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We issue a BUY recommendation for Grupo México with a twelve-month target price of MXN 88,
offering a 24% upside to its November 3rd, 2022, MXN 71 closing price (Figure 1). Our target price
is based on a Sum of the Parts Discounted Cash Flow model (SOTP DCF), supported by Real
Options, Monte Carlo, and Relative Valuation models. In our view, the following key value drivers
support our recommendation: 1) Grupo México's economic moats related to vertical integration
and cost advantages, 2) the company's position to capture copper demand catalysts, and 3) rich
mineral resources derived from geographical domination.

Cost advantages come from conglomerate segment integration

We believe the market does not fully appreciate the value of Grupo México's entire network of
integrated operations by considering copper prices as the company's sole value driver. Although
copper prices certainly influence Grupo México's performance, cost advantages become crucial to
remain profitable in a competitive commodity market with no economic cartels to control price
volatility. Thus, we believe vertically integrated mining operations and corporate segments
provide value to Grupo México's corporate structure by allowing it to capture the highest EBITDA
margins in the industry (Figure 24). Regarding Grupo México's mining division integration, since
each activity in the mining industry's value chain involves highly specialized processes and unique
resources, Grupo México effectively reduces intermediary firms' bargaining power by owning
mining and metallurgical complexes. Likewise, regarding Grupo México's corporate-level vertical
integration, the company partially employs rail and infrastructure divisions to support mining
operations. For instance, the Ferromex rail subsidiary transports and positions copper cathodes
throughout several ports and intermodal terminals, and infrastructure subsidiaries develop
engineering projects needed to construct new mines (Appendix 10). As a result, this strategy
lowers mining-related operating costs and makes the company more profitable in times of high
mineral prices. Compared to competitors, Grupo México has more control over its value chain due
to the extensive reach and size of its business segments. Since copper prices are expected to
increase long-term, given global demand drivers (as mentioned below), we believe Grupo México
will position itself as one of the most profitable companies in the copper industry through cost
advantages from vertical integration (Figure 3). 

Positioning to capitalize on global copper catalysts 

Copper is a widely used base metal with no other considerable quality-comparable substitutes
because of its particular electrical conductivity properties (Appendix 11). As such, world
economies will increasingly demand copper in the following years due to: 1) the global transition to
green energies, 2) the global trend to digitize and enhance day-to-day activities via smart cities'
technologies, and 3) demographic trends and increasing global urbanization that will expand the
manufacturing and construction industry of emerging markets. Since the price of copper greatly
influences Grupo México's share price (Figure 2) and significantly affects the company's overall
operating performance, it is essential to consider copper industry catalysts as the company's
future performance drivers. Moreover, we believe the market underestimates the broad
involvement of copper in future macroeconomic dynamics. We think the copper industry and
copper uses in economies will be different from past decades (Figure 11). Consequently, we argue
that Grupo México will capitalize on these three drivers through extensive economies of scale and
vertical integration-related cost advantages. 

Relative size on local markets gives the company a unique domain  
Grupo México holds the largest copper reserves in the industry because of geographically
concentrated assets that enable the company to extract value regionally instead of competing for
a bigger global market share. Specifically, Grupo México holds exclusive concessions in Mexico
and Peru, which allow for local production domination and access to valuable mines with richer
natural resources that the competition cannot fully match (Figure 15). For instance, according to
Bloomberg, the Buenavista del Cobre mine, located in Sonora, Mexico, is the world's largest mining
complex controlled by a single operator. Accordingly, that allows Grupo México to be the fifth
largest copper producer in the world while producing 81% of Mexican copper (Figure 4). We
believe investors mainly focus on mining players' global market shares rather than their relative
size on local markets, underestimating specific geographical domain. Therefore, we think the
concession-protected value of holding the largest copper reserves while dominating Mexican
copper production is an essential economic moat for the company, that will enable them to take
advantage on copper demand catalysts. 

Recommendation: BUY

1

Mining Refining Rail transport Port / Intermodal

ShippingMarket

SCC SCC Ferromex Intermodal Mexico

Figure 3. Mining Value Chain and Grupo
México subsidiaries' vertical integration

Source. McKinsey, Company Data

Figure 2. LME copper price & Grupo
Mexico’s stock price  

2008 Crisis 

Excess supply and
slowdown in China 

Excess demand 
post COVID-19

Pandemic
Shock 

Post recession 
boom 

LM
E 

CO
PP

ER

GMEXICOB

LME-Copper Grade A Cash U$/MT 
Grupo Mexico's Stock Price Correlation = 0.8

Source. Refinitiv, Team Analysis 

INVESTMENT SUMMARY
Market Cap (m USD)
Shares Outstanding (m) 
EPS 2021 
52-Week High
52-Week Low
P / E (LTM)
EV / EBITDA (LTM)

Grupo México is a Mexican conglomerate and the biggest copper producer in the country. It
operates three divisions: Mining, Rail Freight, and Infrastructure. We believe Grupo México has
solid competitive advantages that will help the company withstand an uncertain macroeconomic
landscape and take advantage of future copper demand trends.
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Grupo México, headquartered in Mexico City, is the fifth-biggest copper producer in the world and
the fourth-biggest Mexican company measured by market capitalization in the Mexican Stock
Exchange (BMV). Its stock has been trading on this exchange since 2000. As a conglomerate, it
employs over 29 thousand people across its three divisions: Mining, Rail Freight, and
Infrastructure (Figure 5, Appendix 7). Its business model consists of producing copper cathodes
(copper refining end product) by extracting and refining copper in Mexico, U.S., and Peru, in
addition to selling zinc, molybdenum, silver, and other metals as byproducts. Copper mining
significantly drives Grupo México's operating performance and revenues (Figure 22). In addition,
Grupo México's Rail Freight segment operates the most extensive rail fleet in Mexico. Its
Infrastructure segment holds several contracts and concessions for engineering, procurement,
construction, and drilling services. Both of these divisions operate mainly in Mexico.

Mining. The mining division, which accounts for 81% of Grupo México's sales, is managed by the
Americas Mining Corporation (AMC) subsidiary. Within AMC, copper accounts for 85% of mineral
sales. This subsidiary also coordinates two mining firms: Southern Copper Corporation (SCC) and
American Smelting and Refining Company (ASARCO, Inc.). Regarding SCC, it is the most
significant subsidiary of AMC; its stock trades on NYSE, and it operates mines in Mexico and Peru
(Appendix 1). On the other hand, ASARCO manages mining operations in Arizona, US. Furthermore,
AMC has a considerable international reach by selling metals on three continents: America,
Europe, and Asia (Figure 6). 

Rail Freight. The Rail Freight division (which accounts for 16% of Grupo México's revenues) is
managed by the subsidiary GMéxico Transportes (GMXT), which is also separately listed on BMV.
Although it coordinates several firms, the most crucial subsidiaries for GMXT's operations are
Ferrocarril Mexicano (Ferromex) and Ferrosur. These firms operate in Mexico and transport
various types of merchandise (such as agricultural, intermodal, chemicals, minerals, and
industrials) across several ports and intermodal terminals (Figure 7). Furthermore, GMXT operates
more than 800 trains and more than 11,000 km of rail tracks across the U.S. and Mexico.

Infrastructure. The Infrastructure division, which accounts for 3% of the corporation's revenues,
is managed by Mexico Proyectos y Desarrollos subsidiary. It leads various industrial projects in
Mexico, which include leasing oil rigs to state-owned oil company Petróleos Mexicanos (PEMEX),
building and designing energy plants to sustain mining and transport operations, and managing
toll roads. Nonetheless, its purpose is to aid mining and transport operations. 

History. Grupo México was founded in Mexico as a construction company in 1942 by Jorge Larrea
Ortega. However, in 1961, as the government required mining companies to have national-majority
ownership, Jorge Larrea gradually obtained control of important mines in Cananea and Nacozari
in Sonora, Mexico, eventually transforming the company into a predominantly mining corporation.
Southern Peru Copper Corporation started trading on the NYSE in 1996 before Grupo México
acquired it in 2004. Then, Ferromex, formerly a state-owned company, began operating as part of
Grupo México in 1998 following the company's privatization. Subsequently, in 1999, Grupo México
became an international company with the acquisition of ASARCO. Later, in 2000, Grupo México
started trading on the Mexican stock exchange. Henceforth, the company acquired subsidiaries
to consolidate its corporate divisions. Presently, Grupo México is waiting for government
authorization to acquire Planigrupo (a Mexican construction and leasing shopping center firm).

