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Operator: Good morning and thank you for waiting. Welcome to the Vulcabras 
Azaleia conference call to discuss results for 2Q19. Present today with us are 
Pedro Bartelle, CEO of the company, Mr. André de Camargo Bartelle, member 
of the board of directors, Mr. Wagner Dantas, CFO and Investor Relations 
Officer and our Investor Relations team, Mr. Valdinei Tortorelli and Ms. Letícia 
Marcellino Carvalho. 

We inform you that this event is being recorded and that all the participants will 
be only listening to the conference call during the presentation of Vulcabras 
Azaleia. Then we will start the Q&A session, when further instructions will be 
provided. If you need any assistance during the conference call, please request 
the assistance of an operator by entering a * zero. 

This event is also being transmitted simultaneously through the internet, via the 
webcast, and can be accessed at www.vulcabrasazaleiari.com.br, where the 
respective presentation is available. The selection of the slides will be controlled 
by you. The replay of this event will be available soon after its closure. Please 
note that webcast participants will be able to register, via the website, questions 
for Vulcabras Azaleia, which will be answered after the end of the conference, 
by the IR area. 

Before proceeding, we would like to clarify that any statements that may be 
made during this conference call regarding Vulcabras Azaleia's business 
prospects, projections, operating and financial goals, constitute beliefs and 
assumptions of the Company's Management, as well as information currently 
available for Vulcabras Azaleia. Future considerations are not performance 
guarantees and involve risks, uncertainties and assumptions as they relate to 
future events and therefore depend on circumstances that may or may not 
occur. 

Investors and analysts should understand that general conditions, industry 
conditions and other operating factors may affect the future results of Vulcabras 
Azaleia and may lead to results that differ materially from those expressed in 
such future conditions. 

I would now like to give the floor to Mr. Pedro Bartelle, CEO of the company, 
who will begin the presentation. Please, Mr. Pedro, you may proceed.   

*** 

Mr. Pedro Bartelle: Good morning, welcome to the conference call of 
Vulcabras Azaleia.  

http://www.vulcabrasazaleiari.com.br/
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Vulcabras Azaleia presented positive performance in its main brands and 
product segments in the second quarter of 2019, compared to the same period 
of 2018, even in a scenario of economic stagnation and low consumption in the 
domestic market, still affected by the consequences of the economic slowdown 
in Argentina, main destination of our exports. 

With consumption below market expectations and high competition for 
consumers’ preference, the Company adopted a commercial strategy that 
proved to be efficient, reinforcing the offer of products in the entry price ranges 
of Olympikus footwear.  

Aligned with brand strength and new product features, the commercial actions 
led to increase in revenue from the Women’s and Athletic Footwear and 
Apparel segments, both for the Olympikus and Under Armour brands. 

Total revenue of R$ 327 million was up 16.5% compared to 2Q18.  

In this quarter, negotiations were also concluded with the Sergipe state 
government for extending the ICMS tax benefit concession period until 2032, 
with deferral of 99% of the ICMS tax debt. 

At the same time that we outline effective commercial strategies, we design 
communication for the construction of our brands within short and long term, 
informing the latest technologies and models and strengthening the relationship 
with their public. 

Regarding the Under Armour brand, we launched four campaigns to increase 
public awareness about the brand and consolidate its presence in the athletic 
footwear segment. One of these emphasizes the new line with Charged 
Cushioning runner damping technology. The line hit the market with six new 
models created and developed by Vulcabras Azaleia in partnership with Under 
Armour global.  

With a specially designed plan, Olympikus has been building a unique 
relationship with the running community in order to become a leading player in 
Brazil for athletic footwear. A leader in sales in the Brazilian market, the brand is 
taking lovers of this sport to an unprecedented running circuit in Brazil. 

There will be three stages in this circuit, the first took place in July at the 
Jalapão State Park (Tocantins), in September it will be in the Pantanal (Mato 
Grosso do Sul) and in November in Alter do Chão (Pará). Runners will compete 
on dirt roads enjoying unique landscapes. 

