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Operator: 

 
Good day everyone and welcome to Grupo Herdez's Third Quarter 2016 Results Conference Call.   
 
Before we begin, I 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. 
 
I will now turn the call over to Mr. Gerardo Canavati, the Company's Chief Financial Officer, and Grecia 
Domínguez, Investor Relations Manager.   Please go ahead.   
 
Gerardo Canavati:    
 
Thank you, April.   Good morning everyone.   Today, our Investor Relations Manager, Grecia Domínguez, 
will provide the overview of performance in the quarter and then I will share some additional information 
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 on operational developments and the group strategy.  As usual, we will be happy to take any questions 
you have at the end. 
 
Grecia? 
 
Grecia Domínguez:  
  
Thank you, Gerardo.   Grupo Herdez delivered a solid 7% growth on the top line this quarter supported by 
pricing actions and volume growth in the core business and a strong performance in Frozen.  Despite 
some clear challenges in the quarter such as input shortages and higher dollar-denominated costs that 
pressured gross margin, we continued to see sequential improvement as expected.  Let’s review the 
results by segment, starting with the core business. 
 
As you know, we put in some pricing increases to help offset the rising costs and this contributed about 
2/3 of the 5.7% rise in sales this quarter, however, volume momentum remains strong, driven by our 
commercial execution, and accounting for the remaining growth.  But keep in mind that comps are getting 
tougher. 
 
To give you an example of some of the commercial leverage in place, we can highlight things like 
increased regional penetration in key categories that allow us to gain market share; new strategies on 
sampling activities to target younger consumers, such as the McCormick Tea Truck; and greater channel 
penetration for products like Herdez guacamole salsa in clusters (phon). 
 
In the Frozen division, sales rose 13.8% and retail sales especially benefited from integration with the 
Group’s Commercial team where they have been focusing on listing SKUs with new clients.  On the other 
hand, (inaudible) has increased routes and freezer efficiency.   
 
At Nutrisa, the average ticket continues to grow; in fact, rising in the high single digits over last year but 
we note that traffic is significantly down.  That said, we should highlight some improvement in traffic and 
from sections in September as a result of the restructuring efforts now underway which Gerardo will 
discuss in more detail.   
 
As we have mentioned in the past quarters, the consolidated gross margin continues to recover on a 
sequential basis, this time rising 90 basis points since Q2; however, the year-over-year comparison 
showed the FX impact on dollar-denominated costs and furthermore, the tuna catch was about 20% lower 
than in the year ago period due to El Nino weather patterns, which meant that costs increased per ton 
produced. 
 
In Frozen, the margin differential is explained by the change in the sales mix.  As for SG&A, the 
integration of (inaudible) helped lower administrative expenses in the Frozen division, but it was not 
sufficient to offset the impact on consolidated figures of higher administrative expenses in the core 
business.  As a result, SG&A as a percentage of sales increased slightly.  This, combined with the gross 
margin pressure resulted in a 6.8% decline in EBIT this quarter with a 2.1 percentage point decline in the 
margin year-over-year.  Again, though, I want to highlight the sequential improvement where we saw a 
2.3 percentage point expansion in the third quarter over the second quarter. 
 
For Equity in Associates, MegaMex reported a 34.5% jump in profit.  The improvement shows strong 
performance at Don Miguel following the restructuring last year with products like the (inaudible) excelling 
in the convenience channels.  Guacamole also continues to outperform, mainly driven by the organic line 
in clusters and the ChiChi’s portfolio did well this quarter.  We are pleased to highlight that the Herdez 
brand is growing at a faster rate than the salsa category overall, which underscores the brand value 
MegaMex is building in the US.   
 
Lastly, on the P&L, you can see that we are able to narrow the gap caused by pressure on the EBIT line, 
generating Ps. 426 million this quarter, down 1.6% from last year with the majority net margin contracting 
a slight 50 basis points to 4.7%. 
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With that, I will now turn the call over to Gerardo. 
 
Gerardo Canavati: 
 
Thank you, Grecia.   Considering the shortages that we have experienced, our performance has been 
quite good.  We are expanding our capacity in salsas which has performed extremely well in Mexico and 
the United States.  Our Marketing team has been remarkably creative in developing strategies to attract 
new consumers, refurbishing brands, and stimulating demand.  We have increased prices three times this 
year but in different categories as needed.  For the whole year, our price actions will match inflation, give 
or take 50 basis points, and will be amended as needed next year in order to offset cost headwinds. 
 
