	
  

Conference Call Speech 2Q13
for July 25, 2013
Introduction: 	
  
Operator: Good morning, my name is XXX and I will be your conference operator today.
At this time, I would like to welcome everyone to Terrafina earnings conference call. All
lines have been placed on mute to prevent any background noise. After this
presentation, we will conduct a question and answer session. Instructions, on how to
ask a question, will be given at that time. Thank you for your attention, I will now turn the
call over to Maria Barona of i-advize Corporate Communications. Please go ahead.

Maria Barona: Welcome to Terrafina’s second quarter 2013 teleconference. We are
very pleased that you could join us today. From the company, we have Mr. Alberto
Chretin, Chief Executive Officer, Mr. Francisco Navarro, Chief Financial Officer and Mr.
Manuel Perez, Investor Relations Officer. The team will review the company’s quarterly
results prior to the Q&A session.

	
  

Before we begin, we would like to mention that information expressed or implied during
the conference might include forward-looking statements, which could involve risks or
uncertainties. Terms such as “estimate,” “project,” “plan,” “believe,” “expect,” “anticipate,”
“intend,” and similar expressions may identify such forward-looking statements. The
company wants to caution listeners that any forward-looking statements in this call or
made by the company’s management involve risks or uncertainties that may change
based on various important factors not under the control of the company. These
forward-looking statements represent the company’s judgment at this time for the call.
The company disclaims, however, any intent or obligation to update this forward-looking
statement.

Thank you for your attention, I will now turn the call over to Mr. Alberto Chretin,
Terrafina’s CEO and Chairman, for opening remarks. You may begin, sir.

Mr. Chretin: Good morning and thank you for joining us. Terrafina strives to be in close
contact with the investment community and offer transparent market communications.
As such, we are committed to becoming a leader in terms of fair disclosure,
transparency and corporate governance. Therefore, I take this opportunity to invite you
to contact us at any time if you have a question about the Company, our performance or
our financials. Francisco, our CFO and Manuel our IRO, look forward to your interest
and we welcome the opportunity of having an open dialogue with you.
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If you are abroad and feel more comfortable speaking with our IR agency, Maria’s team
at i-advize will be available to assist you as well. Their contact information, along with
ours is located on all of our market communications and releases.

Moving now to our performance, as you may already know, in March, Terrafina
launched a successful IPO, raising over 850 million dollars, which was utilized to
consolidate one of the most attractive industrial portfolios in Mexico. Thus, Terrafina was
born with a rock solid financial structure: 22% loan to value ratio and 4% debt cost,
enabling us to take advantage of opportunities and to create shareholder value. As a
result, and after intense analysis, we made the decision to move forward with the
acquisition proposal to consolidate the Mexican industrial portfolio of American
Industries - Kimco into Terrafina. This is in line with Terrafina’s strategy of pursuing and
consolidating accretive properties via an active acquisition plan.

We announced the

acquisition in May of this year and it has been approved by our Technical Committee
and our shareholders and is expected to close during the third quarter of this year. The
price of this transaction is six hundred million us dollars and was funded with our
available resources; 300 million of our revolver credit facility and the assumption of the
debt of the acquiring portfolio, the American Industries / Kimco portfolio was leveraged
at 50% and we are assuming and renegotiating their 300 million debt. Is important to
note that we DO NOT have to raise capital to perform this acquisition.
This is a portfolio with a leasable area of over 11 million square feet and for Terrafina,
this means an above 50% overall portfolio growth, exceeding the goals we discussed
during the IPO.
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As a result of this transaction Terrafina’s portfolio increases to 233 properties and over
31 million square feet of leasable area, making Terrafina one of the largest industrial
portfolios at this time.

The American Industries - Kimco acquisition is a solid fit for our portfolio and gives us
the opportunity to grow both quickly as well as prudently. It is important to mention that
Terrafina selected this operation without compromising the strict acquisitions standards
that continues to make Terrafina a worthy investment and a dominant player in the
Mexican industrial real estate market. The American Industries - Kimco portfolio offers
an occupancy rate above 92%, an experienced management team as well as dollardenominated and stable cash flows indexed to inflation. Additionally, another element
that attracted us to this deal was the solid assets it entails as well as a base of strategic
international tenants in the highly active automotive, aerospace and consumer goods
industries. The aerospace sector is particularly significant as it contributes to the
diversity and quality of the tenant base; it also adds stability to Terrafina’s portfolio in the
long-term as we believe that this emerging sector will be an important source of stable
growth in the future.