Company Strategy. Within the copper market, there is intense competition and no legal,
economic cartels (as with OPEC) to control copper prices. Additionally, the value of flexibility is
low as there are heavy fixed costs related to large mining equipment assets. Therefore, the
company's strategy is to be a leading player in worldwide copper production through cost
strategies related to vertically integrated operations and regional production domination. By
doing so, the company looks to maintain greater control of the value chain (Appendix 10). Grupo
México also aims at geographical production concentration and corporate division-based
industry diversification. Since the company does not use derivatives to hedge against commodity
price fluctuations, the company relies on managing low costs. 
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Figure 5. Grupo Mexico's main subsidiaries
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BUSINESS DESCRIPTION

INDUSTRY OVERVIEW & COMPETITIVE POSITIONING
Macroeconomic global uncertainty. Mining, rail freight, and infrastructure are cyclical industries
sensitive to macroeconomic dynamics, which, in turn, influence Grupo México's financial
performance. Thus, it is crucial to analyze current global circumstances expected to affect
economic growth (Figure 8, Appendix 4). Presently, economies worldwide have struggled to
recover from the pandemic in the last two years, given: (1) rising global inflation due to supply
shocks and supply chain bottlenecks, (2) a war between Russia and Ukraine that triggered an
energetic crisis in Europe, and (3) rising interest rates from central banks worldwide due to
restrictive monetary policies, threatening to slow consumption and, thus, economic activity.
Therefore, we expect these factors to impact economic conditions and copper prices near-term.
 
Dr. Copper's insights on macroeconomic health. Copper prices are affected by the booms and
busts of the business cycle because copper is a base metal used in several businesses dependent
on macroeconomic conditions, such as construction and manufacturing (Appendix 11). In
recession periods, as observed in 2008 and 2020 (Figure 2), copper prices faced severe
downturns. This relationship affects copper prices and is reflected in the ISM PMI Index, which
has a delay compared to copper, as slowing manufacturing subsequently affects copper prices
(Figure 9). Conversely, copper prices also tend to increase in post-recession periods. For
example, after the 2008 financial crisis, copper prices more than doubled as emerging market
countries recovered from the recession. Likewise, copper prices increased rapidly in 2021 due to
the post-COVID-19 supply disruption and greater demand for electronics manufacturing. Although 

Figure 6. Revenue by geographical region 
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China facing slower economic growth due to past COVID-19 lockdowns, which ended up
closing factories and delaying manufacturing in the country, and 
China's real estate industry facing a slowdown due to high leverage in the sector and the
default of significant companies in the industry, such as Evergrande.

the 2021 boom in copper prices has reversed this year as macroeconomic expectations have
deteriorated, according to Data Bridge Market Research, the copper industry is still expected to
increase at a 5.1% CAGR between 2022 and 2029.

Chinese dynamics' effects on copper prices. In recent years, China has demanded a big part of
the global supply of copper. Specifically, by growing its exportation-focused manufacturing and
increasing its real estate industry, given rapid urbanization and population growth, China has
driven copper prices in recent decades as it has become the biggest purchaser of copper.
According to Bloomberg Intelligence, China demands approximately 52% of the worldwide copper
supply (Figure 10). Periods of low Chinese copper demand also impact the copper industry; for
example, in 2015, copper prices were down 20% for the year due to slower Chinese economic
growth (Figure 2). Additionally, copper demand has currently been negatively affected by two key
global events related to this Asian country:

Copper demand catalysts. As copper wide-broad use is here to stay, we expect copper demand
to increase in the long term apart from the mentioned short-term economic risks. We believe
copper is a base metal that will be extensively used in more areas in the future compared to the
last decades. Thus, the following trends in the copper industry are important catalysts for Grupo
México's future performance:  

1) Green Transition will require copper. One of the main drivers of future copper demand is its
future use on green energies. Because of its electric conductivity properties, copper is a
commodity heavily used in green technologies (e.g., electric vehicles, wind energy, and solar
energy). In addition, there are no close substitutes for copper in conductivity, the closest one
being Aluminium, which is less conductive than copper (Appendix 8). Global copper supply will be
increasingly demanded as the world transitions to sustainable energy sources (Figure 11). 

2) Urbanization trends will increase copper demand. According to World Bank data, expanding
urban land consumption is expected to add 1.2 million km² of new metropolitan built-up area
globally by 2030. Since copper is used in wiring and plumbing, copper demand will increase
accordingly. Furthermore, according to World Bank analysts, the East Asia and Pacific (EAP)
region is experiencing rapid urban growth, second only to Sub-Saharan Africa, because of
constant Chinese urbanization (Figure 12). That is, Chinese cities lead the region in average
growth by area (3.3 percent per year). Since China, as mentioned, currently leads world copper
demand, this increased urbanization will increase copper prices as well. We also expect new
technologies used in urbanization, such as smart cities and Internet of Things urban devices, to
increase copper demand because of its use as electric conductor. Technology-enhanced
renovation of cities will be important for future copper demand. 

3) With Digital-era technologies come electrical components. The consumer electronics
industry has constantly been developing new technologies, such as artificial intelligence, 5G
connectivity, smart devices (e.g., mobile phones, gaming consoles, and home appliances), cloud
services, and virtual reality. As the industry is expected to grow annually by 5.1% (CAGR 2022-
2030), according to Precedence Research, and 14% of copper usage is destined for electrical
equipment, increased demand for consumer electronics will increase copper prices (Figure 13). 

Tight copper supply-side. The systemic fluctuations in the mining industry will impact copper
supply (and copper prices) primarily due to the delay of copper production in response to prices.
This setback occurs because mines' exploration-permit-construction processes last five to ten
years, in addition to political, operational and environmental constraints, as seen in our PESTEL
analysis (Appendix 9). Copper industry CAPEX is expected to grow only slightly in the next five
years (Appendix 11), and increased production will be reflected some years later. Therefore, the
global copper supply will not be able to adjust fully to the worldwide demand drivers mentioned
above. Consequently, there will be a copper supply deficit in the next decade (Figure 14).

Global copper rivalry. Grupo México has one of the most sizable copper mining operations, being
the fifth largest copper producer in the world (Appendix 11). The copper mining industry is highly
competitive among existing rivals, as ten companies control nearly 80% of worldwide total
copper production (Grupo México holds a 7.2% global market share). Therefore, we believe Grupo
México is appropriately comparable using global competitors, given its international reach. These
include Freeport McMoran, BHP Billiton, Codelco, Rio Tinto, and Glencore International. These
companies are horizontally and vertically integrated because they extract various minerals and
manage mineral-refining installations, in addition to operating in other industries. Closest
competitors focus mainly on having a diversified metals production. Regarding Grupo Mexico, the
company specializes in vertical integration in both its mining and corporate divisions (i.e., uses
the energy provided by its Infrastructure division assets for its mining operations and transports
its goods through its Rail Freight division). Another crucial competitive difference for Grupo
México is its greater regional dominance over its competitors. Grupo México controls 81% of
Mexico's production and 20% of Peru's production (Figure 4). Although Grupo México does not
have the largest global market share, the company has production dominance in its key regions.
These competitive advantages make Grupo México the most regional-dominant and cost-
effective firm in the industry (Figure 15).

Cash Costs are essential in the copper business. Profit margins in the copper industry are
moderate because, as mentioned, the rivalry between existing players is intense, forcing firms to
compete on cost advantages. Specifically, firms compete based on the net cash costs metric. 

China
52%

Europe
16%

Asia excl. China
15%

North America 
10%

0ther
7%

EAP region

1970 1980 1990 2000 2010 2020

75% 

50% 

25% 

0% 
1970 1980 1990 2000 2010 2020

75% 

50% 

25% 

0% 

2021
2022E

2023E
2024E

2025E
2026E

2027E
2028E

2029E
2030E

1,250 

1,000 

750 

500 

250 

0 

0 2,000 4,000 6,000

Chile 

Peru 

DR Congo 

China  

USA 

2020 2022 2024 2026 2028

kt

20000

24000

28000

32000

36000

Figure 14. Expected worldwide copper
demand and supply  

Source. Wood McKenzie 

Figure 12. Urban population (% of total) in
EAP region and China

Source. World Bank

China

3

Source. Precedence Research  

Figure 13. Consumer electronics industry
expected growth (USD Billion)

CAGR of 5.1%

 

Figure 10. Top copper producing
countries & Global demand by country 

Source. Statista, Bloomberg Intelligence  

(000’s metric tons)
(% share)

Global
supply 

Global
demand 

(000’s metric tons)
(% share)

 

2011 2015 2019 2023 2027

1000

2000

3000

4000

5000

0

6000

Figure 11. Expected worldwide green 
copper consumption by end use

Source. Wood McKenzie 

25%
10%

9%
8%

6%

12,280

52%

16%

10%

15%

3,380

1,870

3,180

7%

s



Southern Copper Corporation, subsidiary of Grupo México, has the lowest net cash costs
compared to competitors as a result of the conglomerate vertical integration (Appendix 11). The
net cash cost of a mining firm is the total operative cost of extracting a ton or pound of a selected
mineral, considering byproducts' salvage values. For instance, Grupo México, which focuses on
extracting copper, subtracts its byproducts' market value from its copper cash cost (Grupo
México's main byproducts are molybdenum, silver, and zinc). 