Nutrisa had its worst quarter since we acquired the company in 2013.  There are several reasons that 
explain this which have been shared with you in the past.  What is more important now are the initiatives 
that the Company has taken to address these issues.  We have set two objectives, simplicity and 
profitability.  In order to achieve this, we have taken the following steps. We restructured the organization.  
We slashed SG&A.  We optimized promotions.  We focused our marketing investments.  We have 
already a disciplined cap ex, and we are closing unprofitable stores and slowing new openings.  As 
simple as this sounds, these results will be progressive and gradual.  What I can share is that the trend in 
traffic has improved in the last five weeks.  This is enough reason to believe that we are doing the right 
thing. 
 
On the other hand, the spectacular performance in Helados Nestlé has helped us offset the Nutrisa 
shortcomings. 
 
Moving to our forecast, it is an exercise of fine-tuning of our actual performance.  Our outlook is largely 
unchanged regarding the last three months of the year.  Total sales and EBITDA margin would reach the 
upper range of our guidance.  Consolidated free cash flow for the year will be close to Ps. 200 million as 
cap ex and working capital require Ps. 1.4 billion. 
 
That concludes my prepared remarks this morning.  We are ready to take your questions. 
 
Operator: 
 
Thank you.   If you would like to ask a question, simply press the star key followed by the digit one on 
your telephone keypad.   Also, if you're using a speaker phone, please make sure your mute function is 
turned off to allow your signal to reach our equipment.   Once again, press star, one.  We’ll pause for a 
moment. 
 
We’ll first hear from Miguel Mayorga of GBM. 
 
Miguel Mayorga: 
 
Hello Gerardo and Grecia.   Thank you for taking my question.   My question is related to MegaMex.  
Could you give us more color regarding the performance of the quarter and your expectations for the year 
end and 2017?  Thank you. 
 
Gerardo Canavati: 
 
Good morning, Miguel.  I think we will end the fiscal year in MegaMex on an upbeat note.  Our fiscal year 
terminated last month and it ended very good.  In terms of growth sales, we are in the low single digits, as 
we have mentioned, and we believe that all the restructuring that we did in Don Miguel is behind us.  We 
are still investing in improving our processes and our frozen capacity and we have seen very encouraging 
numbers in the salsa categories that comprise a big of the business.   
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 As we mentioned before, all the performance in the ChiChi’s brand has been extraordinary considering 
that our market growth is very low, in the very low single digits.  But we have performed in the three 
categories that would-be salsas, tortilla chips, and tortillas. 
 
Herdez is doing very good.  We have had some constraints on capacity.  That’s why our growth has been 
a little bit constrained, because we are not able to ship what we need to do, but we are experience double 
digits. 
 
On Wholly, we’re doing very good.  We have seen a lot of pressure in costs because we had some issues 
here in Mexico about some delays in shipping the fruit.  That impacted us in our COGS.  We have taken 
some price action but we believe that that was short-lived so we are expecting returning to a low digit 
growth for next year in the whole portfolio. 
 
Miguel Mayorga: 
 
Perfect.  Thank you, Gerardo. 
 
Operator: 
 
Jeronimo Contreras, GBM. 
 
Jeronimo Contreras: 
 
Hello.  It’s actually two quick questions.  The first one, I wanted to know if you could share with us the 
number of Nutrisa stores that you intend to reach by the end of 2017 and where the EBITDA margin 
should stand.  The other one is I also would like if you could share with us the increasing number of fruits 
for Nestlé that you announced this quarter.  I just wanted to get more sensibility on what’s the potential of 
this initiative throughout the year, and what are your expectations?  Thanks. 
 
Gerardo Canavati: 
 
Jeronimo, good morning.  Regarding the Nutrisa stores, we have 493.  We are planning according to our 
openings and our closings we may be closing slightly above 500.  EBITDA margin right now is unusual 
indicator.  We are planning to have a margin for next year in the low double digits for those businesses. 
 
Regarding your freezers, we are close to 60,000 freezers.  This year our increase in DSD (phon) came 
from new routes.  We are maximizing our new routes and we are aiming to grow about 4,000 or 5,000 
freezers per year.  We are more optimizing routes instead of just putting freezers. 
 
Jeronimo Contreras: 
 
Okay.  Perfect, Gerardo.  Thank you.  Just wanted to recall the EBITDA margin that you mentioned, low 
double digit margin, it’s only for Nutrisa, right? 
 
Gerardo Canavati: 
 
It would be on the whole Frozen division. 
 
Jeronimo Contreras: 
 
On the whole Frozen. 
 
Gerardo Canavati: 
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 Keep in mind that our seasonality on Helados Nestlé is extremely high.  So you have experienced 
summer was very good and now we are entering in the low season for Helados Nestlé where we do not 
have enough sales to absorb fixed costs.  So we’re talking about the division (inaudible). 
 
