Retailers on Sale

Overreaction to Walmart results

USA | RETAIL | NON-RATED

Investment Rationale

Walmart (NYSE:WMT) reported poorer than expected earnings last night. The US’s largest
brick and mortar retail chain reported a Q4 GAAP EPS of USDO0.73 (non GAAP EPS of
USD1.33), which was below consensus analyst estimates of USD1.37 and mixed on a YoY
basis. (GAAP EPS for Q4 FY17 was USD1.22 and non GAAP EPS for Q4 FY17 was USD1.30).
E-commerce sales also disappointed, growing 23% vs a 50% growth in the previous
quarter. This led to a more than 10% dip in WMT’s prices, the largest dip in 30 years and
took a toll on the DOW by more than 70 points. WMT’s price action also rippled out to
other retailers like Target Co. (NYSE:TGT) and Costco Wholesale Co. (NASDAQ:COST).
However, we believe that the markets may have overreacted to the poor results from
WMT and unfairly punished some of these other retailers. Hence, we believe that there
might be a buying opportunity for investors.

WMT Earnings’ bright side: While WMT’s EPS was disappointing, much of the reduction in
EPS came about from the closure of non-performing stores and greater expenditure to
drive up e-commerce business. WMT also decided to take advantage of more favorable
interest rates and retire the debt that they previously held, which also incurred a onetime
expense. Once taken into account, WMT'’s EPS actually grew about 2.31% YoY.

Additionally, while a 23% growth might seem disappointing when compared to a 50%
growth in the previous quarter, it is worth noting that WMT’s e-commerce sales were
previously growing from a lower base, and that its full year e-commerce results are still
impressive, growing at 44%, reaching USD11.5bn.

On the revenue side of things, WMT actually reported better than expected sales, with
revenue of USD136.3bn compared to consensus analyst estimates of USD134.9bn. Revenue
was also up 4.1% YoY. We believe that this shows that consumer spending in the US
remains strong and is a positive for the retail sector.

Collarteral Damage: As the US’s largest retailer, WMT’s 10% dip affected other retail blue
chips last night, causing TGT to fall by 2.96%, COST by 1.80%, Best Buy Co Inc. (NYSE:BBY) by
1.72%. Home improvement retailers suffered a similar fate - Home Depot Inc. (NYSE:HD)
and Lowe’s Companies Inc. (NYSE:LOW).

However, as mentioned above, we do not see WMT’s results as having a negative bearing
on the results of the retail sector as a whole and with these companies yet to report their
earnings, it remains to be seen if the market has unfairly punished them.
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ETF:

SPDR S&P Retail - (AMEX:XRT)

SPDR S&P Retail ETF (the Fund) seeks to
replicate as closely as possible the
performance of the S&P Retail Select
Industry Index (the Index). The Index is an
equal weighted market cap index. The
Index represents the retail sub-industry
portion of the S&P Total Market Index.
Amplify  Online Retail ETF -
(NASDAQ:IBUY)

The Amplify Online Retail ETF seeks to
replicate as closely as possible the
performance of the EQM Online Retail
Index. The EQM Online Retail Index seeks
to measure the performance of global
equity securities of publicly traded
companies with significant revenue from
the online retail business. Eligible
constituents derive at least 70% of
revenues from online and/or virtual
business transactions (as opposed to brick
and mortar and/or in-store transactions) in
one of three online retail business
segments: traditional online retail; online
travel; and online marketplace.
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Retail Stocks Last Price vs Consensus Target

Counter Sector Ticker Currency Last Price Bloomberg Consensus T/P Reporting Date
Target Corp Retail TGT usD 72.86 75.12 6-Mar-18
Costco Wholesale Retail COST usD 188.12 208.96 7-Mar-18
Best Buy Co Inc Retail BBY usD 71.92 67.49 1-Mar-18
Lowe's Companies Retail LOW usD 95.65 108.58 28-Feb-18
Home Depot Inc Retail HD usD 186.71 208.18 20-Feb-18

Source: Bloomberg, PSR

ETFs: The SPDR S&P Retail ETF (AMEX:XRT), which tracks the performance of the S&P Retail Select Industry Index, is also another way
for investors to gain exposure to the retail sector in the US. The ETF was dragged down by the poor performance of WMT and is down
1.97% at market close. YTD, the ETF has returned 0.27% compared to the Dow’s 0.99% and S&P 500’s 1.6%.

However, investors who want exposure to the growing e-commerce trend can opt for the Amplify Online Retail ETF (NASDAQ:IBUY)
instead. The IBUY ETF follows the EQM Online Retail Index, which requires members to generate at least 70% of their sales through
online platforms. The IBUY ETF closed 0.24% up despite WMT price dip and has returned 12.4% YTD.

Online retail sales are expected to continue to grow and outpace traditional retail sales. According to the US Census Bureau, US retail
e-commerce sales for Q4 2017 was USD119bn, up 16.9% YoY while total retail sales grew 5.7% for the same period. E-commerce sales
accounted for 9.1% of total sales in Q4 2017.

Conclusion: We believe that WMT’s earnings, while disappointing, do not show weakness in consumer spending in the US and as
such, the spill over into other retailers is not warranted. As such, the dip in retail stocks represent a buying opportunity for investors,
especially if they report better than expected earnings. We also believe that eCommerce trend remains strong and should continue to
outperform traditional retail.
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to
supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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