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Operator: Good morning ladies and gentlemen thank you for waiting and welcome to the 

Arezzo&Co conference call for 4Q 15. 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 will be 

translated 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 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 - Press Relations whose 

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

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

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

press release published yesterday Wednesday, March 2 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 management for the future of Arezzo&Co.  

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

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

changes. 

Now I hand over to Mr. Alexandre Birman. Mr. Birman please proceed. 

Mr. Alexandre Birman: Good morning everyone. I would like to greet all investors, 

analysts, shareholders who are here watching us for 4Q 15. I have here with me Thiago 

Borges, our CFO and Fernando Caligaris, our IR Manager. 

Before talking about the results of this quarter I would like to just go briefly through… about 

Arezzo&Co went on as a leader in shoes, handbags and women's fashion in Brazil. With 

the macroeconomics that was quite challenging the company showed an increase in sales 

superior to the market. 
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The IR policy strengthens the strategy we have of being dynamic and transparent. In the 

last February 2 it was our fifth-year celebration of going public which makes is very happy. 

Management went on having showrooms, many investors and analysts and also 

participated in 10 panels and workshops internationally and nationally, and there was in 

the city of São Paulo the fifth edition of Arezzo&Co Day with many participants enhancing 

the business model, showing all our strategy and also an important interaction with the 

main managers of the company. 

In 2016 the company was nominated for five different categories in the IR Magazine 

Awards Brazil 2015, among them the best evolution in Relations with Investors small and 

mid-cap and reinforcing the commitment of Arezzo&Co with the best continuous 

relationship with the financial market. 

The volume of shoe pairs and handbags added 10.4 million and 897,000 respectively. In 

face of the challenging scenario and the growth of our company with multi brand strategy 

and multi-channel brands shows the resilience and visibility of increasing 5.6% of gross 

revenue highlighting that in the external market with also the web commerce channel in 

Anacapri which shows a 67.4%, 56.9% and 29% respectively. 

In the internal market we had an increase of 2% turnover with an increase of 29 stores, 

expansion… And 8 expansions and 15 reversions. We are talking about sellout in the 

stores with a retraction of 2.7%. The company had the focus on the triad price, fashion and 

product showing its strategy of conversion increase being able to have a trade-off of the 

retraction in the stores. 

The company shows a robust, consistent approach and also increase on, or maintains its 

investment on options on short, mid and long-term growth with the rollout of the Anacapri 

brand in the franchise stores with the opening of 20 stores; the expansion of the platform 

for Arezzo, the omni one, and Anacapri leveraging the channel of online sales; and also 

diversification of the categories increased and also reinforcement of the presence in our 

pilot project in the United States also with our brand, new brand called Fiever. 

In parallel to that the company has also searched for productive gain and also increasing 

its possibility of a trade-off at an unfavorable moment and also we are talking about SG&A 

cash of a percentage of the revenue of 26% in line with previous years. 

The Arezzo brand continues enhancing his methodology of supply through greater 

frequency of collections with important alignment with the channel of franchise; also with a 

very important alignment with sellout bringing gains to inventory. 

Also when we talk about the tool of the e-showroom also the agility of bringing in 

continuable products and bestsellers and speed in reading the sellout brought us a 

significant improvement in our performance. And when we talk about the retraction of 
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sales in the stores we can say that we had a greater growth income in terms of a positive 

impact compared to the previous year. 

The milestone for Arezzo in 2015 was actually the launch of the online store after a broad 

expansion and development together with the franchisees network. The tools of the 

platform leveraged the sales of physical stores allowing also the concept of omni channel 

and coexistence and a greater potential. 

Also focusing on some leverages the online store was able to reach 24,000 notifications 

through the "Warn me when you get there". Through this tool we were able to increase the 

intention of purchase of consumers increasing the conversion in this channel. 

Additionally the Arezzo brand increased the year with 102 stores in the current model 

architecture wise and through openings, expansions, refurbishing. We will keep focusing 

on that to be able to keep showing the differentiation of the brand. 

The Schutz brand continued solidifying its positioning through the product categories it is 

in with a very appealing value proposition for its consumers. In handbags and shoes 

categories the brand leveraged its potential with iconic products and very appealing design 

supported by communication and marketing plans directed with actions like Schutz My 

Name; My Perfect Pump; Tag Me and Schutz You. That way the handbag category was 

able to reach 20.9% of representation of the brand sellout. 

In addition the web commerce channel had a turnover of 54 million and an increase of 

23.2% compared to 2014. This shows an evolution of the management information 

through the channels being able to have a better mix of offers to the clients, an experience 

that is differentiated in directed marketing. 

