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Operator: Thank you for waiting and welcome to the Arezzo&Co conference call where 

the earnings of 1Q15 will be presented. All participants are connected as listeners only 

and later on there will be a Q&A session for which instructions will be given. This call has 

simultaneous into English and overseas participants will be able to ask questions. If you 

need help from an operator during the conference call press star zero. We would like to 

remind all journalists and others from the press that this conference call is exclusively for 

professionals from the financial market and current and potential shareholders. Any 

questions must be submitted to Approach, the press relations company whose contact 

information is available on the company's website at www.arezzoco.com.br.This 

conference call and its slides are being streamed on the web and can also be seen on the 

company's website. In case any of you do not have a copy of the Arezzo&Co press 

release published yesterday Wednesday, May 6 you can get a copy from the company's 

website. This conference call is being recorded and the recording is available on the 

website after the call is over. Before we proceed we would like to clarify that any 

statements made during this call regarding the company's business prospects as well as 

projections, operational and financial goals concerning its potential for growth are 

forecasts based on the expectations of the management for the future of Arezzo&Co. 

These expectations are highly dependent on domestic market conditions, on the general 

economic performance of Brazil and the international markets and therefore are subject to 

changes. Now I will hand over to Mr. Alexandre Birman. You may proceed Mr. Birman. 

Alexandre Birman: Good morning everyone. I would like to greet the shareholders, 

investors and analysts that are attending this earnings conference call for 1Q15. Today I 

have with me our CFO Thiago Borges and our investor relations manager Leonardo 

Pontes .According to the company's retail calendar 1Q15 is marked by the transition from 

the summer collection to the winter collection. It lasts in January into the capital holiday 

and this period of promotions and sales presented good performance producing a level of 

left over from the summer collection compared to previous years resulting in a higher than 

average markup. In February the stores presented the free fall collection which already 

included some products from the winter collection. This launch was in March and it was 

well received by consumers. The transition from one collection to the other is a milestone 

in Arezzo&Co business model. A number of initiatives were executed to create news in the 

purchasing experience from salespeople's uniforms, the visual merchandising materials 

and especially the presentation of a strong product mix to enchant our consumers. All 

stores received a new layout and the sales team was strongly trained on the main fashion 

trends with a major sales convention in the beginning of the collection. Additionally the 

company carried out a complete communication to marketing plan including new 

campaigns with international models and actresses positioning each brand within its target 

audience together with a structured social media plan and press relations plan, as well as 

many events held in stores which resulted in a good beginning for the collection in the 

chain. 
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In line with the strategy of always having the right product at the right time in the right price 

Arezzo brand increase the frequency of supply for new collections in stores going from 4 to 

6 winter collections enabling a better understanding of the sellout, increasing product 

assertiveness with the purpose of incrementing the gross margin through a higher average 

markup and less left over in inventory to have a better profitability of the entire chain. I also 

would like to reinforce the continuity of the expansion and renovation to the new 

architectural design with four stores that were renovated according to new design resulting 

in a productivity increase in these stores. 20 stores should be renovated in 2015 according 

to the new layout. The horizontalization project of the Schutz brand product mix which 

started with the bags segment maintained this result with excellent performance with a 

growth of 45.3% of volume in the quarter. In addition to that the web commerce strategy 

has excellent results of 74.9% growth. In addition to that we have unprecedented events 

because it is an innovative brand. In the winter collection launch the brand held an event 

that gathered fashion, technology and interactivity transforming its flagship store in São 

Paulo in an environment where consumers were encouraged to try the web commerce to 

reinforce the brand's online experience. Noteworthy mentioning the dazzling which was 

created with 100 iPads so that we could browse on social media to the brand website with 

the entire catalog and videos for the new collection highlighting Schutz in the main social 

media and communication media. The Anacapri brand once again created a strategic 

partnership to strengthen its branding contributing to launch the winter collection. 