Rail Freight outlook. The Mexican railroad industry changed since the government privatized it in
1995 through concessions. Yet, it remained relatively undisputed compared to mining (lacking
firm competition) because of two main entry barriers: heavy capital investment requirements
(locomotives and wagons, for instance) and limited permits given by the government (Appendix 8).
Therefore, 81% of the available operating tracks are divided between two players: Kansas City
Southern and Grupo México Transportes (GMXT). To increase competition, the government allows
tariffs and transit rights between firms' rails, despite concessions providing 30 years for the
exclusive use of rail routes (Appendix 2). International trade (followed by infrastructure
investment) is the rail freight industry's main driver because free trade allows higher volumes of
goods to be sold and transported across ports and intermodal terminals. Grupo México operates
in the Mexican rail freight industry through Ferromex and Ferrosur subsidiaries. These companies
benefit directly from the government's free trade agreements, as seen in the latest trends in US-
Mexico rail freight trade (Figure 16), since they increase foreign investment and
commercialization in the country. Specifically, for example, the United States-Mexico-Canada
Agreement (USMCA) incentivizes the growing presence of the automotive industry in the country.
Since trains are the preferred means of transporting automobiles (i.e., seven out of ten cars
produced in Mexico are transported through railroads), rail freight subsidiaries benefit directly.
For that reason, infrastructure investments also help strengthen trade by improving train speeds
and cargo capacity. Furthermore, it is important to note that although rail freight has been
acquiring more significance in the ground transportation sector, it still has a relatively low market
share (19%) compared to truck freight (81%), according to U.S. government data. 

Infrastructure outlook. Grupo México's infrastructure division operates only in Mexico. Mexico's
infrastructure industry is recovering from the pandemic, supported by public investment in large
projects such as the Mayan Train and the Dos Bocas Refinery. However, despite having trade
agreements with North America that boost foreign investment in the country, there has been
policy uncertainty in recent years mainly because the government has been conducting
nationalistic policies that aim to strengthen state-owned firms in the energy sector, such as
Petróleos Mexicanos (PEMEX) and Comisión Federal de Electricidad (CFE) in oil and electricity
markets, respectively. Since Grupo México uses its infrastructure division assets to provide
energy to its mining division (as seen in Investment Summary), eliminating self-supply contracts
by governments would mean higher operating costs. In addition, Mexico has historically invested
less than 4% of its GDP in infrastructure, which is less than recommended by the Economic
Commission for Latin America and the Caribbean (ECLAC) for sustainability purposes.
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ENVIRONMENTAL, SOCIAL & GOVERNANCE
There are several factors that Grupo México needs to take into consideration when being evaluated
under ESG principles. For instance, with environmental concerns recently demanded by investment
funds and communities, mining companies are urged to develop greener technologies and be more
responsible with their pollution and waste disposal systems. Comparing Grupo México with its
international peers shows that they score below average (Figure 17). Yet, it is important to consider
that Mexico is still behind in ESG metrics and valuations relative to other countries. Therefore, we
compared Grupo México with other top Mexican mining companies and found that Grupo México
scored better in each category (Figure 18). Grupo México has also implemented different measures
that have proven successful each year (Figure 20). Furthermore, we included the ESG evaluation
impact in investment risks and scenario analysis. 

Environmental 
Climate Change. An important aspect that Grupo México needs to consider is climate change. Both
the mining and transport industries have been recognized as the segments that most threaten and
impact climate change by being part of industries that produce greenhouse gas emissions. Grupo
México has reduced its emissions by 1.5% since 2018; nevertheless, in 2021, there was a rise due to
higher emissions on cargo trains in the transport division. Moreover, there is a negative issue to
consider while evaluating Grupo Mexico's performance in the environmental analysis: Grupo
México's 50.7% of Diesel emissions (from its total operations) came from its locomotors and mining
trucks. That said, Grupo México issued a plan (already being carried through) to reduce these
emissions in the long run, aiming to substitute 20% of their fleet with new locomotors able to
reduce carbon footprints and increase efficiency. By doing so, they would be reducing 230
thousand tons of C02 emissions generated by the company, which accounts for approximately 8%
of their current emissions from mobile sources (e.g., trucks and trains). These actions imply that
the company is considering what it can do better and acting upon it.

Clean energy. Moreover, a factor that positively positions the company is that its green energy
projects will allow the company to reduce 21.1% of its total greenhouse gas emissions (Scopes 1 and
2). Since 2017, the corporation has shown decreasing scope-two gas emissions due to energy from
renewable sources used in their operations (which nowadays represents 22%). In addition, this
percentage is expected to rise to 25% in 2022 due to the new Fencias wind farm, which will reduce
their emissions by 300 thousand tons of C02 (Representing 5.2% of their total operational
emissions). However, in the latest quarterly report, the group disclosed that it has not yet started
operating this new plant since they need government approval. That, in turn, shows a minimum lag
in what they say they will do and how it comes to fruition; it could result in a negative market
perception regarding their credibility and reliability.

Correlation = 0.62
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Reputation risk from communication transparency. Still, the company has sometimes shown a
lack of clearness regarding waste spills and the lack of disclosure of these matters with their
investors. In addition, no evidence demonstrates how or if the company made any efforts to
evaluate how the local communities were affected by chemical spills, nor did they show any
interest in following up on the situations and how they could repair the damage inflicted by them.
That is a recurrent conduct that the company has shown through the years. Therefore, this lack
of transparency and disclosure has affected the company's reputation over the years.

Social 
Human rights. Grupo México has been part of the human rights evaluation held by the Corporate
Human Right Benchmark since 2019. In 2020, the organization graded the company with 13 out of
26 points, which meant they were above average in their sector. Moreover, Grupo México's 2021
report shows a shift in the disclosure of specific processes of due diligence and the inclusion of
policies that enable a more inclusive workplace with no discrimination permitted. Additionally, it
reported an increase in women's participation since 2016, and its metrics show equal salary
retribution between both genders. All of these actions have enabled the company's mining
division to obtain the certification of "Great Place to Work"; these changes demonstrate the
company's commitment to the groups of interest and an increase in considering the importance
of labor human rights and implementing those changes. 

Health and safety. However, there are also negative social aspects that affect the social
evaluation of the company. For instance, the workforce's health and security is a factor that
negatively impacts the company. That is because there have been no changes in the past five
years in the mining and infrastructure divisions' disabling accidents rate (LTIFR). Considering the
Cananea 2006 incident (death of 65 miners), there were strikes in both Sonora's mines for
approximately five months, which resulted in a decreased copper production of 26.3% (shown in
their second quarter 2006 report) compared to the previous year. Nowadays, this negatively
impacts the external social image of the company and its investors, since there is no recorded
improvement in the health and safety aspect of their workers, even though they have
implemented different policies directed towards addressing this issue. Additionally, there are no
protocols for monitoring and evaluating the effectiveness of the actions taken by the company in
response to the impacts and risks on the workforce, human rights, or local communities.

Governance
Board of directors. When analyzing this factor, we noticed that the CEO is also the Board's
Chairman, which is a negative aspect since it qualifies as a conflict of interest or agency problem.
Another characteristic that stands out when analyzing the board of directors is the lack of
rotation amongst its board members (currently, the board members rotate every 12 years) and the
average tenure of its members (19.7 years). Lastly, another factor that negatively positions the
company regarding governance is that there are no women board members (Appendix 6), which
exposes them as a non-diverse nor inclusive board in the industry (Figure 19). 

Family business. The company started with Jorge Larrea as the company's CEO and Chairman.
Eventually, before passing away, he left his company to his eldest son, Germán Larrea, also
currently CEO and Chairman of Grupo México. That demonstrates the typical behavior amongst
business people in Mexico, where the business is traditionally passed on to family members.
Thus, analyzing whether this trait will persist in the upcoming years is highly relevant since this
traces the future of the company. Therefore, we aimed to research the probability of whether the
future owner of the company would also be a family member and verify if this person is acquiring
the appropriate qualifications to undertake this responsibility. However, when doing so, there
was little information regarding this matter; yet, public media has speculated that German
Larrea's nephew, Fernando López Guerra Larrea, will be the next corporate CEO. Moreover,
besides German Larrea, there are two family members out of 14 Board members and three
directors who are part of the founding family across the senior management team (mining,
transport, and infrastructure). Regardless, when analyzing their credentials, it is seen that they
have the proper studies and qualifications to undertake such roles (Appendix 6).

Family ownership. Another aspect considered when analyzing this ESG segment was the family's
total ownership compared to other large Mexican companies. We included this in the analysis
because most public Mexican companies are family-owned and operated; therefore, the family
ownership comparison amongst other Mexican companies was relevant regarding proper
governance. The companies which were used in this comparative analysis were Peñoles (Bailleres
family), Grupo Carso (Slim family), and Grupo México (Larrea family). The total ownership of their
companies was approximately 70%, 80%, and 60%, respectively. Therefore, despite all
companies having a high percentage of family ownership, Grupo México has the lowest family-
ownership rate out of the three most influential public Mexican companies. Consequently, this
results in Grupo México having a positive positioning in governance compared to its sizable
Mexican peers.