The company experienced a solid quarter, as you saw in the financial portion of the
results, which Francisco will discuss in a moment. Terrafina will distribute a dividend to
the CBFI holders based on rental revenue of 243 million pesos for 2Q13 operations.
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This is consistent with the dividend guidance that we discussed during IPO. Thus the
adjusted FFO was 125 million, equivalent to a 4.7% dividend yield on an annualized
basis.

In summary, there are 2 main elements of the Mexican economy that create
demand for our facilities and that are drivers of Terrafina’s long-term growth:
The first is manufacturing for export. Mexico continues to be the manufacturing
platform for North America as you know, particularly in the Northern and Bajio regions.
o The fundamentals of the economy are present and strengthening; Mexico
already has a proven record of success in terms of manufacturing
operations that are meeting all the goals in terms of labor costs,
productivity and quality,
o We believe this will translate into continued demand for our facilities
because Terrafina is expanding its presence in this market, thru stabilized
properties that are already generating rental income and enjoy stable
occupancy rates that continue to improve.

The second is the increase in the demand for goods and services from the emerging
middle class, which in turn creates demand for logistic and distribution facilities.
Currently, according to experts, there is a deficit of logistical spaces in Mexico, and
Terrafina is poised to take advantage of this opportunity.
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Supporting these concepts, the Mexican government is enacting legislation that
heightens the competitiveness of the country with improvements in infrastructure,
technology and trade agreements. Currently, there are fiscal and energy reforms
underway as well as a very aggressive infrastructure development plan that is expected
to enhance competiveness in the nation. This inertia will stimulate the drivers that grow
the demand for our facilities.

This is indeed the perfect storm of factors that will bring Mexico, and in turn, our
particular industry, to a new level.

Another catalyst for growth for Terrafina is the robust pipeline of potential
acquisitions that exist in the market.

Our team analyses these deals every day,

focusing on properties that enhance the portfolio with profitability and scalability. We
have identified potential additional acquisition opportunities with attractive cap rates that
would be accretive to Terrafina and will pursue at a convenient time. We intent to
continue our strategy to be the consolidator of the industrial real estate business in
Mexico.

In addition to this, Terrafina has 14 tracks of land for build to suit opportunities.
Developing these tracks is an important element of our growth strategy and one that
gives us more flexibility to grow the business with very attractive developing yields.
Finally, another element is the organic growth of our portfolio. Increasing occupancy
allows us to raise our rental income and make our operations more efficient and
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profitable. We continue to work on our repositioning properties in order to enhance
occupancy and meet our yearly occupancy target.

Thus, Terrafina is in a unique position --- not only can we adapt quickly to take
advantage of market opportunities but we are fortunate to operate in a stable and robust
market environment.

Thank you for your attention, I now turn the call over to Francisco Navarro, our CFO,
who will discuss the financials highlights…

Francisco: Good morning to our audience today, I will briefly go over the main points of
the balance sheet and P&L in order to underscore relevant information regarding the
quarter.

Overall, we observed a stable operating period, supported by a steady tenant base, as
evidenced by 32% growth in the retention rate. In terms of growth in leasable area,
recently completed projects added 160 thousand square feet of leasable area to
Terrafina’s operation. We also kicked off an additional 350 thousand square feet of new
development projects that are expected to be completed in 3Q13; thereby maintaining
organic growth in the wake of the important acquisitions, such as the American
Industries - Kimco.
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Moving to the balance sheet, in terms of cash and cash equivalents, Terrafina ended the
quarter with 205 million pesos. This represented a sequential reduction of Ps.43 million,
compared to the 248 million reported at the end of the same quarter last year, This was
mainly a twofold effect; we had cash generation of Ps.75 million plus an inflow around
Ps.80 million from credit line facilities, which were totally offset by the Ps.195 million
down-payment made for the portfolio purchase of American Industries - Kimco.

Investment properties rose by Ps.665 million or 5.3% when compared to 1Q13, mostly
stemming from exchange rate fluctuations, however around 10% out of this increase
was derived from the completion and development of new projects.

Moving on to the right side of the balance sheet, “trade and other payables” declined
significantly versus 1Q13. Most of this effect stems from the overallotment of CBFIs,
corresponding to the contributing trusts that were liquidated this past April. Excluding the
aforementioned, this line item would have been almost flat compared to the past
reporting quarter.

Regarding the Company´s debt, we had a Ps.135 million increase, primarily from the
use of credit lines to cover the down-payment for the American Industries - Kimco
Portfolio purchase.

