momentarily to compile a list 

of questioners. And we will take our first question from Alejandro Chavelas 

with Actinver. Your line is open.  

 

Alejandro Chavelas:  Hi, everybody. Thanks for taking the call. Just a couple of questions. First, 

regarding the expectations for volume, would you expect, especially in volume 

in Europe and Asia. Some of your peers have mentioned that they expect high 

single digit decline to the volumes in Asia and perhaps in Europe as well. 

What’s your view on it? What is your expectation of whether you’re looking at 

it? The second one is regarding energy prices in Mexico, perhaps given the 

impact that this has had on Draxton results in North America and Vitromex as 

well. Could you think, perhaps, about looking for a partner or something in that 

line? And my third question would be regarding leverage levels for 2019 year-

end or going forward. I understand, now, that your balance will be very flexible 

once the Calorex transaction is completed. So what are you looking at to do in 

terms of the balance sheet to keep it in this position or perhaps look for further 

M&A or continue investing in that? What’s your view on it?  

 

Jorge Mercado:  Hi, Alejandro. How are you? Jorge Mercado. Thank you very much for your 

question. We do see softness in the European volume front. Our businesses in 

Europe and China have done a tremendous job of offsetting very weak volume 

trends. We have been able to offset with new customers and new projects a 

significant decline in volumes, driven by the diesel situation and the Ford 

restructuring. Just the Ford restructuring caused us to lose close to 10,000 

pounds in the year, which the business significantly offset.  

 

We do not see important growth opportunities in Europe. The risk profile is 

more towards a softening volume, and, thus, we are going to be very careful in 

terms of investments. We’re going to be very careful in terms of adding 

structure. We’re going to be looking closely at the volume trends and managing 

our cost base and our margins. But as other people in the industry have 

pointed out, we do expect a year which will have significant headwinds in 

terms of volume.  

 

Regarding energy, energy was a trend that impacted the Draxton business and 

the Vitromex business in Mexico. The trend in Europe appears to be stable, in 

terms of what we are seeing right now. Although, the stability, it’s at the 

current levels. Which if you recall in Q3, we started to flat this out. In Q4, we 

faced exactly the same levels. We did not face increases. So as José Manuel 



7 
 

pointed out, our third quarter was our weakest quarter. We were able to grow 

profitability quarter to quarter, and we were able to offset those energy levels 

in our business units by cost cutting.  

 

So we do expect energy to be at the current levels that we have at the end of 

the year, and we’re not seeing huge increases. The risk profile of the energy 

cost seems to be neutral. That means that we expect this to remain at the 

same level, which is a higher level than we had the first half of last year. Okay? 

Let me turn to José Manuel.  

 

José Manuel Arana:  Yeah. On the energy side, we do have contracts. We don’t intend to invest in 

generating energy. We debated that about three to four years ago. We even 

evaluated projects to invest in energy generation. Our strategy was very clear 

that we were going to place our capital in our business versus investing in 

energy generation. And what we have done is contracted energy with Alfa and 

Iberdrola primarily, who supply the energy at better cost than CFE.  

 

Jorge Mercado:  Now, regarding leverage, we expect our leverage to decrease quarter to 

quarter all throughout the year. As José Manuel pointed out, and as I 

mentioned, we are going to look at paying debt at reasonable levels. We have 

certain commitments with our banks in the case of the sale of Calorex, which is 

the amount that we should devote to decreasing our debt. Of course, we’re 

going to meet those commitments.  

 

With the available cash that we have from that, we will look at different 

corporate purposes and understand the opportunities out there in the market, 

understand the economic dynamics, understand the progress that the business 

is making, and we’ll try to keep our flexibility as much as we can to be able to 

be offensive where we can and defensive where we should.  

 

Alejandro Chavelas:  Okay. That’s very clear. Just as a follow up question, you mentioned 

throughout the presentation several projects, I believe, in Draxton, in 

particular, that you’re looking into. Is that expansions, a different type of 

product? Just a little bit more on that.  