The pilot operation in the United States obtained great results in 2015 for its development 

in terms of optimizing channels of distribution; the new strategy of marketing; creating 

more products focused on the local target; and also sync with supply and also bringing 

competitive advantages to the models. 

In 1H 16 we will have the new opening of a pilot store in Los Angeles focusing on having 

greater learning in one of the greatest shoe markets in the United States. 

Anacapri is still expanding… franchises in 2015 and already representing 7.1 of the 

company's revenue in the domestic market. The launching of the online store in March 

together with the continuous evolution of this communication strategy and the synergy of 

the integrated management in the multichannel… In the multi brand channel resulted in a 

growth of 29.9% in 2015. 

The Alexandre Birman brand took advantage of the greater and better capacity of supply 

through a new plant to leverage its sales both in the domestic and the external market in 

2015 almost doubling the revenues of it stores. 
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The action focused was to strengthen international branding through events, the 

relationship with celebrities and actresses and wide distribution in the main department 

stores around the world. The brand has been expanding its awareness generating great 

results. 

The successful implementation of the new ERP within the deadline and budget proposed 

was a great step in 2015 for sustainability to grow in the long-term at Arezzo&Co. This way 

the company opened room for new projects for growth and gains in efficiency. For 

example in 2016 the implementation of the new distribution center in the State of Espírito 

Santo aiming at reducing the lead time to strategic locations and possible increase in 

purchase of other production centers and agility in replenishing these continuable 

products. 

One of the pillars of the company's strategy are people who are trained and motivated and 

therefore the company is with the continuous focus on programs to attract, develop and 

retain talents. Attracting future leaders, the fifth program of trainees was again very sought 

after with 3000 people enrolled in several parts of the country. 

In 2015 the ARI tool of online training was broadly used and strengthened and it is the 

base for the next one; therefore we will continue our motivation and trust to the perspective 

in 2016. 

Now I would like to pass the floor to Thiago Borges who will continue with the presentation. 

At the end of we would all be available to answer your questions about the company's 

results and also about our strategy. 

Mr. Thiago Borges: Thank you good morning. I am going to start the presentation on 

page 3 and I would like to talk about the main highlights of the quarter. The sellout of the 

538 brick-and-mortar stores in the domestic market and the web commerce channel 

reached 495 million in 4Q 15, a 2.5 increase YoY and a reflex of the resilience of the brand 

in the challenging scenario; the opening of 29 stores; the launching of online stores for 

Arezzo and Anacapri and mainly because of the strong alignment work with the franchise 

network with main focus on sellout. 

The gross revenue in 4Q 15 reached 367 million with a small reduction of 2.3 QoQ. 

The gross profit of the company added 126 million with a gross margin of 44.5. 

The Ebitda of the quarter reached 45 million with a 15.8 margin. Compared to the current 

value of 4Q 14 there was a 8.8 reduction in the period. 

This semester net income was 33.5 million with an 11.8 margin. Excluding the 

nonrecurring effect and non-cash YoY net profit retracted 9.4. 
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We opened 18 new stores, 3 expansions and 6 refurbishing, together it meant more 

expansion in 2015 representing a 7.3 increase in the sales floor in the past 12 months 

excluding the outlets. 

Now going to page 4 and deepening the analysis of the results on the left side of the page 

we have the company's gross revenue for the quarter which is 367 million and the external 

market represented a 65% growth in the period. On the consolidated of the year gross 

revenue reached 1.4 billion, a 5.6 increase YoY. 

Now on page 5 we have the gross revenue for the domestic market by brand. Arezzo, our 

main brand, showed 189 million sales and the reduction of 12.9 in the quarter representing 

58% of the domestic sales. The brands performance was influenced mainly by franchises 

and multi-brand being partially trade-off by the launching of the online store in 3Q and the 

opening of 8 franchises in the year. 

In the domestic market Schutz showed a similar revenue as the previous quarter in 2014 

and the continuous strengthening of the mono brand stores Schutz had 5 stores opened 

LTM and strong performance in web commerce with relevant representativity in the 

performance of the brand. 

Additionally the brand strategy to become reference also in handbags in the country 

continues to bring good results reaching 22.3% of sales in the brick-and-mortar stores. 

Anacapri brand for 4Q continued to present strong growth of 21.4% with 2 new franchises 

LTM totaling 70 stores in the franchise channel and representing 7.8 of the revenue in the 

domestic market. This result strengthens our confidence in the business model and brand 

positioning. 