Additionally the brand is still expanding the franchise shall according to plan with positive 

results that provided closing the quarter at 53 stores in the channel. It is also worth noting 

that the band began its operations on the web commerce in this quarter and so consumers 

can find products on an agile and uncomplicated platform in order to continue with the 

company's Omni channel strategy. The Alexandre Birman brand strengthened its 

international branding by holding events in different countries. Among a very select group 

of global… Chosen to redevelop the Cinderella slipper celebrating the global launch with 

an event at the Iguatemi mall store in São Paulo with 800 important opinion leaders and 

the press followed by the premiere of the new Disney movie. Additionally this quarter the 

brand held an event to introduce the new spring in Paris collection counting on the 

presence of important names from the press and international celebrities. Our result was 

marked by growth in all brands and channels and is in line with our expectations proving 

that the company maintains its team focus in consolidating its leadership in the women's 

shoes, bags and accessories market all over Brazil. To begin the presentation on page 3 I 

would like to address the highlights of the quarter: net revenue was 236.2 million, 10.7% 

higher YoY leveraged by the growth of all company channels; gross profit was 95.9 million 

BRL, 4.2% higher YoY and the gross margin was 40.6%.Ebitda was 28.1 million in the 

quarter with a margin of 11.9% and net profit for the quarter was 18.1 million with the net 

margin of 7.7%. This quarter Arezzo&Co presented 11.2% growth in sales YoY. 
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Now I would like to pass over to Thiago Borges to continue with the presentation. At the 

end of the conference call we will be open to answer your questions about company 

earnings and strategy. 

Thiago Borges: Thank you Alexandre, good morning. Now moving to page 4 for an in-

depth analysis of the earnings on the left we have the company gross revenues for the 

quarter totaling 300.4 million, 6.5% higher in the domestic market and 75.7% higher in the 

foreign market. On the right we have the gross revenues per brand in the domestic market 

where you can see the growth of all brands in this quarter. Arezzo, our main brand, 

presented a 1.2 growth in 1Q 15 YoY mainly resulting from the strategy in the franchise 

shall to boost gross profit of franchisees by having less left over products at the end of the 

collection and a higher average markup. Schutz presented a healthy growth of 12.6% in 

the quarter mainly leveraged by its strategy to strengthen mono brand stores made up of 

franchise and owned stores and buy the good recovery of the multibrand channel after 

discrediting some stores in 2H 13.Additionally the brand maintained its strategy to increase 

its share in the bags in the product mix with a growth of 45.3% in volume in the category in 

1Q 15 with the web commerce channel representing over 11% on the brand sales. This 

quarter Anacapri presented a 34.7% growth YoY mainly leveraged by the growth of the 

franchise and multibrand channels closing the quarter at 53 franchised stores.The 

Alexandre Birman brand continues to strengthen its growth with the department stores and 

multibrand international stores through events with main opinion makers. Now going to 

slide 5 we can see the gross revenue by distribution channel. Our own stores channel 

presented a growth of 10.3% in the quarter with gross revenue of 66.1 million for the 

period. The sales of this channel were boosted by an 11.4% growth in sales excluding 

outlets and web commerce. The sellout sales of the group stores including franchise, 

owned stores and web commerce grew 10.2% in the quarter while the stores of the same 

sellout presented a 2.2% growth in the same period. In regards to same-store sales of the 

sellout it is worth to mention the healthy level of inventory at the end of the summer 

collection with fewer leftovers than the previous year resulting in fewer products being sold 

with a discount in the first two months of the quarter impacting negatively on the indicator 

compared to the previous year. In March with the presentation of the winter collection SSS 

was positive with a gradual increase throughout the month; however the start of a new 