Corruption. Past reports of Grupo México have stated that the company has not been exposed to
corruption news since 2017. However, an existing risk challenges this statement; this is the eight-
year issue around the toxic spills in Sonora and Bacanuchi rivers. The matter in question has not
been resolved. It can be related to corruption suspicions since Grupo México has not fully
complied with an agreement establishing a trust fund to remedy the damages created.
Specifically, there are still unfinished projects (stipulated in the trust fund), and journalists have
also found discrepancies regarding the fulfillment of such documents. Consequently, this
damages the company's reliability and transparency, which was taken into account in our
valuation as an investment risk in our bear scenario.
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Figure 19. Relative ESG  
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Figure 21. Company’s Ownership 
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Figure 20. Historical ESG Scores 

Source. Bloomberg  
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Figure 26. Grupo México reserves vs
peers 
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Figure 22. Grupo México revenue &
copper prices 

Source. FRED, Capital IQ, Team Analysis  

Copper price (USD/m
t) 

Cost control leads to large expansions in margins. In recent years, Grupo México has led among
its main peers in profitability (Appendix 3). Its net margins show the benefits of economies of
scale and cost diversification within the company, especially in periods of economic stress or
lower copper prices. Therefore, we expect the company to outperform its competitors in the
coming years, continuing this trend (Figure 24), assuming the historical difference in margins
continues as the company has solid competitive advantages. As a result, we estimate that the
company's EBIT will have a decrease of 53% in 2022, mainly due to an impact on the level of
copper prices derived from current macroeconomic conditions and higher inflation, to
subsequently have a recovery of 19% and 22% in 2023 and 2024, respectively; and then continue
with conservative 2% growth going forward. Historically, the company has shown a better
performance than its competitors when copper prices rise due to its cost advantage. In addition,
given the company's greater control over the value chain and higher fixed costs, it can benefit,
especially when copper volatility is positively skewed. Starting in 2027, given the increase in
demand for copper and the decrease in CAPEX, we expect that Grupo México's profitability will
lead the mining industry as we expect the company's solid economic moats to last for a time.

Satisfying mining shareholders with returns with less risk. Vertical integration has allowed
Grupo México to have a better ROE than the industry average (Appendix 3). Although this will
decrease in the coming years, we expect that it will recover comparatively faster than the
industry to 14% in 2024 and remain constant until 2027. The company has a higher average
historical ROIC than competitors (11.3% vs. 7.5%), which reflects profitable investments in mines
with greater natural capacity. Furthermore, we believe that the cost strategy, coupled with a
strong funding profile, will lead to net margin expansion to deliver to shareholders an EPS of
13.8% 2022E-2027E, reaching MXN 9.5 at the end of our projection (Figure 25).

Copper extraction will outlast competitors. We believe Grupo México has above-average
metrics that are significant in the mining industry. The company's dominance in Peru and Mexico,
protected by government concessions, allows them to have exclusive use of the largest reserves
in the copper industry, which represents an invaluable asset for the company (Figure 26). This
competitive advantage will allow them to extract more copper for an extended time, resulting in a
longer estimated mine life. The average remaining term of Grupo Mexico's concessions in Mexico
is approximately 17 years, resulting in the company being safe for the next decade; in addition,
concessions are renewable for another term. Furthermore, compared to the competition, these
richer natural resources give them an edge in satisfying future demand. We expect the company
to have an average production growth of 5% (Appendix 5)
 
Segment-integration compensates low ore grades. Another important metric in the industry is
the ore grade, which refers to the percentage of pure ore obtained from the total mineral mined.
As Grupo Mexico's mines are older than the competition, the company has a lower ore grade than
the industry's average (Figure 40), implying higher costs to extract each ore unit. Nevertheless,
vertically integrated operations lower extraction costs by a greater magnitude (i.e., holding the
industry's lowest cash costs, as seen in Figure 15). Therefore, the low ore grades impact is mainly
on reserve size. Cash costs in the copper industry have been increasing due to inflation,
impacting extraction costs; nonetheless, Grupo Mexico's cash costs are still below the 5-year
industry average (Appendix 11). 

Expanded production will capture future demand. Management capital allocation mainly
focuses on capital expenditures and dividends, depending on the outlook for copper demand and
metals prices. In periods of high copper prices, industry CAPEX usually rises, as seen in the
aftermaths of recessions such as 2008 or 2020, as companies look to take advantage of higher
prices. Industry CAPEX is expected to rise slightly in the next two years, indicating minor
expansion plans for most of the industry (Appendix 11). On the other hand, Grupo México will invest
15 billion in the next five years, expanding mine production through its program. Some of Grupo
México's board-approved projects, such as El Pilar and Tía María, located in Peru, are expected to
add 156 k production tons to mining operations. We expect the company's investments to pay off
and increase production in the long term, since management has been able to expand production
in the past, as seen in the last expansive CAPEX program from 2011 to 2015 (Figure 27).
Nonetheless, management in the past has not fulfilled CAPEX programs completely, even if
investments indeed increased; we expect CAPEX forecast to be below management's projections.

Source. Company Data, Team Analysis 

Figure 23. Grupo México consolidated
revenue forecast  & YoY change %

Source. Bloomberg, Capital IQ, Company Data

Revenue Cyclicality. Copper prices substantially affect overall revenues and profits, tying the
company's financial performance to the commodities market and the business cycle. Despite
Grupo México being a conglomerate, most of its revenue comes from the mining segment; thus,
the company's sales depend on copper prices (Figure 22). For instance, in 2015, Grupo México's
revenues decreased by 12%, most of which came from lower copper prices over the year due to
weaker Chinese demand. However, revenue growth recovered from 2017 to 2020 and accelerated
in 2021  to 35% YoY growth as copper prices increased due to higher copper demand and supply
disruptions, as COVID-19 restrictions eased, which we think represented a one-year outlier. Our
revenue growth forecast for the mining segment is based on estimating reserves depletion and
future production, depending on individual mine's estimated production life (Appendix 5). In
addition, we used price inputs for minerals from futures curves from exchanges, such as CMX and
LME. Starting from 2026, we used the historical average nominal growth rate in mineral prices and
decreased it to 2% in 2031, reflecting average expected inflation. Overall we expect revenue
growth to slow down in the next two years as macroeconomic conditions affect copper prices in
the short term. Nonetheless, we expect revenue growth to recover long-term as macro conditions
improve and the company benefits from copper industry catalysts. In addition, we expect Rail
Freight and Infrastructure divisions' sales growth to decrease in the next two years, as slower
economic growth also affects both segments. As a result, we expect total revenue to grow at an
average CAGR of 7% in the next five years (Figure 23). 

FINANCIAL ANALYSIS

Figure 24. Grupo México expected EBITDA
margins vs. Peers

Correlation = 0.78

Figure 25. Grupo México EPS forecast
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Figure 29. Net debt/EBITDA vs. peers

Source. Bloomberg, Capital IQ, Company's Data 
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We conclude a BUY recommendation for Grupo México with a 12-month target price of 88 MXN,
presenting a 24% upside from its 11/03/2022 closing price (Figure 1, Appendix 16). Our
recommendation is primarily weighted on a Free Cash Flow to the Firm (FCFF) Discounted Cash
Flow model (Appendix 16). Our DCF Model is based on a Sum of the Parts valuation (SOTP), as
Grupo México's segments operate distinctly separately. Moreover, we believe a DCF model can
better reflect macroeconomic conditions directly affecting copper prices and Grupo México's
vertical integration-related cost advantages. In addition, we conducted a sensitivity and scenario
analysis on our DCF model to assess the impact of the variability of copper prices and other
investment risks (Appendix 17); furthermore, we ran a Monte Carlo simulation to capture potential
scenarios better. To confirm our DCF results, we also valued Grupo México via relative valuation
and a real options model. Our overall valuation confirms our investment thesis on Grupo Mexico. 

Discounted Cash Flow. We valued Grupo México using a Sum of the Parts DCF model (Figure 31,
Appendix 16). Each operating segment was forecasted to represent each industry's growth trends,
cost structures, and risks; moreover, we valued independent corporate expenses separately. The
valuation was done in U.S. dollars since 92% of the company's sales are denominated in that
currency. We decided to forecast metals production and reserves depletion in each operating
copper mine within the mining segment, estimating their respective production rates and
production life. In addition, we considered extraction probabilities for reserves, resources, and
inferred minerals (Appendix 5). We consolidated the mining segment metrics starting from cost of
goods sold. Our main forecast period covers 2023-2027, reflecting our view on the company's
performance and copper industry drivers. Beginning in 2028, we used different growth inputs to
reflect normalized growth for the company. In the Rail Freight and Infrastructure segments, we
also considered the industry's drivers, such as infrastructure investment in Mexico and U.S.-
Mexico trade relations trends. Our forecast shows FCFF is expected to be lower in the next few
years due to higher CAPEX and lower copper prices (Figure 30). Nevertheless, we expect FCF to
recover in the long term as copper industry catalysts drive demand and investments made
increase mining productivity (Appendix 16). Our SOTP DCF reflects the corporate integration of
Grupo México, increasing copper demand, and the company's economic moats, which we expect
to drive long-term free cash flow growth.

Figure 28. Solvency & Credit metrics vs.
peers  

Source. Bloomberg, Capital IQ, Company Data

VALUATION

On the other hand, dividends become a priority in periods of low CAPEX plans, such as the one
seen in the last five years, where the payout ratio averaged 56%. Grupo México's dividend growth
is inconsistent since the company does not have a dividend policy, and dividends usually depend
on copper prices and management's capital allocation priorities. As a result, we did not consider a
DDM in our valuation since growth rates can be very volatile in different periods for dividends. We
expect the payout ratio to decrease below the five-year average as management capital
allocation priorities focus on increasing production through CAPEX. Grupo México has an
approved share buyback program but has not made any significant repurchases since 2016. Given
Grupo México's extensive cash balance, we believe the company has a missed opportunity to give
capital back to shareholders in other ways besides common dividends.