 

José Manuel Arana:  Let me take that. About 70% of the proceeds, which is around 65 out of the 95, 

is Draxton focused including Evercast. One of the large amounts is for 

expansion in Evercast. It’s a major project with our partner, ZF. We are highly 

integrated in this business, as you remember. We do the casting and we do the 

machining. We consider Evercast one of the most competitive businesses that 

we have positioned in the strategy that we will follow. What’s the strategy for 

the other investments?  
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Primarily, investing in machining in Spain and a little bit in China. We are 

gaining volume in foundry through machining as well. So we see our strategy to 

vertically integrate in the foundry and machining so that we have the 

opportunity to participate in higher margins in machining. So that’s our display 

of our investments, are primarily expansion of capacity.  

 

Alejandro Chavelas:  That’s great, José Manuel. Thanks a lot.  

 

Operator:  Your next question comes from Alejandro Azar from GBM. Your line is open.  

 

Alejandro Azar:  Hi, José Manuel and Jorge. Good morning. Thank you for taking my questions. 

First, on Draxton, you mentioned on your long-term guidance about 100K tons 

per year in new programs. Would you break down those programs from 

geographies?  

 

Jorge Mercado:  Hi, Alejandro. This is Jorge Mercado. Yeah. Let me take a crack at that. Most of 

the new projects that we will be taking are, of course, as José Manuel pointed 

out, projects that are related to our JVs. In both of them, we expect the 

volumes to grow significantly. We have been very successful in both the 

GISEderlan JV, which we are making the BMW brakes. And we expect those 

volumes to grow significantly, as well as the growth in foundry machining in 

Evercast. So that will account for a significant part of the growth in Mexico.  

 

Then, the incremental growth will come from our European area and our Asian 

geography, which that will be focused on the brakes and calipers, which should 

account for about 50% of the product line that we are going to be increasing. 

Overall, if I looked on a geography per geography growth, I would say that 

Mexico is going to take about 45% of the volume, and Europe and Asia should 

take about 55% of the volume, with a large chunk within the European and 

Asian going to the Asian market, which is a medium-term bet for GIS. Along 

these lines, what we aim to do is to strengthen and accelerate our focus on the 

Chinese market.  

 

José Manuel mentioned a while ago that we were able to integrate our 

European business within a single leadership group, which was part of the plan 

when GIS originally acquired the companies. The next stage, or the next 

milestone, is to strengthen the teams and the commercial focus in China. Even 

though the Chinese market is slowing down, it’s still 6% growth in a huge 

market. It allows us a lot of opportunities. We have a very knowledgeable team 

and leadership team under Jorge Rada, even Jorge has lived in China, and we 

are working on that front to develop a good strategy.  

 

So we expect, as I said, a significant part of our volume to continue to come 

from that market. It’s a market in which we have had challenges, but we are 



9 
 

understanding the market much better. And still, we have good profitability 

with their mature customers.  

 

Alejandro Azar:  So following up on your answer, in Europe, can you share with us your share of 

diesel vehicles?  

 

José Manuel Arana:  Diesel vehicles is very low because diesel primarily uses a different crankshaft. 

The engines use forja, not casting. It’s a very small amount of diesel vehicles.  

 

Alejandro Azar:  Just one more on the auto part business, regarding Evercast. You mentioned a 

potentially capacity increase. Could you mention your capacity utilization levels 

at the end of 2018? My question is more because I remember that during the 

past two years you guys increased capacity in Europe, and now the market is 

softening. So, if I remember your capacity utilizations there, it might be around 

70%. So my worry is that, if you increase capacity now in North America and, 

actually, as we are seeing a downturn in Nafta, you’re going to have the same 

impact one or two years from now.  

 

José Manuel Arana:  Yeah. Our capacity is around 83, 84 in our system, and we believe that, as you 

know, you take two years to develop products. We already have developed, in 

the last two years, since late ’16, most of ’17 and ’18, a portfolio. The products 

that we are developing for the expansion of Evercast are focused on SUVs, 

which is one of the largest markets that is growing. We believe firmly that we 

will be using and ramping up the capacity very quickly because there are 

volumes that were used to be manufactured in the US that are coming to 

Mexico.  

 

Even if the market does not grow, there’s a lot of transfers from the US to 

Mexico. On the other part, in Europe, we grew our capacity in Czech Republic. 

We also have a very focused effort on customers that we’re gaining primarily 

from Germany, volumes transferred from Germany to Czech Republic.  