ERP in the company resulted in a greater time to automatically replenish the products in 

the stores with a negative impact of 150 bps in the quarter.When we analyze the franchise 

channel, our main channel, we had the revenue in line with the one presented in 1Q 14 

especially with a 4% reduction of same-store sales in sell in.Speaking about the sales 

themselves meaning the ones that Arezzo&Co does to its franchisees we had a reduction 

in the same franchises in 4% in 1Q15 because of the company's strategy to focus on the 

franchisees gross profit with a higher markup and less left overs at the end of the 

collections. Additionally the increase of the number of winter collections that went from four 

to six collections in 2015 resulted in a great distribution of volume throughout time 

generating a greater proportion of delivery of the collections throughout 2Q compared to 
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the previous year. It is worth to mention that the new ERP implementation in the company 

impacted negatively SSS selling due to the automatic replenishing of products in the 

network. The franchise channel in the quarter represented 51.5% of domestic sales with 

455 franchises, 356 from Arezzo; 46 from Schutz and 53 from Anacapri. The sales for 

multibrand stores presented great increase of 18.8% continuing with the growth presented 

in the two previous quarters because of the strategy of the company in consolidating 

management in all the brands of the channel together with the continued interest shown by 

storeowners in the products and brands with a history of more assertivity in the point of 

sale.The company believes in the important strategy of the channel working to acquire 

new clients, new customers, increase the share of wallet of the existing customers 

including the new categories such as bags and increasing the cross-selling between 

brands.On page 6 we can see the evolution of the amount of stores by distribution channel 

as well as the total area of the sales floor. We opened 56 stores and expanded 13 in the 

past 12 months and closed 1Q with 514 stores totaling 508 in Brazil and 6 overseas with a 

total sales floor of 35,700 m².Going to page 7 there we can see the gross profit of the 

quarter which reached 95.9 million with a margin of 40.6%, 4.2% growth compared to the 

same period last year. Reduction of the gross margin is... Partly reflects the mix of the 

channels.Additionally this quarter unlike 1Q 14 the expenses with scheduling started to be 

included in the cost of products sold, which impacted negatively the gross margin in the 

period but without any impact on the Ebitda margin.Additionally to this change the new 

controls due to implementing the new ERP in the company resulted in a redistribution of 

the period of gathering the amounts of the scheduling with a higher proportion in 1Q and 

therefore should be made up on the next quarters of the year.Another impact of this gross 

margin was closing the benefits of the VAT tax which affected the comparison with 1Q 14 

in 40 bps. It is worth mentioning that the company's business model is made up in a way 

that the pricing system in the main distribution channels are stable and therefore the level 

of margin in the channels varies very little.On the same slide we have the Ebitda 

performance. As we can see on the right side of the page in the quarter Ebitda reached 

28.1 million, a 3% growth and 11.9% margin. It is worth noticing that the implementation of 

the new ERP in the company also resulted in a redistribution in the freight amounts 

presenting an impact of 1.8 million that should be made up throughout the 

year.Additionally we closed business deals with operations in the US which resulted in 

freight expenses nonrecurring in 2 million. The results of 1Q 15 are in line with the projects 

of the company excluding only 2 million.Now let us go to page 8. We have the net profit 

performance in the quarter that reached 18.1 million, a growth of 4.1% and the net margin 

of 7.7.On page 9 I would like to comment the cash flow generation for the company this 

quarter and as you can see it was 24.2 million due to greater operational profit in the 

period together with an increase of working capital because of the seasonality of the 

business. There were no significant changes in our policy of working capital.Going to page 

10 on the left side of this slide we can see the Capex of the quarter that was 10.3 million 

mainly due to corporate investments in technical infrastructure such as the new ERP and 

developing the web commerce channel. 
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On the right side we have the gross indebtedness that is 98.1 million, in line with our 

financial policy that stays conservative with a very low cost of debt... debt cost.I would like 

to pass the floor to Alexandre for his final comments. 