Acquisitions. Grupo México recently announced a takeover proposal (OPA) of Planigrupo, a
Mexican company operating on the development, construction, and administration of shopping
centers in Mexico. The acquisition has been announced but is pending approval from Mexican
regulation authorities. If the deal goes through, it will represent Grupo México's entrance into the
commercial real estate industry, and Planigrupo will be part of the Infrastructure division. Grupo
México intends to pay the full purchase price in cash, resulting in a cash outflow of MXN 4,702.4
mm, or just 1.63% of yearly sales. Due to the small size of Planigrupo's transaction for Grupo
México and the purchase price per share of MXN 14.2 (less than the valuation range of comparable
companies), we believe that Grupo México will purchase the Planigrupo share at fair value. In
addition, we think the Planigrupo acquisition would not incorporate easily into the company's
cost-segment integration since commercial real state activities and mining operations do not
complement each other. Since the acquisition is still pending, we did not include it in our FCFF
forecast.

Healthy solvency permits expansion and reduces risks. Grupo México's internal structure gives
it a competitive advantage within the industry. Although its leverage in SCC is above its closest
peers, Grupo México has shown a lower D/E ratio compared to competition (Appendix 3). Over ten
years, this solvency and liquidity management has allowed them to continue expanding their
activities even during economic stress. Furthermore, it demonstrates management's exemplary
ability to take advantage of vertical integration. This advantage is seen in how the company's
credit rating does not differ from its competitors (Figure 28). Therefore, it can have a more
significant business expansion supported by healthy levels of debt corresponding to the industry.
In addition, its payment capacity is greater than its peers, with a historically lower ratio of net
debt to EBITDA. We expect this ability to maintain this low ratio to continue, given solid solvency
management. Therefore, we believe it will be below the historical average change it has
maintained relative to peers (Figure 29).

Moreover, Grupo México has shown a liquidity surplus over the years, having an average current
ratio of 3.3x, which offers an insufficient use of existing assets, which could be negatively
affecting the company's results. This conservative attitude of the company could persist in the
future and should be considered for future projections. Another critical point to consider is that
its cash cycle is higher than that of its competitors, mainly due to an increase in the expected
payment time of its customers and suppliers. Nonetheless, the cash surplus can help the
company withstand times of economic stress and copper volatility compared to the competition,
which is relevant considering world economies face the possibility of a recession. Given current
short-term risks, a great liquidity position stands out against competitors (Appendix 3). 
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WACC. We estimated WACCs separately for Mining, Rail Freight, and Infrastructure (Figure 32,
Appendix 16). Our discount rates estimates were made in U.S. dollars to match our forecasted free
cash flow currency. The costs of debt were calculated as the weighted average of yields from
outstanding bonds. Since both Southern Copper and GMEXICO Transportes list separately, we
used bond information from the subsidiaries, except for the infrastructure segment and ASARCO,
in which we assumed the same costs of debt of Grupo México and Southern Copper, respectively
(Appendix 16). The costs of equity were estimated using the Capital Asset Pricing Model (CAPM).
We computed re-levered betas from the industry's average unlevered betas and adjusted them
with segment capital structures. Given global rising interest rates and more risk perceived in the
market, we decided to use the latest ERP data from Aswath Damodaran. Our discount rates
reflect the primary currency used in operations and financing. We also think they reflect current
market conditions via the risk premiums, which is relevant given the company's reliance on
macroeconomic factors.

Terminal Growth. Our terminal growth estimates were computed for each segment (Appendix 16).
In the mining segment, we estimated different growth rates after our main forecast period. From
years 10-30, we used an average growth rate of 3% to reflect more prolonged mining operations
since Grupo México's mines are expected to last more decades. However, given the uncertainty
about distant estimates for reserves depletion and new projects, we used a terminal growth rate
of -2% in year 30, assuming mining operations will decline over time as natural reserves
eventually diminish. In the Rail Freight segment, we computed a weighted average of long-term
GDP growth rates for the U.S. and Mexico, weighted with revenue geographical composition. The
same estimate for Mexico's GDP growth was used in the Infrastructure segment. 

Sensitivity Analysis. We conducted a sensitivity analysis to assess the impact of Grupo México's
operations' key value drivers and to robust our DCF model. As stated in our investment thesis, the
main value drivers are copper prices and cost margins, both substantially affect our DCF value.
Therefore, copper prices and their growth are the inputs that most impact value. We assessed the
possibility of lower copper prices in a scenario of slower economic growth. Our calculations show
an 11% decrease in our value if LME copper prices decrease 10% more than expected next year;
therefore, we think it is a significant risk for the company. On the other hand, COGS margins also
affect risk and value. As stated before, cost management is essential in the mining industry; a
10% increase/decrease in COGS margins increases/decreases our DCF value by 13%. In addition,
Mining WACC also has an important weight on value, which could be an important risk if the
company faces higher costs of capital due to potential ESG risk and a changing market view of
the company. This possible effect on value can be seen in our DCF value sensitivity graph
(Appendix 17). Our sensitivity analysis confirms our expected value drivers and potential risks for
Grupo México.

Scenario Analysis. We also considered three discrete scenarios in our valuation: Bullish, Bearish,
and Neutral, each representing potential opportunities, threats, and risks, also mentioned in our
Investment risks section (Figure 34). In addition, we varied essential inputs such as copper prices
and costs, including potential risks from higher taxes or operational risks. In the bullish scenario,
our target price represents a 46% upside from the current price, and in the bearish scenario, our
target price falls to MXN 58, providing a -28% downside. Our assumptions for each scenario are
presented below.

Figure 33. Monte Carlo simulation
distribution

Source. Team Analysis 

Figure 35. Monte Carlo simulation
statistics 

Source. Team Analysis 

Monte Carlo Simulation. We conducted a 100,000-iteration Monte Carlo simulation on our SOTP
DCF model, modifying the key value drivers of our investment thesis. The simulation captures
continuous scenarios and presents a broader outlook on potential operating performance for
Grupo México. Our simulation's summary is shown in Figures 33 and 35, incorporating the
probability distribution and the summary statistics of the iterations. Additionally, the chosen
variables and assumptions are shown in Appendix 19, being the most relevant copper prices
growth and COGS margins. We also considered other variables, such as WACCs and probabilities
for reserves extraction. Our simulation results confirm our bullish outlook, indicating a 41%
probability that the DCF value exceeds our estimated target price.
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Figure 34. Scenario Analysis  

Source. Team Analysis 

Figure 32. WACC composition

Source. Team Analysis, Damodaran  

Figure 31. SOTP DCF Waterfall 

Source. Team Analysis, Bloomberg  
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We identify three main investment risks for Grupo México: lower ore grades due to old operating
mines, governments pursuing more robust fiscal policies for taxing mining firms, and tied
company performance to volatile copper prices due to cyclical macroeconomic factors.

Operational risks
 
OR1: Green bonds and trustworthiness (LOW probability, MODERATE impact). Since Grupo México
stated in past reports that they would start Fenicias Wind Park operations in 2022, and they have
not yet started operating this park (as they are waiting for the permission of the Energy
Regulatory Commission), the company's trustworthiness may be at risk. Furthermore, having
clean energies could result in Grupo México having access to Green Bonds; however, they would
need to prove efficient and reliable in their capital expenditure programs. The company could
face higher costs of capital if its reputation worsens. Mitigation: The company already has an
operating wind park (El Retiro) which signifies the company's commitment to clean energies.
Valuation Impact: A 5% increase in our mining WACC lowers our valuation by 6%.

OR2: Aging workforce and lack of young talent (HIGH probability, LOW impact). Labor in the
mining and transport sectors is becoming less appealing to younger generations worldwide.
Currently, the workforce's composition is concentrated on older generations (e.g., the average
miners' age in Mexico is 43.9). Furthermore, the decrease in the labor supply in future years will
also result in higher wages and operational costs for the firm. Mitigation: The company keeps
track of employee turnover rates for each division, categorized by race, sex, and age (Figure 41),
and employs a relatively young workforce (Figure 42). Valuation Impact: Adjusting the revenue
growth rates in mining and rail freight segments (5% lower) decreases our target price by 2%.

OR3: Lower ore grades (MODERATE probability, HIGH impact). Since the corporate's mines have
been operating for over 50 years, ore grades have been degraded (Figure 40). Thus, the company
faces the risk of having lower ore grades in the future (which are currently low compared to the
competition). Mitigation: Grupo México uses grinding and flotation processes to increase mineral
ore grades. Valuation Impact: Lowering the ore grade by 10% directly impacts copper reserves
and revenues, decreasing our valuation by 11%.