This quarter Alexandre Birman brand through continuous focus on strengthening its 

branding in the international market showed a growth of 76.2% in the quarter. 

Now going to slide six we have the gross revenue per distribution channel. When we 

analyze franchises, our main channel, we had a retraction of 11.9 in our revenue for this 

channel especially because of same-store sales in sell in of less than 15.7% in the period. 

This performance is a reflex of the anticipating of the launching of the winter collection 

impacting in approximately 500 bps and the indicator and increasing the resales and mark 

up of the chain. 

In 2015 the difference between the sales performance in same-store and sellout was -2.7 

compared to -8.8 in same-store sales in sell in, which evidences the strategy of the 

company to improve the markup of the franchise and based on the result we had 341 bps 

in the gross margin and 4.5 growth in gross revenue. 

Additionally the performance of the channel was partially trade-off by the opening of 34 

franchises in 2015: 8 from Arezzo; 6 from Schutz and 20 Anacapri. 
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The franchise channel represented 49.7 in domestic sales with 489 franchises: 367 

Arezzo, 52 Schutz and 70 from Anacapri. 

In this quarter we started to communicate separately the sales of the web commerce 

channel and in this period there was a 74.3% growth due to the launching of stores on 

Anacapri and Arezzo in this channel throughout 2015 and the maturing of the Schutz 

brand stores. 

The own stores channel presented a 4.1% growth in 4Q and a revenue of 91 million in the 

same time, even with the reduction of 5.3 in sales excluding outlets. The sellout sales in 

the mono brand including franchises, own stores and online represented a growth of 2.5 in 

the quarter while sales in the same stores in sell-out reached -3.6. 

In this quarter the multi brand presented a reduction of 24.4 reaching 2% growth in 2015. 

The performance of 4Q was impacted by the reduction of the multi-brand store owners’ 

confidence reflects of the sellout sales of 3Q below expected. 

Additionally the combination of both actions had an important impact in the performance of 

the quarter: we reviewed the sales policy for clients with higher risk profile for payment and 

consequently reduced the orders and canceled deliveries; we also reduced sales to multi 

brand stores that give discounts, which was activated in 4Q 14 because of the high 

inventory during that time. 

The company continues to believe in the importance of the channel working to get new 

clients, increase share of wallet in the existing clients and increase cross-selling between 

brands and categories. These actions were based on keeping 2015 for the sales at the 

same levels presented in 2014. 

On page 7 we show the evolution of the amount of stores per channel of distribution as 

well as total sales area. We opened 27 stores LTM closing the quarter with 537 stores in 

Brazil: 382 Arezzo; 78 Schutz; 74 Anacapri; 2 Alexandre Birman and the new store of our 

new brand Fiever. 

Sales floor reached 37,300 m², a 4.8 increase compared to 2014. 

Going to page 8 we show the gross income of the quarter, 126.4 million, similar to what we 

had in the previous year showing a margin of 44.5%. 

In this quarter different from the previous quarter of 2014 we had an expense also in terms 

of sold products cost having an impact in a negative manner in terms of gross margin and 

in Ebitda. 

That way excluding these costs and the impact on the cash of the company, the non-

current in the quarter, in 4Q 14 there was an expansion in gross margin of 180 bps. That 

expansion is explained by the increase in the participation in revenue of the web 
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commerce channel and also of the improvement of the gross margin in the exporting 

channel. 

Still on this slide we have the performance of Ebitda and as we can see on the right of the 

page the quarter Ebitda reached 44.7 million with the margin of 15.8% showing a reduction 

of 8.8% when excluding the effect of the nonrecurring in 4Q 14. Excluding the expenses 

related to the new ERP of 0.9 million and expenses non-current ones relative to own 

stores of 1.2 million the margin of Ebitda of the quarter would be of 16.5, something similar 

to 4Q 14 Ebitda reached 165.5 million with a margin of 14.8%. 

Also now on page 9 we see a net income of the quarter reaching 33.5 million, a margin of 

11.8% with a reduction of 9.4 compared to the previous year and also net income has 

reached 119.7 million reaching a level very similar to the previous year with a net margin 

of 10.7. 

Now on page 10 we should also focus on the strong generation of operating cash of the 

company in the quarter, we are talking about 49.3 million, reflecting a greater operational 

profit and also reduction of the volume of receivables. We also might state here that there 

were significant changes in the policy of cash flow management in the company. 