Women's footwear, in turn, is going through an important phase. If Azaleia and 
Dijean had already been growing in volumes sold for 3 consecutive quarters, 
now the brands present new style features. To present the new collections, 
focusing on spring-summer 2019-2020, the brands were once again present in 
the largest retail sector event; namely, the International Leather and Footwear 
Fair (SICC), held in May in Gramado in the Rio Grande do Sul State. 

One of the highlights is the Azaleia collection signed by our head of style, 
Alexandre Herchcovitch, a brand that is also under his supervision. The models 
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bring fashionable trends that include the extreme comfort allowed by EVA, a 
material used by the Company in their production. All this work is now coming to 
the points of sale, accompanied by specific communication and training of 
salespeople. 

Every phase has its challenges. To tackle them in the current cycle that we are 
going through in Brazil and abroad, we stick to our principles: those that drive 
us to innovate in products and management, and to continuously build a 
valuable company for employees, shareholders and the society 

Now for the presentation of our performance in the quarter, I will give the floor to 

Mr. Wagner Dantas, our CFO and newly appointed Investor Relations Officer. 
 
Mr. Wagner Dantas: Good morning. We started the presentation with slide 5, 
gross volume of pairs and pieces.   

In 2Q19, gross volume billed totaled 6.6 million pairs/pieces, an increase of 
20.4%, compared to the 2Q18 total of 5.5 million pairs/pieces.  

The variation in the period is mainly due to:  

(i) an increase in athletic footwear sales, driven by the growth in the 
domestic market due to the positive Olympikus brand performance, as 
well as the addition of sales of Under Armour footwear, however, 
partially offset by the decrease in exports, mainly due to the continuity 
of the economic slowdown in Argentina,  

(ii) an increase in women’s footwear sales,  

(iii) a decrease in Other footwear and Other line items, due to a significant 
decrease in exports of footwear parts,  

(iv) an increase in apparel and accessories sales, due to the growth in the 
Olympikus brand sales, as well as the addition of Under Armour brand 
sales. 

 

In the first half of 2019, gross volume invoiced amounted to 12.6 million 
pairs/pieces, an increase of 13.0% compared to that in the first half of 2018, of 
11.1 million pairs/pieces. 

 

On page 06, we present the net revenue per product category. 

In 2Q19, net revenue was R$ 327.0 million, an increase of 16.5% compared to 
R$ 280.8 million in 2Q18. 
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Athletic Footwear revenue increased 12.3%, despite being significantly 
impacted by the weak performance in the domestic retail market, together with 
the drop in exports.  

Olympikus revenue grew in the second quarter despite the significant decrease 
in operations in the foreign market. In the domestic market, in light of weak 
consumption and fierce retail competition, the Company decided to increase the 
offer of models in the entry price range, which proved to be effective and 
enabled revenue growth, but with a decrease in average sales price.  

During the second quarter, Under Armour footwear fully developed and 
produced in the Company's plants started being sold, allowing expected 
revenue from these sales to be reached.  

The Women's Footwear segment expanded by 14.4% compared to the same 
period of the previous year. In the period, there was an increase in revenue 
from sales in the domestic market, partially offset by the fall in revenue from 
sales in the foreign market. Although the volume increase, there was a drop in 
average sales price more significant, due to the features of the new collections. 

The Apparel and Accessories segment presented strong growth, expanding 
290.4% compared to 2Q18, due to the increase in revenue from Olympikus 
brand sales, and mainly due to the addition of revenue from Under Armour 
brand sales. 

Other Footwear and Other segment decreased slightly, mainly due to the 
significant drop in export of footwear parts. 

In the first half of 2019, net revenue was R$ 626.8 million, up 9.4% compared to 
R$ 572.8 million in the first half of 2018. 

 
On page 07, we present the opening of net revenue per market.  

Net revenue in 2Q19, in the domestic market, totaled R$ 300.6 million, an 
increase of 22.1% compared to R$ 246.2 million in 2Q18.  

In the foreign market, net revenue in 2Q19 totaled R$ 26.4 million, 23.7% down 
compared to R$ 34.6 million in 2Q18. 

In the domestic market, the growth is due to the increase in revenue in all 
segments on a comparative basis, and the increase in sales of Under Armour 
footwear and apparel. 