OR4: Insufficient ESG practices (MODERATE probability, MODERATE impact). Referring back to
the Cananea incident in 2006, where the five-month strikes accounted for a 26.3% reduction in
the production of copper (compared to the previous year), the company ignored the protester's
claims, which translated into a second accident in 2014 regarding river pollution. Therefore,
production can be affected due to possible health and safety accidents. Mitigation: As mentioned
in Financial Analysis, the company's CAPEX program has paid off. Moreover, the company built a
dam to prevent water pollution at Cananea. Valuation Impact: 10% lower production rates due to
strikes and the suspension of mining activities decrease our valuation by 6%.
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Real Option Models. Another methodology we used to determine the value of Grupo México's
stock was the real options valuation approach. This strategy considers the company's equity to be
a call option over its assets, with the face value of the debt serving as the option's strike price.
We think using this methodology is relevant, given the company's stock price relation with copper
prices and, thus, its volatility. To value the company's assets, we used the Black & Scholes option
valuation model (Appendix 18). The asset's value was our EV estimate in our SOTP DCF valuation,
and the used volatility was 12.6%, representing the variance in firm value and its correlation with
worldwide copper prices. Our calculations show the stock has a value of MXN 80.4, implying
copper volatility can significantly influence the company's equity value and stock price.

Relative Valuation. Finally, we also decided to analyze multiples and relative valuation models to
support our recommendation. We decided to choose peers in each of the company's three
operating segments. In the mining division, we identified companies with similar production,
reserves, and market size (Appendix 15); on the other hand, we selected transport and
infrastructure peers using similar metrics such as size and geographical reach. We decided to
use only EV multiples due to our SOTP FCFF-focused valuation and the absence of market cap
values for some of the company's subsidiaries that do not trade in public markets. We chose
EV/EBITDA multiples as the most representative for our calculations because of the high capital
requirements of the mining and rail freight industries. We also used EV/Reserves multiples in the
mining segment to analyze market pricing on industry-specific metrics. Consequently, we found
that AMC is trading at a discount to the peer's average, as seen in estimating AMC's implied
EV/EBITDA multiple, which shows that the corporate-cost diversification impact on the
conglomerate is being overlooked, as AMC trades at a lower EV/EBITDA than its subsidiary SCC.
Our relative valuation shows the company is trading at a discount compared to the mining peers'
multiple averages (Figure 38). This reflects an underestimation of Grupo México's competitive
advantages via cost integration and its unique geographical dominance.

Figure 38. Relative Valuation summary 

Figure 39. Risk Matrix

Source. Team Analysis

Figure 40. Grupo Mexico's ore grade vs. 
 Peers (%)

Source. Bloomberg Intelligence   
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Figure 37. AMC mining estimated
EV/EBITDA vs. Peers. 
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Political Risks
PR1: Mining Taxation (HIGH probability, HIGH impact). Several taxing bills in Latin American
governments have been proposed to fund social programs. For example, in December 2021, the
Peruvian government wanted to increase mining taxes by 3 to 4 percentage points. In addition, in
July 2022, the Chilean government introduced a tax reform bill that increased copper mining
royalties (Figure 43). Furthermore, in the same month, the Mexican state declared a state-owned
company as the exclusive lithium producer in the country. Mitigation: The company complies
with its royalty payments and exploits its concessions. Valuation Impact: A 4 percentage point
increase in the mining tax rate reduces our price target by 8%.

PR2: Antitrust laws (LOW probability, LOW impact). The Federal Commission of Economic
Competition (COFECE) has taken various approaches to increase competition in the Mexican rail
freight industry by imposing taxes and reducing the number of operating years for the renewal of
rail concessions. Thus, the cost of operating this sector could increase with antitrust legislation
and increased competition. Mitigation: Grupo México holds significant contracts with the Mexican
government, as mentioned in Business Description. Valuation Impact: a 15% increase in the rail
freight segment's tax rate reduces our target price by 2%.

PR3: Labor strikes (MODERATE probability, MODERATE impact). Unions of mining workers
continuously demand new collective contract talks for better wages and an overhaul and
improvement of safety standards (71% of Grupo Mexico's workers were members of a union in
2021). Moreover, as the cost of a company operating overseas can be substantial (especially if the
country lacks infrastructure or a regulatory framework), it can depress wages paid to locals and
drive up the salary paid to expatriates. Mitigation: According to company filings, SCC's priority for
future mining projects (like Tia María) is hiring local workers. Moreover, the corporation is insured
for infrastructural damage or delayed production from labor disputes. Valuation Impact: 15%
lower production rates due to strikes in mining operations decrease our valuation by 8%.

PR4: USA Political Ambiance  (MODERATE probability, LOW impact). Since the U.S. is Mexico's top
trading partner, changes in U.S. economic policies significantly affect the Mexican economy and
Grupo México (e.g., during Trump's administration, the U.S. imposed new tariffs on Mexico that
diminished Mexican exports). Therefore, the possibility of Trump running for president again in
2024 could affect the taxes imposed on Mexican exports, consequently impacting Grupo México's
rail freight division. Mitigation: Grupo México's revenues are diversified in other geographical
regions (Figure 6). Valuation Impact: 10% higher tax rates in the Rail Freight segment
(representing tariffs) lowers our valuation by 1.6%.

Market Risks
MR1: Copper price volatility (HIGH probability, HIGH impact). Copper is one of the most volitile
metals, having an implied volatility of 33%, according to CMX (Figure 45). Its volatility is due to the
metal's exposure to macroeconomic expectations and commodity market speculators. An
uncertain macroeconomic landscape could affect copper prices in 2023. As a result, copper
prices could significantly impact the company's share price and operating performance.
Mitigation: As mentioned in the Investment Summary section, the company focuses on cost
competition and vertical integration to remain profitable. Valuation Impact: A 15% decrease in
2023 expected copper prices lowers our target price by 17%.

MR2: Inflation (MODERATE probability, HIGH impact). Mining companies recently had lower
margins as fuel prices have increased due to high inflation and disruptions from the war between
Russia and Ukraine. Inflation has also increased labor costs through local currency depreciations
(Figure 44). Inflation could persist for longer (deep in 2023) if central banks find it difficult to
reduce it due to supply disruptions. Mitigation: Although Grupo México's energy costs accounted
for 31% of total costs in 2021, Grupo México's subsidiary GM Controladora de Combustibles also
stores and sells fuel to Grupo México and other firms, such as Valero (an oil-producer firm).
Valuation Impact: A 7% higher COGS due to sticky inflation decreases our valuation by 10%. 

MR3: Interest rates (MODERATE probability, HIGH impact). Interest rate hikes threaten to slow
consumption and affect risk assets. Interest rates in the U.S. are expected to remain elevated or
decrease slightly in 2023, but could keep rising if inflation remains high. Mitigation: 95% of Grupo
México's debt has fixed interest rates. Valuation Impact: A 1.5 percentage point increase in the
risk-free rate would decrease our target price to the current price. 

MR4: Transisthmian Corridor (MODERATE probability, LOW impact). Mexico's army and national
defense institutions (SEDENA and SEMAR) will operate a new railway: the Transisthmian Corridor.
Its purpose will be to transport commodities and people through four Mexican states (Appendix
2). Mitigation: Grupo México was recently involved in constructing the Maya Train, and has
passage rights through this railway. That said, the company may be allowed to operate this new
railway. Valuation Impact: 7% lower revenue growth rates in rail freight lowers our target price
by 4%.

MR5: Lagged copper production (HIGH probability, MODERATE impact). Copper mining
systematically faces delayed production due to mining feasibility studies, government
concessions and permits, and mining site construction times. However, as more investors and
communities require more adherence to ESG principles, new mines are further being delayed.
Consequently, this can limit Grupo México's ability to capture growing demand and compete for
market share. Mitigation: As mentioned in the ESG section, the company has engaged in clean
energy projects (such as wind parks) and plans to reduce its fleet carbon emissions. Valuation
Impact: 15% lower expected CAPEX and 5% lower production rates lowers our valuation by 7%.
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Figure 41. Employee turnover rates &
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Source. Company Data

Figure 43. Mining Royalties' increase in
selected countries

Source. Chicago Mercantile Exchange
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Figure 45. Copper & other metals -
Implied Volatility (CVOL)

Source. S&P Global Market Intelligence
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Figure 42. Grupo México's employees by
age composition
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APPENDIX MAP 

1. GRUPO MÉXICO‘S MINING ASSETS

Corporate Offices

Open Pit Mine

Metallurgical Complex

Underground Mines

Projects

SPAIN

Source. Company Data, Bloomberg 
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Formerly Cananea, Buenavista del Cobre is a mining complex which has
one of the top 5 biggest copper mines in the world. In addition, it has the
oldest operating mine in North America (it started operating in 1899). 

2. MEXICAN RAILWAY MAP & GRUPO MEXICO'S CONCESSIONS

Kansas City Southern

Chiapas Railway
Transisthmian Corridor
Tijuana-Tecate Railway

Transisthmian Corridor
Tijuana-Tecate Railway

As the Mexican Rail Freight industry lacks competition, the government allows concessionaires to operate in other concessionaires rails through
"rights-of-passage", regardless of exclusivity clauses. These rights can substute tariffs (stablished between concessionaires) if the government
considers it appropiate.