 

Alejandro Azar:  And--yes?  

 

Jorge Mercado:  Just to point out in regard to your question, currently, our utilization level 

across the whole geographies for Draxton is around 82, 83%. As you know, this 

industry has certain building blocks in terms of how we look at the volume as 

it’s going forward. We have what we call the current volume. We have what is 

called the awarded volume and then what we call the high probability volume, 

which is volume which we see a probability higher than 70% coming into our 

platforms. That, we are seeing that the volume is going to be around 85% 

across all years considering capacity increases that the business are proposing.  
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Because we do have a line of sight to that volume, and we have customers by 

name and everything. As I said at the beginning of the talk, we are going to be 

very careful with our operating teams in terms of the Capex that we give them. 

85 capacity, that is going to be consistent across all years, assuming that we 

have some additional Capex. But if we are able to squeeze those volumes, 

which we do have names, we’d lower Capex debt. That means that we would 

actually go for higher capacity utilization, so that’s how we’re trying to look at 

this.  

 

José Manuel Arana:  Just to remember that in foundries, we cannot sustain long-term capacities 

above 85%. The number of 85 provides us with the preventive maintenance on 

the free hours that are available during the day. And the other observation is 

that about half of the investment is going to machining and not investing in 

expanding capacity of foundry. The foundry expansion is Evercast, which is also 

going to be machining.  

 

Alejandro Azar:  Okay. One more, you mentioned Ford in China, but I don’t know if you can 

comment on the impact you could have given Ford restructuring the passenger 

vehicle market in North America and then the closing of the plants of Europe. 

Would you also have an impact? Or to rephrase my question, how big is your 

exposure globally to Ford?  

 

Jorge Mercado:  Yeah. Hi. It is a big exposure. It’s an important customer for us, but my message 

would be that we already have in our books an impact that, as I mention, was 

close to 10,000 tons. That we think is going to be a more reasonable run rate, 

what remains in the business given the product mix that is left. But we are 

working very hard against that to gain other customers to offset that.  

 

As I said, most of the impact that we faced, Alejandro, in Q4, the shift, as you 

might say, that we faced in power train, in the third quarter and the fourth 

quarter, which was sort of--it changed the whole GIS trend--was driven by the 

margins we faced in energy and scrap in China plus the volume softness in 

which Ford played a significant part. So our current base already has those 

numbers affected.  

 

Alejandro Azar:  Just one on GISSA. You recorded a tax rate or tax payments of 160 million, the 

effective tax rate for the year is around 55% versus 30 of last year. Can you 

comment on the big impact there?  

 

Jorge Mercado:  The rate is much closer to 35%. It’s more due to end of year adjustments that 

are related both to the Calorex sale and other transactions which have basically 

one off terms, which are not related to our running rate. Our running rate is 

around 35% across all the sum of our geographies.  
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Alejandro Azar:  Okay. Thank you. That will be all my questions.  

 

Jorge Mercado:  Thank you.  

 

Operator:  As a reminder, if you would like to ask a question over the phone, please press 

star and one on your touchtone keypad. We’ll take our next question from 

Mauricio Santos with GBM. Your line is open.  

 

Mauricio Santos:  Hi, gentlemen. Thanks for the call. A follow up on two questions. The first one 

would be a follow up on the auto volume performance in Europe and Asia. I 

understood, the biggest emphasis is 10K ton decline from Ford, no? That 

explains roughly 5% the decline in volumes, I guess. Still, the number is higher. 

Volumes declined 8% this quarter, and sequentially, volumes were flat-ish last 

quarter. So is there anything else besides Ford? And I guess is it correct to think 

we should see this impact for the next three quarters, I guess?  

 

Jorge Mercado:  The volume decline in the fourth quarter was basically driven by what we 

mentioned in terms of Ford and the diesel-gate, the diesel situation which we 

also faced, which affected the industry overall. 

 

José Manuel Arana:  In the diesel, even though we don’t participate in the engine, what happened is 

that car makers wanted to divest their inventories, and they penetrated highly 

by lowering prices of diesel cars. And gasoline vehicle in three months, from 

August through October, the ratio of gasoline vehicles decreased temporarily. 