In direct sales to third parties in the foreign market, there was a significant drop 
in 2Q19 revenue, compared to the same period last year. The main contributors 
to this were the major drop in revenue from athletic footwear and footwear parts 
to Argentina. The economic slowdown in Argentina, the main destination of 
athletic footwear exports, resulted in the temporary interruption of business with 
that country. The Company has been working intensively to restore business 
with Argentina, and shipments to that country are expected to be resumed in 
the second half of the year. 
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In the first half of 2019, net revenue in the domestic market totaled R$ 575.7 
million, an increase of 14.9% compared to the first half of 2018, when net 
revenue was R$ 500.9 million. 

 In the foreign market, net revenue in the first half of 2019 was R$ 51.1 million, 
down 28.9% compared to R$ 71.9 million in the same period of 2018. 

Going to page 08, we have the presentation of gross profit and gross margin.  

Gross profit of 2Q19 was R$ 111.2 million, an increase of 15.1% compared to 
R$ 96.6 million in 2Q18.  

Gross margin was 34.0% in 2Q19, down 0.4 p.p. from 34.4% in 2Q18.  

Given the difficulties faced in the domestic market throughout 2Q19, with low 
consumption and fierce retail competition, the Company decided to increase the 
offer of models in the entry price range of Olympikus footwear, measure that 
proved to be effective and led to revenue growth, but also led to a decrease in 
the average sales price and consequent pressure on the profitability of sales.  

For Under Armour, the increase in retail sales with the new footwear collection, 
following the defined price strategy and, adding revenues from own stores and 
e-commerce, resulted in  gross margin higher than that of the other segments, 
which contributed to the overall performance.  

In the first half of 2019, gross profit was R$ 213.3 million, an increase of 8.3% 
compared to   R$ 197.0 million in the first half of 2018. The margin in the first 
half of 2019 was 34.0%, 0.4 p.p. lower than in the first half of 2018 (34.4%). 

Going to page 09, we present the selling and advertising expenses.  

At the top of the slide are the graphs of Selling expenses (ex-marketing), which  
increased 26.6% in 2Q19 compared to 2Q18. R$ 38.6 million was recorded in 
2Q19, versus R$ 30.5 million in the same period of the previous year. As a 
share of revenue, selling expenses (ex-marketing) represented 11.8% in 2Q19, 
compared to 10.9% in 2Q18, a rise of 0.9 p.p. 

The increase in selling expenses, in the comparison of the two periods, is 
mainly due to the increase in personnel expenses, caused by the consolidation 
of the Under Armour Brazil's structure and the increase in the allowance for loan 
losses. On June 27, 2019, a client of the Company obtained the approval of the 
request for judicial reorganization by the Rio Grande do Sul Court. Management 
assessed the likelihood of recovery of the outstanding balance and recorded the 
amount of R $ 4.8 million provision for estimated losses on doubtful accounts 
Variable selling expenses remained stable. 

In the 1st half of 2019, selling expenses (ex-marketing) were R$ 73.6 million, an 
increase of 20.5% compared to R$ 61.1 million in 1H18. The share of selling 
expenses over net revenue increased 1.0 p.p. when comparing 6M19 with 
6M18, from 10.7% to 11.7%. 
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At the bottom of the slide, we have advertising and marketing expenses, which 
in 2Q19 were R $ 15.4 million, a 7.7% increase over the R$ 14.3 million in 
2Q18. 

Advertising and marketing expenses share over net revenue represented 4.7% 
in 2Q19, compared to 5.1% in 2Q18, a decrease of 0.4 p.p. 

The Company intensified its investment in marketing in the period, with the 
display of athletic brands (Olympikus and Under Armour) on the side and 
bottom soccer field boards during the 2019 Brasileirão soccer games. 

Due to the launch of the first Under Armour collections managed by the 
Company, the brand's marketing expenses were higher than the Company's 
average marketing expenses. However, the consolidated marketing expenses 
share over revenue is not expected to significantly increase in relation to prior 
year. 

In the first half of 2019, expenses totaled R$ 27.4 million, an increase of 9.2% 
compared to those of the first half of 2018, which totaled R$ 25.1 million. 