State-owned railwaysPrivate-owned railways

Chiapas-Mayan Railway

North-Pacific
(Ferromex) 55.5 1997 35.5 2061

Ojinaga-
Topolobampo

(Ferromex)
50 1997 30 2056

Nacozari
(Ferromex) 30 1999 - 2029

Southeast
(Ferrosur) 50 1998 30 2048

Oaxaca-south
(Ferrosur) 30 2006 30 2036

Source. Company Data, OECD, Team Analysis

Concessions Duration
(Years)

Exclusivity
Period
(Years)

Start of
Concession

End of
Concession

It is a mining-metallurgical complex located in Nacozari, Sonora. As
Ferromex owns a rail concession in this exact same place, its operations
are vertically integrated for transporting finished copper cathodes.
Furthermore, this place owns a pipeline to support its mining operations.

Operating under a single concession, Cuajone is the 20th largest copper
mine in the world. Furthermore, although Grupo Mexico's transport
division does not operate in Peru, this mine is connected to a
metallurgical complex called Ilo (H) via rail tracks. Additionally, in Ilo, 
 SCC also operates a port where it ships finished goods and imports
supplies.

Toquepala is a mining-metallurgical complex connected via rail tracks to
Ilo and Cuajone. It is powered by Peruvian company Electroperú and is
managed under a single concession. 

38
89
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3. COMPETITORS COMPARISION 

4. ECONOMIC PROJECTIONS 5. RESERVES AND PRODUCTION SUMMARY 

Source. Gerens

Principal mines summary 

Extraction probabilities Expected metals prices growth 

Source. CMX, LME, Team Analysis 

Source. Company Data, Team Analysis 

Source. World Bank, OECD, IMF, Analysts' consensus, Team Analysis            (Sources average) 
Revenue Build-up assumptions. For the construction of our revenue growth, we included the mineral reserves of each mine of Americas Mining
Corporation, including Southern Copper and Asarco. A horizon period of 10 years was assumed in which each mine production rate was computed
separately, depending on reserves, historical data, and future prospects. Overall we expect the mining segment to have an average annual
production rate of 5% for the next decade. We estimated production for the six minerals Grupo México extracts: Copper, Molybdenum, Silver, Zinc,
Gold, and Lead. This analysis gave us the mining segment's total mineral production for our forecast period. There are three types of reserves in
the mining industry, depending on existence certainty; therefore, we adjusted reserves for extraction probabilities using data from Gerens, a
Peruvian mining post-graduate school. Next, we used futures curves for each mineral to estimate metals prices, assuming that the market
expectations are the best estimate of the future price. Then, starting from year 4 of our estimations, we used historical average nominal growth
rates for the minerals and decreased in perpetual growth to long-term inflation rates. Having these inputs we forecasted mining revenues. For the
Rail Freight segment, we estimated future tons transported per km based on historical figures, we also considered future US-Mexico rail freight
trade prospects. For cargo prices, we used historical averages and inflation forecasts for U.S. and Mexico. 

Source. Bloomberg, Capital IQ, Company Data, Team Analysis 
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Global Industry

Classification Standard)
Other Corporate

Governance positions Education

Germán Larrea
Mota Velasco

Xavier García de
Quevedo Topete

68 Chairman

Deputy
Chairman74

41

39

Materials, Industrials
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Financials

Business Admin. (B) 
Grupo Mexico's CEO 
SCC Chairman

Chem. Eng. (B)
Business Admin.
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AMC Deputy Chairman
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Civil Eng. (B)
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CEOMember Materials, Industrials,
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Ruiz Member84 6
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Claudio X. González
Laporte 87 32
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Staples
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Sahagún Member78 18 Financials

Member

Emilio Carrillo
Gamboa 83 19

Materials, Industrials,
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Law (B) Senior partner of the law

firm Carrillo Gamboa

Antonio Madero
Bracho 85 21 Materials, Financials

Mining, engineering
and mettalurgy (B)
Business Admin. (M) 

Member of the Trilateral
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Member

Member

Chem. Eng. (B). 
Law (M).
International Rel. (D)

Chairman of Kimberly-
Clark

Law (B)
Public 
Accounting (B)

Member of Fresnillo Ltd.,
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Carlos Prieto Sierra

Carlos Rojas Mota
Velasco

68

Member68

6

6

 Information Technology,
Financials

Materials Business Admin. (B)

Business Admin. (B)
Business Admin. (M)

Principal of Mexican
business school Escuela
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Chairman and CEO of
Grupo Rotoplas

Member

Public 
Accounting (B)

Chairman and CEO of
Seguros Atlas

6. BOARD OF DIRECTORS OVERVIEW 

7. CORPORATE STRUCTURE 
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America's Mining
Corporation (AMC)

México Proyectos y
Desarrollos

 

American Smelting and Refining
Company (ASARCO)

Ferrosur

Intermodal México (IMEX)

Florida East Coast Railway (FEC)

Ferrocarril Mexicano 
(Ferromex)

Texas and Pacific Railway

Southern Peru Copper Corporation
(SPCC)

Minera México (MM)

México Compañía Constructora (MCC)
Grupo México Servicios de Ingeniería

(GMSI)
Grupo México Controladora de

Combustibles (GMCC)
Controladora de Infraestructura

Energética México (CIEM)
Controladora de Infraestructura

Petrolera México, S. A. de C. V. (CIPM)

Rail Freight Division

Source. S&P Capital IQ, Company Data

Mining Division

Infrastructure Division

70%

100%

100%

74%

17%

GMéxico Transportes
(GMXT)

13%

26%

BMVInbursa

Union Pacific

Source. Company Data

Southern Copper
Corporation (SCC)

89% 11%



8. PORTER'S 5 FORCES

9. PESTEL ANALYSIS
Mining Division Rail Freight Division

POLITICAL
Growing geopolitical volatility. Conflict between Ukraine and
Russia (owner of 10% of global copper reserves).
Strong environmental policiy enforcement (except for
countries with weak regulatory frameworks).

Market structure. This industry operates as a duopoly in
Mexico. Private sector is given limited concessions.
A new trade agreement (USMCA) was signed in 2020 between
Mexico, U.S., and Canada, replacing NAFTA.

ECONOMICAL

SOCIAL

TECHNOLOGICAL

Copper prices move alongside the business cycle. There is
more construction and manufacturing when economies are
well, increasing copper demand and prices.
Inflation increases energy costs and pressure on wages.

Labor strikes demand better safety measures and wages.
An aging workforce and lack of young talent. Declining
enrolment in fields like mining engineering and metallurgy.
Investors requiring strict adherence to ESG principles. 

Foreign trade growth boosts rail freight (e.g., the automotive
industry freights on trains rather than trucks).
Combined investment between major concessionaires
improves the rail system they operate in.

Accidents. Although the number of accidents has reduced in
the last years by 21.08%, Mexico still has a higher rate of
accidents than other countries. 
Increased vandalism threatens both cargo and workers.

ENVIROMENTAL

LEGAL

Pollution and hazardous waste leading local communities to
protest and even disrupt local firms' mining operations.
Increased dislocated wildlife and habitat destruction in
more biodiverse areas following mineral demand growth.

Following patent activity trends, there is a switch from refining
technologies to exploration and environmental techs.
Automation technologies (Machine Learning and AIs) being
used for productivity, safety and ecological purposes.

Growing resource nationalism. Latin American governments
are increasingly proposing bills to tax mining firms. In the case
of Mexico, the government now holds the right to mine lithium
exclusively through a state-owned firm.

Rail freight is the most fuel-efficient means of transporting
goods in-ground. Compared to truck freight, rail
transportation saves fuel, reduces CO2 emissions, and relieves
highway traffic congestion. 
Lack of effective competition. To increase competition, the
government imposes tariffs on concessionaires and gives
them rights of passage. This trend can reduce concessions'
operative time (currently 50 years) if unchanged.

Continuous infrastructure maintenance and investment.
Currently, there are 15 rail projects in Mexico. 
Data analytics and big data techs are being used to develop
new trains and equipment, improving time efficiency.  
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Rail Freight DivisionCopper Mining Division
THREAT OF NEW ENTRANTS

Heavy entry costs (infrastructure, exploration and construction costs)
High barriers to entry (concessions take long to be acquired and renewed,
specially with tougher mining regulations from resource nationalism)

Heavy entry costs (infrastructure, construction and operational costs) 
High barriers to entry (concessions have already been granted by the
Mexican government and take a long time to be acquired and renewed)  

THREAT OF SUBSTITUTES 
Aluminium is cheaper than copper, but 60% less conductive
Higher-sustained copper prices can make Aluminium more attactive
Silver is another good transistor, but more expensive and scarce

Trucks stands as the main substitute as it has a higher market
participation (53% moved by trucks whilst 13% by rail) 
Maritimie and air transport  are also strong freight substitutes

COMPETITIVE RIVALRY 
Private and state-owned multinational companies compete for market share
Cost-saving strategies lead companies to scale up size and production
As a commodity market, firms focus on geographies and cost competition 

Kansas City Southern Mexico is the main rail freight competitor in Mexico
Cost and time efficient make rail  transport more competitive
Private and state-owned companies  in the market 

SUPPLIER BARGANING POWER 
The mining value chain requires specialized processes and services, such
as smelting and metallurgical procedures
Switching costs are high due to the complexity of the mining equipment

CUSTOMER BARGANING POWER 
Customers can buy from any supplier as it is a non-differenciated product
Since copper has several uses, customers are widely diversified across
several industries (such as automotive and manufacturing)

