WALMEX (HOLD, PT$85.00)

Flash: Walmex Day. Driving the Omnichannel
strategy with sales floor growth

=  Few surprises on investor day, where Walmex reiterated its drive for
business transformation through pricing strategies, investment in
technology, and expansion of its service portfolio

= Growth base remains in SSS, but long-term perspective is in
Omnichannel, supported by strategic positioning of stores in Mexico
and Central America

Initiatives in all business areas and increased services should continue to
underpin sustained growth. Investor day remained in line with expectations,
favored by organic expansion plans, but seeking to significantly leverage physical
stores for Omnichannel strategies. In that sense, the company continues with a
series of measures aimed at increasing product offering of its 'extended catalog',
as well as rising the services that are integrated into its 'ecosystem', where the
most notable, is in the possibility of greater financial services and pharmacy
business.

Walmex's plan to generate sustained growth consists of 3 pillars: (1) Win at
a discount; (2) be Omnichannel leaders; (3) being the costumer’s preferred
ecosystem. The main action lines are aimed at increasing sales through services
growth, having an important leverage base through a rise in sales floor, as well
as greater information processing that allows more efficient decision making in
all business areas.

For development, the first pillar, which is referred to as (1) ‘win at a discount’,
is based on maintaining a favorable gap in prices vs. competition, while
underpinning value propositions through loyalty programs, maintaining
perishables quality, and boosting its private label (~15% of consolidated
revenues). In second place is (2) 'be Omnichannel leaders’, aiming to
consolidate the home and in-store delivery channel, together with improving
shipping times and expanding product’s catalog. Finally, (3) 'to be the preferred
ecosystem' contemplates continuing with the good performance of business
advertising hand in hand with some relevant products: 'health care', including an
annual membership that brings together physical and online customer health care
services, as well as discounts on products, integrating: 30 thousand health
memberships, 1,500 pharmacies and 500 doctor's offices. The other segment that
we highlight in 'preferred ecosystem' is financial services with 3 key products:
Cashi, with the objective of continuing to increase the customer portfolio,
improving the platform through design, and simplifying the user experience. In
addition, it is expected that in the next few weeks the company will have the
approval of the purchase of a Mexican Financial Institution of Electronic
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Payments, opening the possibility of financial deposits. Remittances, where
through 'Walmart to Walmart', they seek to expand the payment network (2nd
largest remittance network by branches), standardize all processes, and maintain
competitiveness through low commissions ($2.5 vs. ~$7 market average). Credit
solutions, representing a greater amount of products for Cashi, Kiosks, and credit
for cell phones.

Enablers or catalysts for this year's expansion are identified as: (1) Customer
and data centricity, with information processing being the key to identifying
consumer tastes and preferences, as well as distribution processes; (2)
Technology, which implies continuing with the development of eCommerce
platforms, as well as advancing in predictive demand processes and automation;
(3) Supply chain, which implies leveraging the 8 current distribution centers;
and (4) Talent, maintaining and promoting associates.

Greater Capex investments and dividends stability. The company announced
that during the year it will invest MXN 27.1 billion in Capex (+27% y/y), which
will be allocated primarily to four areas: remodeling (45%), opening of new units
(29%), technology (14%), and supply chains (12%). Finally, they maintain a
stable outlook for dividends distribution with a proposed one of MXN 2.69 per
share, representing a yield of 3.7% at current prices and very close to our initial
estimate of MXN 2.64. The ordinary distribution would be made in 2 payments
of MXN 0.56 per share, the first payable in November and the second one in
December. Extraordinary dividends would be segmented into 3 payments: MXN
0.75 per share in April, and two more of MXN 0.41 each, the first in November
and the second in December. Finally, although the expansion should continue and
the strategies seem positive to us, which is already incorporated in our forecasts,
important challenges prevail in the environment derived from margin pressures
due to cost increases and investment expenses in Mexico, which was confirmed
in 4022 results. We reiterate our recommendation to HOLD.
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