Going to page 10 we have the statement of General and Administrative 
expenses.  

Administrative expenses totaled R$ 28.1 million in 2Q19, an increase of 47.9% 
compared to R$ 19.0 million in 2Q18.  

The share of administrative expenses over net revenue increased by 1.8 p.p., 
from 6.8% in 2Q18 to 8.6% in 2Q19. 

The main variations are justified by: 

(i) rent and condominium expenses, referring to the 7 Under Armour stores 
and also to the new commercial office in São Paulo, impacted “Rental” 
and “Othes”;  

(ii) outsourced services, mainly due to the logistics costs of the Under Armour 
operation, which should gradually decrease, now that own footwear 
production and wholesale distribution are made from our factories. 

In the first half of 2019, compared to the same period of 2018, there was a 
37.4% increase in general and administrative expenses, from R$ 38.5 million to 
R$ 52.9 million. Comparing their share over net revenue, there is a 1.7 p.p. 
increase in the first half of 2019 over the same period of the previous year. 

Page 11 shows the behavior of the financial result and the net debt.  

Net financial income in 2Q19 amounted to an expense of R$ 0.8 million, 
compared to income of R$3.0 million in the same period of 2018. The significant 
variation between the two periods is due to the recognition of foreign exchange 
gain in 2Q18, due to the impact of the strong appreciation of the US Dollar 
against the Real during that period, which significantly impacted foreign 
revenues and assets. 
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In 2Q19, there was recognition of financial income of R$ 2.3 million, related to 
financial income of the “undisputed” PIS /COFINS on ICMS tax credit amount of 
the tax recovery proceeding filed by subsidiary Vulcabras Azaleia SE, Calçados 
e Artigos Esportivos Ltda. 

Net financial income amounted to income of R$ 0.9 million in the first half of 
2018 compared to expense of R$ 2.6 million in the first half of 2019. 

At the end of 2Q19, gross debt totaled R$ 47.2 million, a decrease of 21.3% 
compared to the balance at 12/31/2018. There was an increase in available 
cash of 22.2%, reaching net cash of R$ 39.4 million at the end of the period. 

On page 12 we have net income and Adjusted ROIC.  

Net income in 2Q19 was R$ 30.0 million, representing a decrease of 9.1% 
compared to net income of R$ 33.0 million in 2Q18. Net margin reached 9.2% 
in 2Q19, compared to 11.8% in 2Q18, a decrease of 2.6 p.p. 

In 2Q19, some “non-recurring” events influenced the Company's results. 
Revenue of R$ 5.1 million from subsidiary Vulcabras Azaleia SE Ltda. who 
obtained credit from the Federal Revenue of Brazil regarding the calculation of 
the “undisputed” amount in one of its PIS / COFINS recovery actions on ICMS. 
In contrast, an allowance for doubtful accounts was recorded in the amount of R 
$4.8 million, related to a client's request for judicial recovery.  

For comparative purposes, if the “non-recurring” events were excluded from 
2Q19 results, net income would be R$ 29.7 million with net margin of 9.1%. 

The net margin, in the comparison between the six-month periods, decreased 
2.6 p.p., from 11.6% in the first half of 2018 to 9.0% in 2019. 

Annualized adjusted return on invested capital (ROIC-adjusted) reached 19.6% 
in 2Q19 - LTM (last twelve months ended June 30, 2019), with a decrease of 
3.6 p.p. compared to 23.2% as at 12/31/2018. 

On page 13 we present EBITDA.  

In 2Q19, EBITDA was R$ 50.5 million, representing a 14.3% increase, 
compared to R$ 44.2 million in 2Q18. EBITDA margin decreased by 0.3 p.p. to 
15.4% in 2Q19, compared to 15.7% in 2Q18. 

With the adoption of IFRS 16 / CPC 06 (Leases), EBITDA for 2Q19 was 
positively impacted by R$ 3.0 million. 

