ALSEA (BUY, PT$53.00)

Flash: Alsea Day. Driving digital transformation,
while leveraging organic expansion

= Alsea reported its strategic plan for 2027, based on a series of measures
aimed at strengthening the traditional business by optimizing the cost
structure and supporting digital channel

=  The positive outlook for the company remains positive, supported by
organic growth and technological development. However, short-term
challenges associated with cost issues in Europe remain

The outlook and plan announced during investor day were mostly in line with our
expectations. Although the surprises were minor, they represent a series of
guidelines that should lead to consolidation and expansion in the medium term.
In particular, the company establishes six main lines of action for the next few
years aimed at detonating company value: (1) having the best talent; (2)
operational excellence; (3) digital transformation and cutting-edge marketing; (4)
portfolio growth and profitability; (5) innovation; and (6) sustainability. On the
other hand, among the highlights, Alsea maintains as a goal for the period from
2023 to 2027 the opening of 2,530 business units, which will be distributed in
Mexico (51%), Europe (32%), and South America (17%).

Updated outlook for 2023. In line with our forecasts, the company set an
EBITDA growth target of over 10% y/y in 2023, which compares favorably with
the anticipated 14.0% yl/y. Although it has continued with an important
expansion, recalling the 14.1% y/y consolidated advance in 2022, profitability
has been under pressure due to higher raw material costs, particularly energy costs
in Europe. Based on the above, we are targeting an EBITDA margin above 20%
(vs. 20.4% in 2022 vs. 31.3% in 2021), which will most likely continue to
integrate the negative impact of Europe derived from a pressured environment in
the first half of the year. In this context, it would be reflecting a Debt/EBITDA
ratio of 3.8x (vs. 3.5x currently) and a ROE between 21% and 23%. Finally, debt
payments of MXN 1.3 billion are expected, representing 4.9% of total debt, as
well as seeking to refinance debt by 2024.

EBITDA a/a >15% >10% 14.0%
Margin EBITDA >13% >20% 21.8%
Debt/EBITDA ~2.8x ~3.3x ~3.5x
ROE 18%-19% 21% - 23% 23.8%

Source: Alsea, Banorte

A plan based on organic expansion and the search for operational
efficiencies, while driving the digital segment. Alsea identifies 4 key strategies
to be developed over the next few years, which come together in the following:
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(1) staff capacity, involving the attraction, retention, development, and talent; (2)
digital capabilities, which, in turn, integrates loyalty programs, information
processing and analysis, the development of Omnichannel and personalized
marketing; (3) operational capabilities, reflecting the search to improve customer
experiences and (4) capacity management, where it would be looking to increase
profitability. In particular, the company expects that the second measure (2)
mentioned above, which includes price optimization, elasticity analysis, product
and channel segmentation, as well as price studies and sales maximization, would
represent an opportunity for annual EBITDA between 1% and 1.5%. In turn, they
estimate that Starbucks' digital transformation will drive national market
penetration from 35.4% in 2022 to 39% in 2023, as well as an expected level of
56% in 2027, driven by rewards programs and stores.

Strategies focused on expanding its main lines of business over the next 4
years. For the (1) Starbucks division, we expect to open an average of 690 stores
per year until 2027 (43% in Europe, 36% in Mexico and 21% in South America),
seeking to give priority to products with higher margins; (2) Dominao's expects to
open 127 new stores per year, where the greatest efforts will be channeled to
Mexico (68%), followed to a lesser extent by Europe (17%) and South America
(14%). Finally, (4) in the casual and family food division, 17 new stores are
expected to open on average per year (53% in Europe, 43% in Mexico and 4% in
South America).

General investment plan. For the current year, CAPEX is expected to reach
MXN 5.5 billion (+30.5% y/y), of which 51.8% will be invested in Mexico,
27.8% in Europe, and 20.4% in South America. In particular, the technology
segment will receive around 8.6% of CAPEX, in order to continue to accelerate
the growth of its digital platforms and leverage the presence of branches in all
regions. In that sense, among the apps that will continue to drive, are Domino's,
Starbucks Rewards, and Wow+, which have added more than 50 million
deliveries and revenues of MXN 18.8 billion in 2022, reflecting a 27.3% share of
total sales. In turn, 37% of Capex will be channeled to openings, 28.4% to
maintenance, 17.5% to remodeling, and 8.4% to other items.

Positive outlook, although profitability pressures are expected in the short
term. At investor day, external factors in Europe were mentioned that will
continue to pressure margins. On the one hand, they pointed out that energy prices
(electricity) have had a significant impact, but for 1Q23 they are below half of
their 2H22 average evolution, which leads them to believe that they will have a
better environment for 2H23. Additionally, they reported that they have been able
to pass through close to 65% of the costs derived from the increases in input prices
to consumers. Against this backdrop, we remain cautious for the first half of the
year as growth rates may decelerate and profitability pressures gradually
diminish. We favor the second half of the year as we expect further progress in
the consolidation of our strategies in conjunction with a more positive cost
environment. We highlight an attractive valuation with a FV/EBITDA multiple
of 5.8x, which is below the L5A average of 7.9x, as well as the restaurant operator
average of 10.1x and franchisee average of 17.4x (global average of 14.0x).
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Stock Date Rating PT
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