Moving into the P&L, rental revenues for the quarter reached 243 million pesos,
compared with Ps.31 million registered for the 11 days of operation in 1Q13. The
©	
  2013	
  Terrafina.	
  Speech	
  2Q13	
  
	
  

	
  

Pag.	
  8	
  
	
  

	
  

	
  

occupancy rate was nearly flat when compared to the occupancy rate registered last
quarter, at 85.9%, but when up to above 87% when considered the effect of intention
letters, while the average rental rate per square foot went up 2 U.S. dollar cents, again,
when compared to the previous quarter, additional to our main stream of revenues we
had additional contributions or other income by Ps.21 million reimbursements, stemming
from our triple net contracts enforcement.

Terrafina reached Ps.69 million and Ps.38 million in operating and net income,
respectively, which would have been Ps.173 million and Ps.154 million had it not been
for the Ps.68 million in due diligence expenses for the American Industries - Kimco
acquisition, Ps.23 million in IPO expenses, Ps.12 million in financial restructuring
expenses, as well as conducted a Ps.13 million adjustment for operations in past
reporting quarters.

The retention rate went up 32%, while the Company’s leasable area, as Alberto
mentioned, increased by 160 thousand square feet, surpassing Ps.20 million of square
feet in leasable area.

Regarding the bolts and nuts of the operation, participation in properties utilized for
logistical purposes rose 2%, which affords the company a better cushion for nonrenewals. Logistical leasing properties require fewer modifications and adjustments in
order to be leased.
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The properties´ portfolio diversification continues soundly, 38% located in Northern
Mexico, 26% in the Bajio region, and 36% in the Central region, throughout 25 cities and
138 tenants, and almost perfectly balanced between the distribution and manufacturing
sector properties. None of the economic activities developed in our properties reached
more than 21% either in logistics or manufacturing, consolidating a solid countertrend
defense in the event of an economic slowdown.

Of the 50% in new developments that initiated in 2Q13, most were deployed in
Cuatitlan, a city with one of the higher lease rates in Mexico. The remainder was
deployed in the strategic region of Aguascalientes.

In territorial reserves?, we expect the Monterrey market to be developed in the near
term, given that this area has shown an important economic recovery. At this point, we
have advanced 40% in its development.
•

Bottom line, the Company has a fundamentally sound operation, evidenced by
the following factors: one, a nearly 87% occupancy rate, including signed letter of
intent, two a considerable incremental valuation of investment properties, higher
by nearly Ps.700 million, three stable and growing rental income, four 32%
growth in retention rate and five growing rental rates.

Regarding costs and expenses, we experienced Ps.62 million in real estate expenses
and taxes, mostly related to repairs, maintenance and leasing commissions. Fees and
other expenses were Ps.68 million, mainly stemming from Ps.23 million in advisory fees
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and professional services related to the IPO, and Ps.16 million paid to our external
advisor.

SG&A expenses remained at low levels of Ps.3 million, mostly corresponding to payroll;
a consequence or our lean and compact structure.

Funds from operations reached Ps.123 million, a 51% rate when compared to the total
rental income. EBITDA margin achieved a sound rate of 59%.

Cost of financing, reached Ps.31 million for the quarter, mainly due to interest payments
and financial expenses. Out of the Ps.31 million, we had a Ps.12 million expense from
the financial re-structure conducted by the Company.

The dividend approved for distribution to holders was Ps.125 million, which means 32.89
cents of peso per CBFI. We distributed Ps.2 million in excess of FFOs as a
consequence of efficiencies generated in the Company´s operation, mostly from payroll
and operation expenses of the leaning operation of the Subsidiary.

In conclusion, Terrafina continued its organic growth path in its leasable area, with over
360 thousand of square feet in development. The leasable area developments in
progress added to the letters of intent are expected to contribute to positive effects that
will be reflected in the next reporting quarters.
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Thank you for your time and attention, at this point we will be glad to move on to the
question and answer session.

Operator: Thank you, sir. At this time, we open the floor for questions. If you would like
to ask a question, please press the star key, followed by the one key; that is star one, on
your touchtone phone now. Questions will be taken in the order in which they are
received. If at any time you would like to remove yourself from the questioning queue,
please press star two. Again, it is star one to ask a question. Our first question comes
from Jason Mollin from Goldman Sachs.

Jason Mollin: Hello, everyone. Thank you, Alberto and Francisco, for your opening
remarks and taking my questions. I have two questions. First, you mentioned that
Terrafina does not need to raise capital to fund the Kimco-AI portfolio. Can you please
comment again on how you view the loan-to-value post transaction, and how
Management thinks about the Company’s capital structure and target loan-to-value
ratio? And my second question is on the dynamics of the rental prices in the main
markets that Terrafina operates. We saw the average leasing rate per square foot
increase to $4.62 from $4.60 in the prior quarter. It would be great if you can give us
some color on the composition of the average rents, and specifically give us a sense of
some of the strongest and weakest markets for Terrafina. Thank you.