On page 11 we can see on the left that there was a Capex of the quarter of 5 million 

mainly due to the corporate investments in technology infrastructure. On the right of the 

page we can see that the company shows a cash of 102.6 million right aligned with our 

financial policy that is conservative and with a very reduced debt cost. 

These were our comments for 4Q of Arezzo&Co. We would like to thank you all for your 

participation in this call and we are now open for the Q&A session. 

 

Q&A Session 

 

Operator: Ladies and gentlemen we will open now for Q&A. For a question press star one 

and if you would like to remove your question press star two. 

Mr. Robert Ford: Good morning everyone thank you very much for the presentation. 

Could you talk a bit more about our e-commerce channel and to explain what is important 

in terms of multi-brand? How is the health of multi-brand and the position of multi-brand? 

And in terms of the e-commerce can we talk about the margin of this channel and the 

potential that you can see when it comes to the penetration of online in Brazil please? 

Mr. Birman: good morning this is Alexandre here thank you for your question, for your 

questions actually. So let us start with the multi-brand: first of all I would like to reinforce 
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the solid strategy of multi-channel in our company. We do have a very strong approach 

and many channels so that we can really balance our revenues. 

So even with the significant drop in the multi brand channel the drop of the revenue was 

very small in this 4Q. If we talk specifically about the multi brand channel I would split my 

answer in two parts: one has to do about some nonrecurring effect that we had in 3Q and 

that has to do with let us say… for discount stores especially the big retailer online that we 

had less, actually less leftover of products. 

And also because of a management approach of improvement of our credit policy focusing 

on having a greater liquidity. We have a very strong philosophy based on generating cash 

and we have chosen to cancel some orders from the month of November of customers 

that had delayed payments with our company. 

And the second part of my answer the multi brand channel especially the small sized 

stores located in smaller centers, in streets, we have less sales results; so we see that the 

premium markets are suffering less and quite the opposite - it is actually growing. 

So we have a good example of that which is the Alexandre Birman brand which today is 

really having a trade down with the ones that would spend a lot abroad these consumers 

are spending with the premium brands in Brazil. That does not happen when we talk about 

smaller sized cities and social class B, so that is where we have most of the multi brand 

retailers. 

For 2016 we forecast that for 1Q we will have a reduction but much less than what we had 

in 1Q 15, less than half of what we had for the reduction in 4Q 15 and we are strongly 

focusing on that channel in a broader manner and we see the strength of our company to 

be able to for 2Q bring in some type of action to differentiate ourselves and to really bring 

in some provocation to the market and to bring a turn back in terms of results so we can 

get the year-end similar to what we had the results in 2015. So for the greater, broader 

scenario that is what I said. 

And if we talk a bit more about the e-commerce as you asked we are very confident in 

terms of the management that we are performing for this very important channel to us and 

2011 is when we started in a very amateur way with sales of Schutz, it has been five years 

now. We gradually evolved and 2014 is when we had the big, great investment in 

technology where we actually did create the business unit for the online where we have a 

very capable team, an expert in this channel. 

Last year we actually reached them out, we were much questioned when we talked about 

the migration of the online to the Arezzo brand how we would go about in terms of the 

franchises and for a long time our answers were that we were analyzing what would be the 

best strategy and we would develop something in partnership with the franchises. 
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And it was really a buildup. We created a committee with five franchisees that took part 

thoroughly in the whole decision-making and the impact was positive and that what is 

great about it; not that there was no; actually the franchisees admired and appreciated the 

tools of search, of information that they get on a weekly basis where they can see that the 

brand has evolved. 

So when it comes to the e-commerce we can face a reality in our company. Our forecast is 

to reach something broader, to have 10% of our total turnover coming from the web 

commerce - and this is not for 2016 but that is a goal to be reached. We have already 

Arezzo, which has already a quite broad reach, with last than four months of operation 

already reaching 4% of its sales from this channel. 

And in terms of margin the margin of web commerce it is usually superior to the average of 

what we have in our company because we have a cost with marketing that is much less 

than what we have when it comes to retailers themselves, brands of third parties and the 

search is already specifically on our brands. That way we were able to have a very tight 

structure to deliver to this channel. 

This gives us confidence to really keep investing in the channel. I hope I answered your 

questions otherwise we are open for a follow-up. 

Mr. Ford: thank you Alexandre. 

Operator: our next question is from Ruben Couto, Itaú BBA. 