Now, the inventories of diesel cars are low, and we’re back on track on a higher 

ratio for gasoline vehicles where our proposals of casting iron are more 

suitable for those cars.  

 

Mauricio Santos:  So for 2019, we should use, let’s say, for Asia, it’s 10K ton less, and what about 

Europe? Do you see volumes flat next year? Do you see this--it seems that this 

may be reasonal, no, because let’s say the decline this quarter wasn’t the result 

of this one-off from inventories on diesel cars? What would be a reasonable 

number to expect in Europe in 2019?  

 

Jorge Mercado:  I would stick to what I said a while ago. We do see a risk profile of lower 

volumes across the year in Europe. So it should be low single digit volume 

declines in the industry. This is a trend that all of us are seeing, and we are 

going to be very careful. So I would say that.  

 

José Manuel Arana:  What we’re investing in, we have projects already captured that would have an 

impact in 2020 that are going to favor our volume because we are capturing 

casting and machining for 2020.  
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Mauricio Santos:  Moving to these contracts in China where you’re not allowed to pass through 

the scrap prices, when are these contracts being cancelled, or is that the way it 

works in the Chinese industry? Could you give us more color on that?  

 

José Manuel Arana:  Yeah. That’s how the market is working. What we have done during the year is 

all of the products, all the new developments are incorporated. We 

incorporated energy within it, in scrap. So this will be a phase out of three 

years, probably, as we phase out products and we develop new products. That 

has been our strategy. Changing today our old products is not a wise idea.  

 

Jorge Mercado:  We worked a lot on understanding the profitability of each customer as we saw 

this in China, and the team is making a lot of actions to make sure that all the 

customers are profitable. And I think that’s the focus, more than thinking about 

cancelling, is what are the tools that I have available to make sure all our 

customers are profitable?  

 

Mauricio Santos:  Okay. Excellent. Moving on to Vitromex, last year you generated 200 million in 

EBITDA, and this year it’s negative, no? First, why do we see an acceleration of 

the deterioration in results from 4Q to 3Q? And second would be, if you could 

give us a break up of what explains this 370 million turn in performance, from 

200 million profit to 170 million loss? Would you explain that as the result of 

operating leverage, inventory write off? Maybe you could break up the 

magnitude of the impact in Vitromex. It would be helpful.  

 

Jorge Mercado:  I would say that the key drivers of the performance, as we broke out since Q3, 

there’s a gap in volume due to the US volume. We probably lost three and a 

half million meters off of our sales in the US, which have 35% contribution 

higher than Mexico. We faced significant pricing pressure due to competitive 

situation in Mexico, which also cost us Mexican chunk. And then the balance is 

volume deleverage and some of the one-timers that we’re taking to close down 

all the gaps that we have in terms of inventories and other production areas.  

 

So I would say the core drivers are volume, price mix would account for 

probably about 60% of the variance, and the balance would be the cost 

deleverage reasons. Okay?  

 

Mauricio Santos:  So 65% would be on operating the deleverage and 35% on inventory write offs 

or restructuring one-offs?  

 

Jorge Mercado:  No. I would say about 60% is volume mix, pricing, and 40% is deleverage and 

cleanup and everything else.  

 

José Manuel Arana:  Yeah. Because what we had to do is stop plants so that we do maintenance. 

And when we stop the kilns or the ovens, you have to absorb all the costs.  
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Mauricio Santos:  So the fixed costs, exactly. But 60% is explained by price mix? It’s huge.  

 

José Manuel Arana:  Volume and price.  

 

Mauricio Santos:  Volume and price. Okay.  

 

José Manuel Arana:  And 40% all the other absorptions.  

 

Mauricio Santos:  Okay. Fair enough. Thank you.  

 

Jorge Mercado:  Thank you.  

 

Operator:  I am showing that we have no further questions at this time. I’ll turn the call 

back to Mr. Arana for any closing remarks.  

 

José Manuel Arana:  Thank you, guys. Thank you very much, guys, once again for your great 

questions and your interest in GIS. Please don’t hesitate to call us, contact us 

with any information that you may need is going to be a pleasure to provide 

the information. You guys have a good rest of the day. See you.  

 

Jorge Mercado:  Thank you.  

 

*** 