They have a low barganing power since it is a non-differenciated service 
Grupo México operates the majority of tracks in Mexico, therefore has
higher barganing power than their customers  

Source. Team Analysis

Source. Bloomberg, Team Analysis 

LOW LOW

MODERATE HIGH

LOW

MODERATE 

HIGH

HIGH

LOW

Threat of New Entrants

Threat of
Substitutes

Competitive
Rivalry

Supplier Bargaining
Power

Customer
Bargaining

Power

Low
Low Moderate

High High

Threat of New Entrants

Threat of
Substitutes

Competitive
Rivalry

Supplier Bargaining
Power

Customer
Bargaining

Power

Low
Moderate High

Low Moderate

MODERATE

The rail freight transport system needs gasoline in  order to operate, but
Grupo México can easily change from the gasoline supplier
Switching costs are low due to homogeneous product (gasoline)



10. VALUE CHAIN ANALYSIS

 Copper Cash Costs ($/lb)

SCC

Freeport

Tech re
sources

Firs
t Q

uantum

Oz m
inerals

HudBay
KGHM

Taseko

4 

3 

2 

1 

0 

Industry current average 1.74 

11. COPPER INDUSTRY INSIGHTS
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Source. Wood, McKinsey, Company Data, Team Analysis

Cash Costs curve of Southern Copper vs copper
peers (2022 Q2) 

Global copper demand by end use (2021) 

Source. Bloomberg Intelligence, Team Analysis  

Industry
historical

average 1.33 

Engineering studies. Grupo México Servicios de Ingeniería 
 (GMSI) subsidiary conducts feasibility studies (such as
exploration projects in Mexico and Peru) for developing
new mines.

Drilling and mine construction. Through México Compañía
Constructora subsidiary (MCC), Grupo México provides
maintanance to every division's infrastructure.
Additionally, it constructs new mines.

Extraction / Mining. This task is performed by Grupo
México's core subsidiaries: ASARCO and SCC. These also
manage subsidiaries for each mine project respectively.

Grinding, Smelting & Refining. SCC's mines in Peru and
México are supported by metallurgical complexes, where
copper ores are grinded, smelted and refined into copper
cathodes, wires or concentrates.

Transport. Ferromex subsidiary (the main subsidiary of
the rail freight division) helps transport copper cathodes
to different ports and intermodal terminals across Mexican
territorry.

Intermodal. Intermodal Mexico (IMEX) rail freight division
subsidiary helps coordinate cargo transfer in order to
reduce terminal dwell and make rail freight more efficient. 

1
2Power generation. Supported by subsidiary México

Generadora de Energía (MGE), Grupo México provides
energy to its mining operations through electrical power
plants and, in some places, wind parks.

Construction
29%

Product Manufacturing
20%Utility

15%

Machinery
15%

Transport
11%

Other
10%

Industry CAPEX Forecast 

Source. CRU 
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Worldwide copper production market share
(2021) 
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27%
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12.8%

BHP Billiton
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12. CONSOLIDATED BALANCE SHEET 

12. CONSOLIDATED BALANCE SHEET (COMMON SIZE) 

Source. Company Data, Team Analysis  

Source. Company Data, Team Analysis  
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14. CONSOLIDATED CASH FLOW STATEMENT 

13. CONSOLIDATED INCOME STATEMENT (COMMON SIZE)

13. CONSOLIDATED INCOME STATEMENT 

Source. Company Data, Team Analysis  

Source. Company Data, Team Analysis  

Source. Company Data, Team Analysis  
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15. RELATIVE VALUATION

In order to correctly apply the relative valuation method, we decided to segment the multiples used into the three main company business lines:
Mining, Rail Freight, and Infrastructure. The comparable set of companies shown in the tables below was grouped according to their industry of
operation and the fact that they share similar business and risk characteristics with Grupo México's subsidiaries. Given the absence of
information for equity multiples on some of Grupo's México subsidiaries, we decided only to analyze firm (EV) multiples.

Mining. Companies with a worldwide presence were chosen to form a part of this peer set. The comparables must have a global presence
considering Americas Mining Corporation is a firm with activities in numerous nations. We think that the size of mining corporations is crucial
since their global reach reduces the company's risk. Peers were chosen looking at similar geographical sales and sizable copper production.

Transport. Publicly traded businesses with operations in North America were selected as Grupo México's transportation division peer set. The risk
that the company internalizes is significantly influenced by the regulation that applies to the transportation industry in North America, which is
why we decided to pick businesses that fall under the same regulation as Grupo México. Since Mexico-U.S.-Canada trade relations influence this
peer group, we believe using only North American peers is representative of Rail Freight comparables.

Infrastructure. Many publicly traded companies in Mexico's infrastructure sector are comparable to the Grupo México infrastructure subsidiary. It
was proposed that to compare this business line properly, only Mexican firms that were comparable in size to the Grupo México subsidiary should
be included. We decided to include three of the country's most representative public infrastructure firms focused on industrial projects.

RAIL FREIGHT MULTIPLES EV SOTP MULTIPLES VALUATION 

MINING MULTIPLES EV INFRASTRUCTURE MULTIPLES EV

Source. Bloomberg, Capital IQ, Team Analysis  
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16. SUM OF THE PARTS DCF VALUATION 

MINING SEGMENT

Terminal growth. We used two different terminal growth rates in the mining segment. A
growth rate in cash flows of 3% was assumed until year 30 of the projection, and then a
perpetuity decrease rate of -2% was assumed. In this way, we reflect the wear and tear of
the mining industry. Minerals, finite resources, will eventually come to an end; however, it
is uncertain when it will ultimately happen. We assumed that in the future, the cash flows
for Grupo México would not stop but would come from some other activity that is assumed
to have a risk similar to mining; as a result, we used the same WACC to discount the
decreasing perpetual flows. In the Rail Freight segment, we assumed a terminal growth
rate of 2.38%, computed with a weighted average of expected GDP growth for the U.S. and
Mexico, with geographical revenue segmentation. In infrastructure we used a terminal
growth rate of 2.5%, reflecting long-term Mexico GDP growth. 

WACC. As part of our SOTP analysis, we had to construct a WACC for each one of the
business lines of the company.  To build all four WACCs, we used the following process.
First, our cost of equity calculations were based on the CAPM. We used the ten-year U.S.
treasury bond yield as the risk-free rate. Second, our equity premium was obtained from
the database from NYU professor Aswath Damodaran, for the U.S. market. Additionally for
each industry we took the unlevered industry beta provided by Damodaran and levered
them using each of Grupo México subsidiaries' capital structures (It is assumed that these
capital structures will maintain constant into perpetuity). We assumed that Infrastrucre
has the same structure as the conglomerate, and that ASARCO  has the same structure as
Southern Copper. Finally, we added the Mexico country risk premium provided by
Damodaran to account the fact that the companies trade and operate in the Mexican
market, as our valuation was done in U.S. dollars.  
 

RAIL FREIGHT SEGMENT WACC COMPUTATION 

SOTP DCF COMPUTATION 

TARGET PRICE COMPUTATION 

INFRASTRUCTURE SEGMENT 

CORPORATE EXPENSES 

Source. Company Data, Damodaran, Team Analysis  



1220

17. SENSITIVITY ANALYSIS

18. REAL OPTIONS VALUATION

19. MONTE CARLO SIMULATION

MONTECARLO SUMMARY

10% Increase in parameter 10% Decrease in parameter

To determine the value of Grupo Mexico's stock, we employed the real
options approach. This strategy considers the company's equity to be a
call option over its assets, with the face value of the debt serving as the
option's strike price. Debt was assumed to be converted into a zero-
coupon bond. Using the Black & Scholes model we can price the call
option with the following equations:

Average copper prices growth during our forecast
period.
COGS Margins.
Segments WAC
Terminal growth rates.
Reserve's extraction probabilities

Given the uncertainty of many factors affecting Grupo
Mexico's stock, we decided to conduct a Monte Carlo
simulation. We performed 100,000 simulations. The
parameters we chose for the simulation are the following:

1.

2.
3.
4.
5.

We used historical information to determine the
parameter's mean and standard deviation.
Our probability distributions for our parameters, simulation
statistics, and the distribution of our simulation, are shown
on the right side. Our results indicate a 41% probability of
values being above our target price and a 62% probability
of values being above the current price. The simulation
results support our recommendation.

Iterations
Base case  SOTP DCF
Mean 
Median
25th percentile
75th percentile
Standard Deviation
Coefficient of Variation
Skewness
Kurtosis
% Above current price
% Above target price

100,000
MXN 85
MXN 87
MXN 84
MXN 99
MXN 70

16.8
0.19
0.95
6.56
62%
41%

11% 12%10% 4.6%45%31% 59% 9% 10%8%10%

COGS

Mining WACC

Copper prices growth

Tax rate

Copper production rate

Transport WACC

Terminal growth rates

Extraction probability

Infrastructure WACC

 

SOTP DCF Value sensitivity

Target price
MXN 88 

Current price
MXN 71 

Simulation Distribution

Fr
eq

ue
nc

y

Mining WACC COGS Margin Copper Prices Growth Transport WACC

Source. Team Analysis  

Source. Team Analysis  

Source. Team Analysis  

Source. Team Analysis  

12%7%2%-3%-8%-13%