Mr. Ruben Couto: Good morning thank you for taking my question. I would like to talk a 

little bit about exports and you continue to show an interesting growth in the company's 

sales. Could you bring us more detail what was done for the past six months? How is your 

competitiveness in terms of time, costs compared to suppliers and brands that are 

available in Asia, if you are doing white label and if there is an opportunity for brand 

awareness? 

I would like an overall view because exports are reaching 9% of your revenue in 2015. 

There are some competitors saying that exports are more than 10%, will reach 12% of 

your revenue; do you have any internal target that you work on so that in two years, three 

years you can reach a sales level of 10% to 15% coming from this exports channel? I 

would love to have some input on that. 

Mr. Birman: good morning Ruben thank you for your question this is Alexandre. I am 

going to spend a minute to give you a little more extended context of our external market. 

Schutz before it was merged with Arezzo in 2007 had a strong action in the external 

market: we had several international trade shows and consequently we created 

partnerships with large stores and in 2007 more than 50% of the revenue from Schutz was 

generated from sales to the external market. 
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When Arezzo&Co was created our goal, already forecasting a slowdown in the domestic 

market and with the perspective of reduction of the exchange rate USD/BRL and noticing 

the importance of Schutz in the external market, we opened a store in São Paulo at Oscar 

Freire and then you know the entire story - and our great focus is internal market. 

But we never closed the door to the external market: we always kept 3% to 5% of our 

revenue coming from that channel keeping a business team and participating in the main 

trade shows abroad. So that put us with our foot in that market all the time. 

So last year from May on, when the BRL started to devaluate strongly, we quickly started 

to push the buttons that we have available to quickly grow our sales. So today I could say 

that the external market is split into three large sub channels, each one with their level of 

investment and consequently perspective to generate value in the long term and generate 

short-term revenues. 

I am going to try to explain how we see the external market. So the place where we have 

the largest investment and potential to generate value in the large… In the long term but 

does not generate value is the pilot project in the United States. 

So in 2012 we opened a store to test in an important place in New York at Madison 

Avenue, and last year we were actually able to structure of the operation at the same 

place with a person who worked at the company for a few years with a very good view of 

marketing, communications and product and that person was able to get great results at 

the store giving us willingness to continue with this testing phase. 

So we are opening the second store that will be opened in the first semester in Los 

Angeles and with think that in the mid-to-long term we will be able to create a very 

interesting business; the second store will be a very important test to see if this could really 

turn into a potential revenues source. 

I would say that the market that is in the business are sales for the multi brand, department 

stores and small stores around the world. So we constantly go to these trade shows so we 

are investing more strengthening the sales force; increasing the number of trips that this 

team goes to; increasing our participation in trade shows; increasing the number of 

samples for the international market.  

So this generates sales increase and it is interesting we do not have to repass this 

devaluation that the BRL suffered; so the reduction of price in dollars was much better 

than the devaluation of the BRL, and so the increase in margin was significant in that 

channel and we expect to grow our share with new products and new brands in dozens of 

countries. We believe that this growth will continue to be strong in 2016. 

And lastly aiming at to optimizing our capacity of pro-development even in a defensive way 

because we do not control all our suppliers we are selling to stores who have their private 
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label. So this is something that will generate good revenue and good margin - a lower 

gross margin in the our average - with zero of involvement of the high-level management 

from our company.  

It is very easy to operate and it can be operated by sourcing and it will generate sales and 

revenue results in the short term, but it is not something that we see as a sustainable - we 

cannot really forecast the USD exchange rate - and if it goes down to 3.40, 3.35 that is an 

interesting sub channel for us to continue to explore. So this is what I had to say. 

About figures - without giving you any guidance - for 2016 you can expect the same 

growth that we had in 2015 and we are going to see how the consolidated goes for the 

company; but I think it is going to be higher than 10%. 

I hope I answered your question otherwise we can do some follow-up. 

Mr. Couto: Thank you, you answered very well. On the three initiatives if you can break 

down in 2015 what was a percentage of each one? The store that is at the very beginning 

of operations maybe might be better in sales and the second effort that you mentioned 

might be more representative. 

Could you just give us a ballpark of the mix in the revenue breaking down these three 

initiatives? 

Mr. Birman: sure. 2015 private-label was almost zero, it was insignificant and only the two 

last months of the year had some figures. The direct exports from here to several other 

countries was about 60% of our revenues and operations in the United States including 

the Alexandre Birman brand - and not just the store at Madison - it is Alexandre Birman 

store and also selling to online stores that we have there other 40%. 

Mr. Couto: perfect thank you very much Alexandre. 

Operator: our next question Marcel Moraes from Deutsche Bank. 