Alexandre Birman: Thank you Thiago. As you can see our strategy together with the 

strengthening of the multibrand network; growth in bags; e-commerce; the expansion of 

Anacapri channel and the structure… and the restructuring of the multi-brand channel 

continues to bring positive results for the company.This boosts our confidence that we are 

going in the right direction to consolidate our leadership in the women's shoes, bags and 

accessories industry. Additionally we also are working very hard to adjust our expenses to 

the company's growth. We know we have several organic growth initiatives that will bring 

us future growth and for this first moment that postpones speed in our margin expansion.In 

our business several investments show in our results as expenses because they refer to 

hiring team members, creating a brand, etc.Additionally we worked so that the entire 

franchise network keeps healthy margins focusing on sellout so that we have a higher 

average markup and less left over at the end of each collection and we can work on 

quantitative and qualitative aspects of supply. This initiative despite having an impact on 

the SSS selling indicator in the short term is aligned to the company's strategy to always 

focus on the long-term.With that in mind we just concluded implementing a new ERP 

which will certainly bring many benefits in the mid and long-term ensuring the company's 

sustainability. Despite the impacts created on this 1Q we consider this project to be 

successful and we will soon start to reap the benefits from our new system.I would like to 

take this opportunity to provide an update for 2Q. As mentioned we are greatly focused on 

having the right product at the right time for the right price. For this important moment of 

Mother's Day several initiatives linked to product coordination, communication to 

marketing, visual merchandising and team training were implemented for this important 

day in this first semester.I would like to invite you all to visit one of our stores and of course 

choose a pair of shoes and handbags to give to your mothers as a gift.Next our focus is 

Valentine's Day when we will also try to be creative implementing new actions to engage 

and delight our consumers to further explore this moment. I am sure that our actions will 

take us to continuous growth in market share.Now I would like to thank everyone who 

were listening to us today and we are now open for Q&A. 

 

Q&A Session 

 

Operator:... Press star one and to take your question off the list press star two. Our first 

question is from Mr. Alencar Costa from Goldman Sachs. 

Alencar Costa: Good morning Alexandre and Thiago, Leonardo. My first question is about 

the multibrand channel. You had this strong growth and relevant acceleration. I would like 
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to understand what boosted that strong growth and if you think that this high double-digit 

rate is sustainable for the rest of the year. 

You talked about the sales teams you need to the brand but I would like to know if there is 

anything else, any sales conditions given that your receivables increased. 

Alexandre Birman: Alencar thank you for your question, this is Alexandre speaking. First 

of all I would like to say that the base of comparison for 1Q 14 was a low phase. The 

beginning of last year we were really experiencing the J-curve of restructuring the event as 

you mentioned. In 1Q 14 versus 13 we had a decrease of 13% and that is why the base 

was low and that is why the results presented generated 18% growth YoY.So analyzing 

the way the channels are being operated the right way today is working well worth good 

margin of contribution we did not sale... Change the sales conditions. Terms and discounts 

they are exactly the same and so during the rest of the year our expectation is to make 

that growth more suitable. It should not maintain itself as shown in 1Q because we want to 

improve the base of comparison and we had growth in the other quarters compared to 

2013.So it is a very important channel for our business and it should always be from 24 to 

27% of our revenue. We maintain the channel to reduce the number of POSs and so we 

can strengthen the model brand chain; but we did have an increase in the share of wallet 

with the customers that we work through many initiatives.We have a mid-and long-term 

project to increase the awareness of the retail culture to these consumers. Most of them 

are small boutiques and stores and they do not have many management resources and so 

we have many initiatives that are going to assist this channel where we want to take in our 

POS system to all the multi brand channel stores.And a change in the collections culture 

that is an important milestone and also the Schutz Day event where many stores changed 

the collection starting off with the events, kicked off by the events and we have hundreds 

of salespeople, also we did that with the franchisees and we also do that with them. So 

these people have been working with us for many years, over 60 people considering the 

fixed employees and the other involved in the sales operation and that is very important for 

our business. I hope I understood your question. 

Alencar Costa: Thank you Alexandre. I just have another question about depreciation. 

The depreciation rate increase a lot this quarter and I would like to know if there were any 

changes to the way you depreciate your assets thank you. 