Jeronimo Contreras: 
 
Okay, understood.  Thank you. 
 
Operator: 
 
Miguel Portolero  of GBM. 
 
Miguel Portolero: 
 
Hi.  Thanks for taking my question.  My question is regarding pricing.  Given the pressure we’ve seen in 
your (inaudible) costs and the pricing strategy carried out in the third quarter, could you give us any 
guidance on what we should expect in terms of pricing for the upcoming quarters? 
 
Gerardo Canavati: 
 
Hi Miguel.  For this year, we are done—our last pricing was done this month in October so this year we’re 
done.  We are expecting to have some price actions probably in the first quarter or starting the second 
quarter, maybe April, and it should be also in line.   
 
What we have done is that we don’t take our whole portfolio at once.  We are doing it in two or three 
steps according to categories.  Probably next year we will take half the portfolio and we will have price 
increases same as inflation plus/minus 50 basis.  We’re talking between 3% and 4%.   
 
That helps us also to manage our volume growth.  This year, as we have said, our growth in volume has 
been very positive and it has not been affected in general terms with our pricing actions.  Obviously, there 
are some categories that are not developing as strong as others, but we’re managing the portfolio in 
terms to have both volume growth and price growth as we have mentioned in the press release. 
 
Miguel Portolero: 
 
Okay.  That’s helpful.  Thank you. 
 
Operator: 
 
As a reminder, if you would like to ask a question press star, one at this time.  We’ll now hear from Luis 
Miranda of Santander. 
 
Luis Miranda: 
 
Hi.  Good morning, Gerardo and Grecia.  Gerardo, I don’t know if you could tell us a little bit about the 
Nutrisa restructure and in the short to medium term if you believe that this could generate material or 
restructuring charges that we should consider going forward?  Also, when we talk about a shortage of raw 
materials, it is highly concentrated on the avocado or I’m mistaken and it goes through other products 
also? 
 
Gerardo Canavati: 
 
Okay.  Luis, good morning.  First on the shortages, it’s not only avocados.  Sometimes it’s across the 
portfolio.  Specifically, we had some issues here with our agricultural products, with tomato, tomatillo 
(phon), etc.  We had some issues in terms of some products across.  In terms of the avocado, it was just 
a very particular issue where the growers went to strike and then the pickers went to strike, so we had 



 

5 
 

 some delays in terms of having fruit availability but I think—and otherly (phon), the shortages in tuna, the 
fishing has been very bad because of El Nino and all that weather issues.   
 
What we believe is that is an ongoing concern and we will always have some shortages issue that we try 
to mitigate with inventory or with other suppliers or with other formulas.  But this year particularly has 
been very, very tough in terms of that. 
 
Going forward with Nutrisa, I think that all the measures that we have taken are very straightforward.  We 
have to recover some of the traffic that we have lost and that will take us some time.  We would expect to 
return to profitability this fourth quarter.  It’s a very strong quarter for us in terms of seasonality.  
December—November and December is our very good month so that will help us to absorb all our fixed 
costs and expenses. 
 
In terms of charges, well, we always have that possibility as the accounting norm establishes to do to a 
value all our businesses.  We’re not talking only about Frozen or about Nutrisa so we have to do this 
impairment exercise in all our categories and we haven’t started yet.  We are finishing our projections and 
I think that if there’s anything that is significant and material you will know before year end. 
 
Luis Miranda: 
 
Perfect.  Gerardo, if I can just make a follow-up on the shortages of raw material.  Has this led to any 
impact on your market share in any category?  Maybe tuna because of the—I don’t know if it was the 
general industry.  I guess it may be affected most of the fisheries, but in any category that you feel it’s 
getting pressure on your market share? 
 
Gerardo Canavati: 
 
In general terms, Luis, there are some categories that our share has been flat or slightly down, things that 
doesn’t worry us in the short term.  Particularly in tuna, definitely there has been a loss of share but that 
has to do with our business model where we sell what is in line with our catching capabilities.  We’d rather 
focus more on profitability than in share in that volatile category. 
 
The rest of the categories are doing good in terms of market share. 
 
Luis Miranda: 
 
Perfect.   Thank you, Gerardo. 
 
Operator: 
 
Next we’ll hear from Alberto Garcia of BTG. 
 
Alberto Garcia: 
 
Hey Gerardo.  Good afternoon, good morning actually in Mexico.  My question is on Nutrisa as well.   I 
find it quite interesting on your remarks on all the different initiatives you’ve taken over the past year or so 
to make that operation more efficient.  You mentioned slowing new openings and I found that quite 
interesting because your communication as of late has been—recent has been that you really wanted to 
do a good job of expanding the footprint of Nutrisa across key real estate locations and that really 
accelerating store growth was an important driver for Nutrisa.  Why and—so what’s the rationale behind 
kind of shifting on this stance, or is this is a shift at all?  That’s my first question.  Thank you. 
 