Mr. Marcel Moraes: Good morning. Alexandre was there any increase in price? Could you 

tell us a little bit about especially now at the beginning of the year how you are addressing 

this matter of price for shoes?  

What do you think the behavior will be and what will be the reflex in volumes and if we can 

see this in the average price or the change in the mix can distort the average price? Thank 

you very much. 

Mr. Birman: Marcel good morning this is Alexandre thank you for your question. To talk 

about price I have to split that into two: the price of the sell in and the price of the sellout; 

for sellout price is made up of the pricing plus the discount. So it is not necessarily an 

increase in the average price of sellout comes through the average increase of price of the 

product. 
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If you reduce your price with a markdown you will increase your average price and it is a 

healthy increase in average price. So this is the case of the two first months of the year 

with a large growth of our full price sales which increases the average price per pair of 

shoes sold. 

About the sell in average increase of price we were able in 2015 - but also in the previous 

years – through good product engineering and good strategy to plan and produce 

generating good volumes of the same models. We were able to keep the prices of the 

continuable pairs stable, zero price increase in the past year especially for the Arezzo 

brand and that is a differential and that is where the brand was able to grow a lot through 

this strategy. 

So speaking of mix when you have a winter collection with a high increase in boots this 

can change your average price; but that does not mean that you are increasing the price in 

the same model. So overall in average excluding those issues of mix and keeping the 

price stable for the continuing models we forecast growth of the average price below 

inflation and sales in winter in the sell in show that; and so we are able… We were able to 

be appealing in terms of price. I think this is a differential for our business: we never 

surprise the consumers of the point-of-sale; we have prices that are very reasonable inside 

this collection. 

And our cost model is the cost plus model. So we developed a model based on the cost 

and so we have the sales price at the store. If the merchandise team thinks that the price 

of the store is above what the consumer is willing to pay they go back to the engineering 

department and that model is reengineered aiming at adjusting the industrial processes 

and changing… If you have two lines of sowing you are only going to do one and you can 

reduce on labor. So we reengineer the model so that it has the value perceived by the 

clients. 

So it is a continuous work and we have control over that management. I hope I answered 

your question otherwise I am here to answer any other. 

Mr. Moraes: yes you did answer... Gross margin there was a great expansion of gross 

margin that was not explained by you; do you believe and looking into the next quarters 

and thinking of the cost plus model you apply, and also the mix change that you had and 

also with a stable price and putting all that into the basket do you see that the dynamics of 

gross margin will keep going up or can it oscillate a bit more? 

Mr. Birman: okay. If we talk about the gross margin of our consolidated one we can say 

that we have to think about the different channels we work with. When we talk specifically 

about the sellout channel as I said in the previous answer the more you sell in markdown 

the greater price and greater gross margin and that is something we have been able to do. 
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And also the percentage of mix among channel and web commerce has had a greater 

increase that the average of our channels because of a greater participation. We have a 

channel of gross margin of sellout that is quite high and that is able to get our average 

gross margin up. 

And lastly from Ruben's question before we have a great expansion of the gross margin 

for the external market. 

So with all that balanced out we see an expectation of an improvement of our average 

gross margin. 

Mr. Moraes: thank you very much. 

Operator: our next question is from Marcelo Audi, Cardinal Partners. 

Mr. Marcelo Audi: Good morning. I would like to ask a question about costs trends that 

you have been noting from the last year to 1Q TY and the same for expense trends 

please. 

Mr. Birman: Marcelo good morning thank you for your question this is Alexandre 

speaking. So in terms of costs and if we talk about what we have 50% on average of our 

cost comes from labor costs and the other from raw materials. So if we talk about raw 

material half is leather - and leather is not a commodity that is totally linked to the dollar 

value, although it is something for Brazilian exports and for our production which is actually 

focused on exports it is very much linked to demand. 

So there has been an increase on the average cost of leather but less than inflation 

because there is a retraction of the great consumers of leather which is the automobile 

and furniture industries. So the shoe industry is much smaller in terms of the size of the 

items itself of our industry and that is why the other industries are bigger. 

And the other 50% of the raw material, 25% of the cost, they include some materials that 

come from oil products that although there is an increase of the dollar there is a decrease 

because of the oil price and they are pretty much stable I would say. So in terms of raw 

materials we see an average increase aligned with inflation. 

