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Facing tough comps and pressured by a still challenging macroeconomic backdrop

for discretionary consumption, we estimate that Grupo Petz should deliver a q/q

and y/y slowdown - both in terms of revenues and profitability.

We expect the group to consolidate gross revenue at R$952m (+18.9% y/y; +4.3%

q/q). The largest growth contribution should come from the 53 stores opened (Est.

Genial) in the last 12M. We project Same Store Sales of 6.0% y/y (-290bps y/y; -

210bps q/q) this quarter.

In our expectation for gross revenue, we do not expect a change in product sales

mix this quarter, it should remain close to the one presented in 1Q23 - i.e. 59% food

and 41% non food.

The biggest impact in Same Store Sales should come from the Services

business, given the adjustments made to the vertical's growth strategy in

recent months - opening stores in smaller formats without the presence of a Seres

veterinary center. We estimate that Services will post revenues of R$ 30m, which

represents a drop of 8.8% y/y.

Regarding digital sales, we expect them to remain sequentially stable. We

estimate gross revenue from this channel at R$ 340 million (+20.3% y/y; +0.6% q/q).

However, even in the face of this stability, online should gain share in sales y/y,

rising from 35.3% of the group's consolidated revenue to 36.0% (Est. Genial).

Despite efforts to smooth the difference in contribution margin between online and

brick-and-mortar, naturally, the y/y advance of the digital channel should

negatively impact the group's gross margin.

There are two other factors that should also pressure the group's gross

profitability:

(I) The withdrawal of the pick-up service charge in São Paulo since the beginning of

the quarter - and in the rest of Brazil from mid-June;

(II) Petix consolidation effect, given that the acquisition is accounted for as of 3Q22

and therefore still brings a different comparison base this quarter.

We project Petz group to consolidate gross profit at R$374 million (+14.2% y/y;

+2.9% q/q) and a gross margin of 39.3% (-160bps y/y; -50bps q/q). It is worth

mentioning that, given the strong impact of tax substitution (ICMS ST), we use

gross revenue instead of net revenue to calculate margins - the same dynamics as

in the pharmaceutical industry.
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For EBITDA, the acquired companies (Petix + Zee.Dog) should approach break-
even, but still detract from operating margin. We estimate the group's adjusted
EBITDA at R$67mn (+2.2% y/y) and an EBTIDA margin of 7.1% (-110bps y/y).

We expect Petz to post a net income of R$10mn (-63.5% y/y) and a net margin of
1.0% (-230bps y/y). Adjusting for stock-options and non-recurring items, we
estimate a net profit of R$16m (-51.8% y/y) and an adjusted net margin of 1.7%
(-240bps y/y).

Table 1: Genial Estimates vs. Consolidated Petz.
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TARGET PRICE 2023 E R$ 8,00 Upside 16%

Petz 2Q23 E 2Q22 C % y/y | bps Bloomberg Cons.* % Genial / Bloomberg 1Q23 C % q/q | bps

Gross Sales 952                 801                 18,9% 913                 4,3%

Brick-and-Mortar 581                  485                  20,0% 540                  7,7%

Digital 340                  283                  20,3% 338                  0,6%

Services 30                    33                    -8,8% 35                    -13,5%

Same Store Sales (%) 6,0% 8,9% -292 bps - 8,1% -212 bps

Net Revenue 802                 674                 18,9% 856                                  -6,3% 767                 4,6%

COGS (428)                 (347)                 23,3% (472)                                  -9,4% (403)                 6,1%

Gross profit 374                 327                 14,2% 384                                  -2,5% 363                 2,9%

% Gross margin (1) 39,3% 40,9% -160 bps N/A - 39,8% -54 bps

% Gross margin (2) 46,6% 48,5% -191 bps 44,8% 182 bps 47,4% -77 bps

EBIT 21                   27                   -22,7% 34                                     -38,8% 14                   50,4%

% EBIT margin 2,6% 4,0% -139 bps 4,0% -138 bps 1,8% 79 bps

Depreciation and Amortization (40)                   (30)                   35,9% (47)                                     -14,5% (40)                   1,2%

Adj. EBITDA 67                   66                   2,2% 81                                     -16,9% 65                   3,9%

% Adj. EBITDA margin (1) 7,1% 8,2% -115 bps N/A - 7,1% -3 bps

% Adj. EBITDA margin (2) 8,4% 9,8% -137 bps 9,5% -107 bps 8,5% -6 bps

Net financial expenses (7)                     5                       - N/A - (3)                     108,0%

Income Tax (5)                     (6)                     17,2% N/A - (4)                     24,4%

Net Income 10                   26                   -63,5% N/A - 7                      38,4%

% Net margin 1,2% 3,9% -267 bps N/A - 0,9% 29 bps

Adj. Net Income 16                   33                   -51,8% 15                                     -37,1% 19                   -17,6%

% Adj. net margin 2,0% 4,9% -289 bps 1,8% -58 bps 2,5% -53 bps

* Retrieved on Jul 20. 2023

(1) Relative to Gross Sales; (2) Relative to Net Revenue
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Disclaimer 

This report has been produced by the research department (“Genial Institucional Research”) of Genial Institucional

Corretora de Câmbio, Títulos e Valores Mobiliários S.A. (“Genial Institucional CCTVM”). Genial Institucional is a brand

name of Genial Institucional CCTVM.