Gerardo Canavati: 
 
Good morning, Alberto.   Just a parenthesis before I answer your question.  I hope that you did your 
homework that we discussed quite some time ago.   
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Now, regarding Nutrisa, I think it’s a very important and fair question and I will take a little bit more time to 
answer it to give you a higher scope. 
 
First, we definitely had the objective of doubling Nutrisa when we acquired the company.  I think that 
objective has been the same but now it has turned to a more medium to long term.  Every call that we 
have we have discussed Nutrisa because obviously, the performance has been very bad and I can say 
this straightforward.  We made a mistake on selecting our management for this business.  So, when you 
ask me, “You have done a lot of things to make Nutrisa more efficient,” that’s correct but those actions 
started in July.  Probably we lost about two years of our time and profitability in Nutrisa and that’s why I 
want to be very emphatic.  The importance things in Nutrisa are the actions that have been taken from the 
second part of this year and those are the ones that we mentioned and you saw in our presentation.   
 
So, we will slow our openings because it is an imperative for this company to return to profitability before 
we take the path of growth.  I think there’s a tremendous amount of opportunities, as I mentioned, in 
optimization, in focus, in simplicity, and have the team on track.  We are encouraged by the numbers of 
the last four weeks.  That doesn’t mean that it’s going to be easy.  I think that the trend has turned.  I am 
more confident that the worst at Nutrisa is over and that we will see this improvement gradual and 
progressive.  We still have some basic initiatives for November.  That is a very important month because 
we have the Black Friday and we have more initiatives for December.   
 
I think it’s a shift in the short-term strategy.  We still believe and we are confident that the brand has 
tremendous opportunity in retail and in modern trade.  I hope to answer your question with all this. 
 
Alberto Garcia: 
 
That was very clear and I’d agree.  I think shoring up returns in the near term makes a lot of sense for that 
business.  My follow-up actually is also dealing with Nutrisa.  I know that there’s been certain 
promotional—in the way that you’ve optimized your promotions at Nutrisa to increase traffic.  If you could 
talk about those new promotions and those initiatives at Nutrisa, and thanks again. 
 
Gerardo Canavati: 
 
Sure.  Alberto, it’s very basic things.  For example, we slashed—we had some promotions that tried to be 
on a daily basis so we learned that our promotion activity has to be time sensitive, limited, so we slashed 
all the promotions.  We had about seven seasons in our stores where we offered new flavors for one or 
two months and then we changed them.  We simplified that.  Now we’re going to have two or three flavors 
across the year.  We slashed our advertising in open TV, for example, and we’re moving our marketing 
activities to the shopping centers, to the power centers, to the shopping malls to attract more traffic.  We 
are doing a lot of cross-promotions between our products, between our stores and we have a very big 
Thursday because there’s free ice cream, so we are trying to incentivize our consumers to return on the 
other days of the week for some special discount or for some special items. 
 
So, very basic marketing strategies that will help us recover the traffic that has been lost for all the 
reasons that we have mentioned in the last two years. 
 
Alberto Garcia: 
 
Great.  Thanks very much.  That’s very clear. 
 
Gerardo Canavati: 
 
Thank you. 
 
Operator: 
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 Once again, if you could like to ask a question or make a comment, press, star, one at this time.   We'll 
now hear from Lauren Torres of UBS. 
 
Lauren Torres: 
 
Yes.  Hi everyone.  Gerardo, my questions on the cost environment.  You made a comment looking 
forward to next year that you believe you could offset the cost pressures still.  Just curious to get your 
perspective on if there’s any particular costs you’re referring to.  Is it more an absolute basis?  Is this 
more currency, FX related pressure that we’re talking about for next year?  Then I guess just secondly on 
that, you talked about pricing in line with inflation or maybe more so.  Are there any categories coming off 
some of the pricing actions that you’ve already taken where you feel there’s less flexibility for pricing?  
That’s generally it on those two things.  Thanks. 
 
Gerardo Canavati: 
 
Good morning, Lauren.  Okay, on cost pressure recall that we always have a hedging activity.  It’s very 
active and as our foreign exchange, as the peso has dropped we have been favored with lower foreign 
exchange costs than the market.  So sometimes our impact in our financials is higher because we are 
enjoying a lower exchange rate as the peso dropped.  Obviously, that will change if things change, but my 
point is that the pressure that we have seen has been like two-thirds on exchange.  Talking about soft 
commodities, they have been very benign.  They have been lower and we have been also very active 
with that.  We don’t see an issue right now with soft commodities because we are comfortably hedged for 
next year.  So, answering your question would be exchange rate. 
 