As already mentioned in the previous sections, EBITDA was also impacted in 
2Q19 by “non-recurring” events. Credit of PIS / COFINS over ICMS was 
recognized and the impact in EBITDA was R$ 2.8 million of the principal 
amount, recorded in “Other Net Operating Income”. Other event was the 
provision for estimated losses with settlement credits, the amount of R$ 4.8 
million related to a client's request for judicial recovery. 
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For comparative purposes, if the “non-recurring” events were excluded, 2Q19 
EBITDA would be R$ 49.5 million with EBITDA margin of 15.1%. 

In the first half of 2019, EBITDA was R$ 97.6 million, an increase of 3.8% 
compared to R$ 94.0 million in the first half of 2018. EBITDA margin decreased 
by 0.8 p.p., reaching 15.6% in 2019. 

In 6M19, EBITDA was positively impacted by the adoption of IFRS 16 / CPC 06 
by R$ 6.1 million and the recognition of non-recurring events already 
mentioned. 

On page 14, we present Capex.  

In 2Q19, R$ 28.3 million was invested in property, plant and equipment, 
particularly in connection with industrial facilities and molds. This is due to the 
continuity of the plant modernization project. Investments in intangible assets in 
2Q19 totaled R$ 1.0 million.  

In the first half of 2019, investment in property, plant and equipment was R$ 
52.6 million, remaining in line with the same period of 2018, with investment of 
R$ 53.8 million. Investments in intangible assets in 6M19 were R$ 1.2 million, 
same amount as that for 6M18. 

On page 15 we present the cash flow.  

Cash flow in 6M19 was positive R$ 15.1 million, with EBITDA of R$ 97.6 million, 
with an increase in working capital requirements of R$ 6.0 million, a reduction in 
bank liabilities of R$ 12,8 million and investments in property, plant and 
equipment and intangible assets of      R$ 53.8 million. 

During the six-month period, the payment for the acquisition of Under Armour 
totaling R$ 61.6 million was also finalized. 

So, we finished our presentation and made room for questions. Thank you very 
much. 

 
Q&A Session 

Operator: ladies and gentlemen, we will now begin the question and answer 
session. To ask a question please type star(*) one and to remove the question 
from the list type star (*) two. 

Our first question comes from Helena Villare, Bradesco. 

Mrs. Helena: Hi guys, good morning. Actually I have two questions, my first 
question is about Olympikus and the strategy you are following of putting a 
lower entry price for products, and how do you see it for the next few quarters 
as to whether it will affect gross margin or if we can see gross margin recovery. 
How are you seeing this for 2o Half? 
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And my second question is about Under Armor. I just wanted to understand now 
that we have a trimester full delivery of yours as you are seeing any brand 
perspective, with the opportunities are appearing that you had not yet in mind 
and what difficulties may have appeared, thank you. 

Mr. Wagner: Good morning Helena here is Wagner. Regarding Olympikus in 
the 1o Half, the market situation really demanded that we focus on the entrance 
price points. In 2o Half we are launching a collection that was already planned to 
work in these tracks, so we expect to be capturing slightly better margins than in 
the 1o Half. 

Related to Under Armor the brand is doing well according to our plans. We 
launched year to market in mid-May, during June and July. The re-orders are 
happening and now from August we are starting to release a collection add-on 
that makes the local models developed and manufactured by us go from six to 
ten models. This should ensure sustainability and revenue growth from the 
brand. 

I think it is also important to mention that we do not want to accelerate too 
much. We are very concerned about maintaining positioning, since Under 
Armor is really a premium brand and we want to make sure that it is perceived 
as a premium at the point of sale by the consumer and so we are progressing at 
a rapid pace - but conscious way. 

Ms. Helena: It’s great. Thank you very much. 

*** 

Operator: Remembering that in order to ask questions just enter star one (* 1). 
Again, to ask a question please enter star one (* 1). 

We have now closed the question and answer session. I would like to turn the 
floor over to Mr. Wagner Dantas for the final considerations. Please, Mr. 
Wagner, you may proceed. 

Mr. Wagner: Thank you all for the participation in this conference call and we 
remain at your disposal to clarify personally and through our IR team any further 
points or doubts that may have been pending. Thank you. 

Operator: The conference call of Vulcabras Azaleia is finished. We thank you 
for your participation, have a good day and thank you for using Chorus Call. 

 

 

 