This report may not be reproduced, retransmitted, displayed or re-published to any other person, in whole or in

part, for any purpose, without the prior written consent of Genial Institucional CCTVM, which consent may be

sought by contacting the principal analyst, who is going to be responsible for obtaining the Control Room´s

approval. Genial Institucional CCTVM accepts no liability whatsoever for the actions of third parties in this respect.

This research report is for distribution only under such circumstances as may be permitted by applicable law. This

research report is not tailored to the specific investment objectives, financial situation or particular needs of any

specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete

statement or summary of any securities, markets, reports or developments referred to in this research report.

Neither Genial Institucional CCTVM nor any of its directors, officers, employees or agents shall have any liability,

however arising, for any error, inaccuracy or incompleteness of fact or opinion contained in this research report or

lack of care in this research report’s preparation or publication, or any losses or damages which may arise from the

use of this research report.

Genial Institucional CCTVM may rely on information barriers, such as “Chinese Walls” to control the flow of

information within the areas, units, divisions, groups, or affiliates of Genial Institucional CCTVM

Investing in any of the non-U.S. securities or related financial instruments (including ADRs) discussed in this

research report may present certain risks. Non-US securities mentioned, recommended, offered, or sold by Genial

Institucional CCTVM or its affiliates are not insured by the Federal Deposit Insurance Corporation and are subject to

investment risks, including the possible loss of the entire principal amount invested. The securities of non-U.S.

issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange

Commission. Information on such non-U.S. securities or related financial instruments may be limited. Foreign

companies may not be subject to audit and reporting standards and regulatory requirements comparable to those

in effect within the United States

The value of any investment or income from any securities or related financial instruments discussed in this

research report denominated in a currency other than U.S. dollars is subject to exchange rate fluctuations that may

have a positive or adverse effect on the value of or income from such securities or related financial instruments.
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Definition Coverage

Buy Expected return above +10% in relation to the Company's sector average  46%

Neutral Expected return between +10% and -10% relative to the Company's industry average 44%

Sell Expected return below -10% in relation to the Company's sector average 5%

under Review Under review 5%
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ANALYST(S) DISCLOSURES AND CERTIFICATION

The analysts hereby certify that the views expressed in this research report accurately reflect their personal views

about the subject securities or issuers and it was prepared in an independent manner, including with respect to the

person and to Genial Institucional.

The analyst’s compensation is, directly or indirectly, determined by income from Genial Institucional´s business

and financial operations.

In addition, the analysts certify that no part of their compensation was, is, or will be directly or indirectly related to

the specific recommendations or views expressed in this research report.

The compensation of the analyst who prepared this report is determined by research management and senior

management (not including investment banking). Analyst compensation is not based on investment banking

revenues, however, compensation may derive from the business and financial operations revenues of Genial

Institucional CCTVM, its affiliates, parent companies and/ or subsidiaries as a whole, of which investment banking,

sales and trading are a part. Compensation paid to analysts is the sole responsibility of Genial Institucional CCTVM.

The analysts Iago Souza, Vinicius Esteves and Nina Mirazon are the responsible for the content of this report and

for meeting the requirements of Securities and Exchange Commission of Brazil (CVM) Instruction 598/2018.

Unless otherwise stated, the individuals listed on the cover page of this report are research analysts.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by Genial Institucional CCTVM, a company authorized to engage in securities

activities in Brazil. Genial Institucional CCTVM is not a registered broker-dealer in the United States (U.S.) and,

therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of

research analysts. This research report is provided for distribution to “major U.S. institutional investors” in reliance

on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended

(the “Exchange Act.) Genial Institucional CCTVM distributes such reports in the U.S. pursuant to Rule 15a-6 and in

this context the chaperoning party (Brasil Plural Securities LLC) and in certain instances such distribution is part (or

viewed) as part of a soft dollar arrangement established and maintained by Brasil Plural Securities LLC. Genial

Institucional CCTVM does not provide this report (or any research) to U.S. persons pursuant to any express or

implied understanding that those U.S. persons will direct commission income to Genial Institucional CCTVM.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related

financial instruments based on the information provided in this research report should do so only through Brasil

Plural Securities LLC, a registered broker dealer in the United States with an office at 545 Madison Ave., New York,

NY 10022, (212) 388-5600. Under no circumstances should any recipient of this research report effect any

transaction to buy or sell securities or related financial instruments directly through Genial Institucional CCTVM.
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Brasil Plural Securities LLC accepts responsibility for the content of this research report, subject to the terms set

out below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the

Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of Brasil Plural Securities

LLC and, therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a

subject company, public appearances and trading securities held by a research analyst account.

The disclosures contained in research reports produced by Genial Institucional CCTVM and distributed by Brasil

Plural Securities LLC in the U.S. shall be governed by and construed in accordance with U.S. law. Additional

information relative to the financial instruments discussed in this report is available upon request.

Copyright 2023 Genial Institucional CCTVM and/or its affiliates or parent companies. All rights reserved.
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