For labor there are two aspects: first in terms of the current scenario of greater supply of 

skilled professionals and so there is unemployment unfortunately and there has been 

space for adjustments in salaries. Before it was 1% to 2% over inflation and in 2015 we 

see an adjustment of 2% under inflation - and we expect if inflation keeps at this level of 

two-digit inflation we will see a salary adjustment under inflation because usually we have 

the employees bargain approach with the union of pretty much that amount. 
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In terms of the approach related to the increase of production to the external market and 

as a consequence a lack of labor because of the increase of this volume - so that can 

make the cost of labor increase. 

To summarize what I have just mentioned we do not expect any increase of costs over 

inflation, it is something just very much less from what we have in terms of inflation. 

In terms of expenses we have many projects in our company that do not demand 

necessarily investments or Capex: they are projects that demand actually to build teams, 

open new stores; I will give you one example as we have already mentioned the opening 

of the second store of Schutz in the United States. So obviously there has been some 

investment but we will actually have the expenses before the revenue. 

But we have a tight control of these expenses where the fixed expenses of the company, 

the recurring ones, we see an increase under inflation; however there are some projects 

that are important to our company and have the characteristic of increasing expenses. 

So it is important to say that on an annual basis we show our Ebitda excluding the impact 

of what we have in what we call projects. So just so you can understand the US operation 

is 150 bps of our Ebitda, which is what you should add to our Ebitda. I thought that would 

make sense for you in terms of my answer. 

Operator: our next question is from Irma Sgarz from Goldman Sachs. 

Ms. Irma Sgarz: Good afternoon or good morning. I have some few questions, first I 

noticed that the days of suppliers are a bit less than what we had in the last year; can you 

tell me some change in the policy applied and that was stable or not and if that would 

explain what it was a drop YoY? So I would like to see if there was a structural change in 

terms of day closing that could cause this and make a slight difference. 

And the other question is related to an early feedback on the Fiever brand, how were the 

first months in operation with the store opening? 

And the last question is related to the tax rate in 3Q, if you have a bit more information 

what caused that made import… rate a bit under or if there could be an impact further on. 

Mr. Birman: good morning Irma this is Alexandre. I will start by your second question 

about the Fiever brand and then I will have Thiago answer. 

So if we talk about the results the store was launched on November 11 with no marketing 

investment. Our goal was to actually have things going and see how the market would 

react - and I can tell you that was an amazing type of result we got, much over our 

expectation. 

Our inventory that we had expected actually were over by the end of the year after 

Christmas and so we had the month of January actually the reaction to be able to bring in 
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new inventory to the stores and yesterday coincidentally I was in a mall in Rio de Janeiro 

and I was with… I saw actually, bumped into an actress we did not even know that it was 

our brand and she had just bought it. 

So I can tell you that the “white soul” impact was very strong and there is a good forecast 

for the store. So the big plan is to really have a revenue stability that we would consider 

interesting for its size and then invest on it and that would be with the opening of the online 

store that might be ready for 2H when we expect to see a good increase of brand 

awareness so that in 2016 we can actually draft a business plan in a more structured 

manner. 

I hope I answered your question and I will pass the floor to Thiago. 

Ms. Sgarz: thank you Alexandre for your explanation. I would like your comment about the 

lack of inventory; but how did you deal with the supply chain here? Do you have external 

suppliers I imagine, and these things are done not in house; so I would like to understand 

if the suppliers are ready to adjust if the sales really go over the roof. 

And do you think they are ready to follow this growth? And what rhythm of work have you 

been implementing to diversify your suppliers? What can we imagine for sourcing for this 

product? 

Mr. Birman: thank you for your question Irma. I am sorry but I have to say that your 

comment about the external suppliers is not true. To open the store we opened our 

capacity to produce samples, our P&D headquarters to produce the initial inventory for this 

store. 

We sold very few shoes if you think about our total production: only 1500 pairs of shoes 

and of those 1200 were sold in less than a month. So it was a much higher sale than we 

expected which was already very good.  

So the second step we have a production to sell that it is exclusive and dedicated to 

produce our operations in the US. This is the differential that we did in 2015: we created 

this production cell dedicated to produce for the US. 

And since the demand for Fiever is still very small - it is going to go from 2000 to 4000 or 

5000 pairs - this production cell for the US already produces 1800 pairs/week and so it 

would be easily absorbed. So the second step for 2Q 16 is to use this small industrial plant 

to produce Fiever shoes. 

So if the brand really does take off and has a higher demand than we expect we would use 

our regular sourcing strategy. For this kind of product there are other production centers 

that are very relevant: the city of Franca and the city of New Serrana in the state of Minas 

Gerais have a high background of producing this type of product and we already are 
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contacting some of the manufacturers that we think have the potential to provide for a 

higher demand of Fiever in the long and midterm. 