Now, there are some categories like tuna that has been particularly where we have some catching issues 
that cost goes up and that category will experience higher pricing actions.  For example, instead of doing 
it by inflation, those categories can do it in the high single digits.  Sensitive categories to price increase, 
obviously is our biggers like mayo where we have sensitivity but also big competitors that try to capitalize 
on pricing.  We are still—in the majority of our big categories we are still the price leader where we have 
more competitors, 10%, 15% or even 20% lower than our pricing.  Sometimes where they do a lot of 
promotion we can have like 25% or 40% differences, so it’s very tactical where we can lose some share 
but in the long term we tend to recover it through our strategies that I already mentioned. 
 
We wouldn’t be very concerned about market share.  I think the bigger concern would be the exchange 
rate issues that it has been stubbornly high in the last few years.  I hope to answer your questions, 
Lauren. 
 
Lauren Torres: 
 
That did.  You said for next year you are fully hedged?  I mean you’ve kind of protected your (inaudible). 
 
Gerardo Canavati: 
 
In soft commodities, no.  Not fully hedged.  I’ll use comfortably hedged in soft commodities, in dollar 
terms.  Not the peso risk, only dollars.  So, for our big soft commodities, that would-be soy bean oil and 
wheat, we feel comfortable in dollar terms, not peso. 
 
Lauren Torres: 
 
Got it.  Thank you. 
 
Operator: 
 
Our next question will come from Jeronimo Contreras. 
 
Jeronimo Contreras: 
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Gerardo, just a follow-up on Nutrisa.  We’ve discussed where Nutrisa stands today in the store format but 
I would appreciate it if you gave us an update on where it stands in the retail format and what are the 
expectations and the strategy?  Has anything changed before when—for the beginning of the year?  
Thank you. 
 
Gerardo Canavati: 
 
Jeronimo, I think that we addressed your question with Alberto’s question about strategy.  You need a 
specific question?  Do you have any specific question? 
 
Jeronimo Contreras: 
 
Yes, it was more focused for the retail format.  I think we have centralized primarily on the store format 
and what the strategy is there.  I think that’s quite understood. 
 
Gerardo Canavati: 
 
You’re talking about modern trade? 
 
Jeronimo Contreras: 
 
Yes.  Yes, that’s right. 
 
Gerardo Canavati: 
 
Supermarkets? 
 
Jeronimo Contreras: 
 
Exactly, yes. 
 
Gerardo Canavati: 
 
Okay.  Well, today we have increased our SKUs in terms of supermarkets.  I think you will see more 
offerings in the fourth quarter.  We are still small.  We still have a very small share in supermarkets, very 
low single digits.  I think that it will grow as we increase our focus.  Let me explain what’s our focus. 
 
Right now, all the Frozen division is done through our grocery sales force and we have seen a very good 
performance of Helados Nestlé because you have to recall that we had the need to integrate that 
immediately, unlike Nutrisa that was like a standalone company until today.  So, we will expect more 
offerings in the ice cream.  We are developing some shelf-stable products for supermarkets but we have 
been very slow on that because of supply chain issues and because of pricing.  You have to recall that 
our pricing in our own stores is extremely different than in supermarkets, so we have to develop the 
product for the supermarkets.  I think that strategy will evolve next year, but we don’t have a timeline for 
the short term.   
 
Jeronimo Contreras: 
 
Perfect.  Understood.  Could you make the breakdown of the modern trade and the store format 
regarding sales? 
 
Gerardo Canavati: 
 
For Nutrisa? 
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 Jeronimo Contreras: 
 
Uh-huh. 
 
Gerardo Canavati: 
 
Nutrisa, out of my head should be about… 
 
Grecia Domínguez:  
 
(Inaudible). 
 
Gerardo Canavati: 
 
About 95, in the mid-90s would be our retail, and the rest would be modern trade. 
 
Jeronimo Contreras: 
 
Perfect.  Thank you very much. 
 
Operator: 
 
At this time, there are no further questions.  I will turn the conference back over to Mr. Canavati for any 
additional or closing comments.    
 
Gerardo Canavati: 
 
Thank you again for participating in the call this morning, and we look forward to speaking with you next 
quarter.   Please do not hesitate to contact us if you have any questions in the interim. 
 
Operator: 
 

That does conclude today's conference.   Thank you all for your participation.   You may now disconnect. 

 
 

 


