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The company failed in the choice of assortment, pricing and timing of the

fall/winter collection shift in the 1st quarter. These mistakes, together with the still

restrictive macroeconomic scenario for discretionary retail, ended up sacrificing

part of Renner’s margin of this 2nd quarter.

The result was the picture we saw this quarter. It was not a pretty picture! Despite a

higher free cash flow (which can be explained given the lower level of investments

in subsidiaries, lower capex in the period and optimization of accounts receivable),

the company shows an even more anemic operating result than that presented in

the 1st quarter - safeguarding seasonal impacts.

Despite considering that from 2S23 on, the comps will become more interesting, we

maintain our NEUTRAL view on LREN3 (target 2023E of R$ 20.50).

Analyzing the monthly traffic of low-price clothing apps and websites (Chart 1), we

see Shein gaining traction in the apparel sector. Although it is not possible to

predict the conversion of these accesses into purchases, we continue to see price

sensitive consumers.

We expect more tangible results from Renner's assortment adjustment over the

coming months, which will focus more on the low-price product exposure. In a

release, the company briefed that the strategy started to bring results in June (to

see). If successful, this strategy could once again leverage the company

Graph 1: Monthly app traffic, taken from Similarweb and prepared by Genial.

Does not consider iOS.
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We have highlighted five topics that we believe are relevant to the reported result:

(I) Revenue retraction

Amid a macroeconomic scenario that pressures customers' purchasing power,

Renner continues to deal with weakened demand. Faced with a lower appetite for

consumption by customers, the dynamics of the quarter were no different from

what we expected - with reduced tickets and fewer items in the basket. Adding the

weak sales volume to strong consolidated comps in 2Q22, Renner posted a -6.0%

y/y slowdown in retail revenues.

(II) High level of markdowns

When we compare the result with 2Q22 numbers, we see a strong deceleration. Last

year's base is marked by an increase in volume - characterized by the pandemic's

repressed demand and an early winter - causing one of the lowest markdown levels

in Renner's history.

This year, the fact that the company anticipated its fall/winter collection in the first

quarter in a wrong way, brought a heavy and out-of-season inventory to the second

quarter. The weather, with higher average temperatures in its main markets (see

charts 2A and 2B), penalized Renner's strategy.

The result? Lower sales volumes and higher levels of markdowns, bringing

significant pressure on profitability. The company reported a gross profit of R$2.1b

(-4.9% y/y; +1.2% vs. Est. Genial) and a retail margin of 53.9%, falling -220 bps y/y

and -75 bps vs. our estimate.

Graph 2: Annual temperature evolution for São Paulo and Porto Alegre.

Prepared by Genial from INMET data.
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(III) Low operating leverage

Due to higher levels of operating expenses, mainly in the lines of expenses with the
new Omni DC and administrative restructuring, and the y/y decline in revenues, the
proportion of SG&A within revenues increased +330 bps, from 33.3% in 2Q22 to
36.6% in this 2nd quarter.

This, together with higher markdowns and the decline in gross margin, caused
EBITDA to shrink -31.4% y/y, to R$482m, with a margin of 13.7% (-560 bps yoy).

(IV) Realize: from bad to worse

If we judge that the retail result was operationally weak, the situation gets even
worse when we look at Realize. Faced with a macro environment that is still
challenging for discretionary consumption, Renner has been slowing down the
pace of credit granting.

Undoubtedly, this is the right strategy to be made in this scenario. However, even
with the slowdown in the credit portfolio, the old credit granting vintages have
been taking their toll on the retailer, which needs to launch a higher provisioning of
the overdue portfolio. Co-Branded's NPL>90 increased by 1.40 p.p. in the quarterly
outlook, reaching 20.3% of the portfolio.

The worst of both worlds. When we add the lower portfolio growth with the higher
estimated credit loss (Chart 3), Renner's financial solutions vertical became a major
detractor of operating margin for the group, posting a negative result of R$53.7m
(previously positive R$11.9m in 2Q22).
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Graph 3: Meu Cartão loan portfolio growth and estimated losses. Prepared by
Genial based on company data.

(V) A higher tax rate than our estimate

Supported by a higher acknowledgement of tax incentives as investment grants
(import operation in SC and presumed ICMS credit in SC and RJ), the bottom line
was above our projection.

With an IRPJ/CSLL of R$ 34m (vs. negative R$ 21m Genial Est.), Renner consolidated
a net profit 60% higher than estimated, at R$ 230m (-36.4% y/y) and a net margin of
6.6% (-340bps y/y).
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Lojas Renner 2T23 C 2T23 E % C/E | bps 2T22 C % a/a| bps

Net Revenue 3.504             3.429             2,2% 3.626             -3,4%

Retail 2.985               2.906               2,7% 3.176               -6,0%

Realize 519                  523                  -0,8% 451                  15,2%

Gross Profit 2.098             2.073             1,2% 2.205             -4,9%

% Total gross margin 59,9% 60,4% -58 bps 60,8% -94 bps

Retail 1.609               1.588               1,3% 1.782               -9,7%

% Retail gross margin 53,9% 54,7% -75 bps 56,1% -220 bps

Adj. EBITDA (IFRS16) 482                 440                 9,6% 702                 -31,4%

% Adj. EBITDA margin 13,7% 12,8% 92 bps 19,3% -560 bps

Net financial result (29)                   (17)                   64,4% (2)                     1064,2%

IRPJ/CSLL 34                    (21)                   -258,5% (71)                   -147,9%

Net Income 230                 143                 60,3% 361                 -36,4%

% Net margin 6,6% 4,2% 238 bps 10,0% -341 bps

Source: Genial Estimates and Lojas Renner.
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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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