Ms. Sgarz: thank you. 

Mr. Birman: thank you. 

Mr. Duarte: Thiago good morning, it was a great question. Your first question was about 

suppliers and in 4Q dropped in 3 days the revenue impacting in about 10 million and as 

you explained yourself this was a matter of seasonality, we did not change our policies or 

tenors for the suppliers to pay. 

We were implementing our new ERP in the company and so we had a sales level that was 

higher. So it was more because of the season compared YoY than the change in policy. 

In regard to your second question for 4Q that was below compared YoY 19.8% compared 

to 24% in 4Q 14 and we can explain that with the interest rate over our on capital. We had 

the benefit in paying interest on our on capital higher in 4Q around 2 million BRL, in 2015 it 

was around 3 million BRL for the entire year. For 2016 the tax rate will go back to levels 

similar to 2014 levels. 

And even if JCP will continue to bring a positive impact we already have a fiscal benefit in 

paying lower taxes which is called "Lei do Bem" in Portuguese and the Government did 

renew it for 2016 and what we have been reading is that probably this benefit for 2016 will 

be able to be used throughout 2017 and 2018 also.  

So that would reduce the benefit, the fiscal benefit in about 4.5 million and that would 

increase our tax rate to about 29% for 2016. 

Ms. Sgarz: thank you very much. 

Mr. Birman: thank you Irma. 

Operator: our next question is from Edberto Oliveira from Safra. 

Mr. Edberto Oliveira: Good morning. First I would like to congratulate Alexandre and 

team for your results and transparency. The company's growth will be organic or are you 

thinking about an acquisition? 

Mr. Birman: Gilberto good morning thank you for your question and for your comments. 

Our strategy will continue to be as it always has been: our focus and all our energy are 

dedicated towards organic growth.  

Obviously we have our strategy committee representing our board of directors which is 

always aware and following the opportunities for M&A that did not come through until now; 

and despite the higher offer in that field we still focus on the organic growth strategy and 
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therefore we have people very capable who work at the committee and they are constantly 

following any type of opportunity that can arise for mergers or acquisitions. 

Mr. Oliveira: okay thank you. 

Mr. Birman: thank you. 

Operator: To ask questions please press star one. 

If there are no questions on the list I would like to pass the floor to Mr. Alexandre for his 

final comments. 

Mr. Birman: Once again I would like to thank you all for taking part in this conference. 

Before closing I would like to remind you of some points: first on 4Qof the year it was a 

very important moment of sellout due to the summer collection and the end-of-the-year 

festivities. 

1Q of the year is marked by the end of summer collection cycle and the entry of the winter 

collection. Earlier this year we ended the summer collection with a very good turnover and 

that means we have really improved our average markup and this allowed us to really be 

able to focus better on the winter collection and giving us results - but it is still too early to 

talk about the good performance of this collection since we started this week. 

Today is a very important moment to our company especially because it is the official date 

of the launch of our new campaign with uber model Gisele Buendchen that is also having 

beautiful images and very emotional products. We have our communication strategy 

focusing on greater investments on digital media. 

And also we have a personal testimonial of Gisele aligned with the theme of the campaign, 

which is “The Eternal Instant” where she talks about her day-to-day that will trigger great 

interest of everyone. We believe that this will really focus on greater interest towards our 

brand. 

Also another important moment is the opening of our pop-up store in Los Angeles that will 

be there for five weeks and it will be a teaser to start talking about our brands in the region, 

to start with our flagship - that will be in April. 

In the beginning of this year we closed the summer collection with a very good turnover 

level especially in terms of inventory, and then we were working after Carnival and we 

have already reset the company for the winter collection and that is very appealing. 

And I would like to now invite you all to visit our stores to check out the launch of the winter 

collection and get to do some shopping of the new collection. 

And finally I would like to take this opportunity to thank everyone and to congratulate our 

team for their achievements and results and their hard work and dedication always 
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working with great passion and we are showing great results due to all their work and 

dedication as I said. 

We would also like to thank all the strategic guideline of all board of directors. We are 

confident with the strength of our business model and the sustainability of our company, 

and at the same time we are increasingly motivated to strive for continuous improvement 

of our processes in order to always achieve the best results. 

So finally I would like to thank you all for your participation in our conference, thank you 

very much. 

Operator: The Arezzo&Co conference call is closed. We would like to thank you all for 

participating and wish you have a good day, thank you. 

 

 

 

 