Thiago Borges: Thank you Alencar for your question. By concluding the ERP rollout we 

started to depreciate the investment, significant investment in the company at a five-year 

rate. So that was the change that took place in 1Q and explains the increase. 

Alencar Costa: Okay thank you. 

Operator: Our next question is from Mr. Felipe Casemiro from Safra Bank. 
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Felipe Casemiro: Good morning everyone thank you for taking my questions. First of all I 

would like to know if you can give me follow-up information about the sell in and sell out for 

the multibrand in April, it is mainly a quantitative question.And also the evolution of the US 

operations. What are your expectations for the rest of the year? Thank you. 

Alexandre Birman: hi Felipe good morning thank you for your question, this is Alexandre 

speaking. The first part of your question is about sell in versus sell out indicator. You 

mentioned multibrand and I think you mean the franchise channel because in the 

multibrand we cannot have an actual reading of our sell out. We work a lot with the sell in 

sell out, obviously it is something we like to monitor but it is integrated to all of our points of 

sales.So as you heard from my explanation our purpose or objective is to focusing on the 

sustainability of our franchise channel so that the franchisees can have better gross 

margins and how does that happen? Well we have... Having a better average markup and 

eliminating too many left overs at the end of the collection.So the first project we had 

beginning in 2015 was called GTM Arezzo where we changed our entire strategy of 

collection mix and having a good focus on changing the system where we have the Previ... 

Preview collection very well-managed chain in all the stages to create a new collection, 

which is also connected to separating be collection in two parts so you have many of them 

better... Closer to sell out and we know exactly what they are selling and having a new 

version or even adding to that product within that season.So in SSS sell in in the 

franchisees it was lower than what was realized in 1Q 14 and SSS sell was at a slightly 

positive level and so it is a bit different.Throughout the quarters the sell in versus sell out 

indicator should balance out when we reach the adequate inventory level. So you are 

going to have some variations during quarter because in some quarters you are going in 

with the collection but you are also having a sale and so we have to analyze that 

throughout the entire year and that is the purpose.Speaking about the US operation which 

in the beginning of this year had new management - we invited an important executive 

from our company to go on assignment to the US and focus on the operation.That was a 

couple of months ago but we have already seen the learning curve speeding up and 

implementing a cycle to create collections in products that are more adept at to the 

northern hemisphere and especially in New York and also communication that is focused 

on social media and hence already created a lot of growth in terms of the Schutz audience 

in many media not only... In Instagram for instance and it is the first step of web commerce 

using the inventory from the own store which is already showing us good results.But that 

this not simple. Of course we have some issues from the past and we had to restructure 

that so we can look forward and I am very confident that throughout 2015 we will have a 

very strong learning curve and we should be more prepared to define our next steps. I 

hope I answered your question otherwise please let me know. 

Felipe Casemiro: thank you for your explanation and just going back to the first 

explanation you said that sell out gradually improved throughout March at positive levels. 

So do you still see that in April? What was that evolution throughout April for sell out? 
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Alexandre Birman: well April was in line with March, a little bit worse but still positive. We 

had a seasonality that we had a lot of holidays in April and that does impact our calendar 

and now in May we are focusing strongly on Mother's Day and so day after day this month 

we are expecting growth, we are having an interesting growth. The beginning of the month 

was on a Friday holiday and so we are having healthy numbers and these numbers will 

enable us to keep our strategy focusing on the company's long-term. 

Felipe Casemiro: okay thank you. 

Operator: I would like to remind you that to ask a question you just have to press star one. 

Since we do not have any further questions I would like to pass the floor further to 

Alexandre for his final comments. 

Alexandre Birman: Well at this moment I would like to take this opportunity to thank our 

entire team. It is a passionate team extremely engaged with our business and thanks to 

this work we have been able to have an excellent performance in our business always 

focused on the long-term. Thank you very much to all. 

Operator: Our conference call for Arezzo is finished. Thank you very much and have a 

nice day. 

 

 