Alberto Chretín: Certainly. Going to the first question, as I mentioned, we paid for this
acquisition with the available resources of Terrafina, mainly $300 million dollars from our
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$500 revolving credit facility, and also we are assuming the debt of the acquired
portfolio, which is about $300 million. We are indeed increasing the loan, the loan to
enterprise value of the Company to about 52 percent, which we are reaching the top
level in terms of the loan-to-value, but still, we feel comfortable. This is indeed a goal
that we have planned, but we still feel comfortable with this loan-to-value situation, as
well as our lenders. Also, as I mentioned, we had to refinance, to renegotiate and
absorb the lease from the loan from other portfolio, and our lenders also feel
comfortable with this loan-to-value situation.

Going to your second question, yes, we were able to renegotiate some lease contracts,
especially the manufacturing sector, lease rates higher than projected, because
basically, this increase in manufacturing activity, the tenants feel very comfortable in the
locations where they are. They are also being very successful in their manufacturing
operations, and they value where they are, so they see an opportunity, also, to defend
not only their occupation, but also our rates.

Specifically, the renewals of, or the logistics of contracts, those, we had to renew at rates
similar to what we had. In a couple of leases, we also had to provide rent reductions, in
order to maintain the occupancy, but in the end, the overall result, as you mention, is a
slight increase in the average rent.

Jason Mollin: Thank you very much.
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Operator: Thank you. Again, if you would like to ask a question, please press star one
at this time. Our next question comes from Francisco Suarez from HSBC.

Francisco Suarez: Hi, good morning, gentlemen. Thank you very much for the call.
Just some clarifications, if I may on certain statements from your press release. For
instance, you mentioned on Page 3 that the Company’s working – I’m quoting here – “to
enhance its lease area in the border towns of Tijuana, Juarez and Reynosa.” Can you
actually share with us a little bit more light of what exactly you are doing in those
markets, what you mean by enhancement?

Alberto Chretín: Yes. Our market officers in those areas are in constant communication
with current tenants, to make sure that we anticipate the renewals. In addition to that,
we begin to see, again, a pipeline of prospects, that we start to see in those regions
again. As you know, those regions were very much hit by the slowdown in the economy
and other factors that virtually eliminated the pipeline of prospects in the last couple of
years. But at this time, we have a pipeline of prospects that are looking at that area, and
we are now working with our prospects, with LOIs to potentially occupy space in that
area. So that’s what we mean by enhancing our occupancy in those areas, because of
the active participation of the market officers with potential tenants.
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Francisco Suarez: Okay, so in other words, this is not linked with the vast portion of
your portfolio that is under ‘re-positioning’ status. This does not relate to that idea, isn’t
it?

Alberto Chretín: Well, I feel it’s a combination. I think it’s in addition to, because some
of the empty space that I mentioned, is in the requisition market, and yes, we are
actively working with repositioning properties in order to increase the occupancy from
that bucket of properties.

Francisco Suarez: Okay, and another thing if I may, you mentioned, as well, on page 7,
on entering into letters of intent to lease expansion on the Cuautitlan Izcalli property. So
that was not on your initial budget, isn’t it? I mean, a new potential set of development
properties for your guys?

Alberto Chretín: Yes, yes.

That moved from being an LOI, now we are under

construction for the expansion of (0:23:19 – indiscernible). Not only this is going to
mean that we’re going to add GLA to the lease contract with (0:23:27 – indiscernible),
but we’re going to start the clock. It was an opportunity to renegotiate this as you know,
as you know, (0:23:34 – indiscernible) is one of our most important tenants, and we
have in excess of 1.5 million square feet of GLA. We expanding that, and we are
starting the clock again, so we are renegotiating the long-term lease with (0:23:49 –
indiscernible) on very favorable terms, as an opportunity to do this space and the
expansion.
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Francisco Suarez: That’s very good to know. Thank you very much.

Alberto Chretín: You’re welcome, Francisco.

Operator: Thank you. Again, if you would like to ask a question, please press star one
at this time. We are now holding for questions. Mr. Chretin, at this time, we have no
further questions. I’ll now turn it back over to you for closing remarks.

Mr. Chretin: Thank you all for your attention and interest in Terrafina, and for
participating in this discussion today. Please do not hesitate to contact our investor
relations department if you have any questions. We look forward to hearing from you.
Have a good day!

©	
  2013	
  Terrafina.	
  Speech	
  2Q13	
  
	
  

	
  

Pag.	
  16	
  
	
  

	
  

