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Good morning ladies and gentlemen. At this time we would like to welcome everyone to the Aliansce’s 3Q15 earnings conference call. Today with us, we have Mr. Henrique Cordeiro Guerra, Executive Director, Mr. Renato Botelho, CFO, and Mr. Eduardo Prado, IR Superintendent.

We would like to inform you that this event is being recorded and all participants will be in listen-only mode during the Company’s presentation. After the Company’s remarks are completed, there will be a question and answer section for investors and analysts. At that time further instructions will be given. Should any participant need assistance during this call, please press *0 to reach the operator. There will be a replay facility for this call for one week.

Before proceeding, let me mention that forward-looking statements are based on the beliefs and assumptions of the Company’s management, and on information currently available to the company. They involve risks, uncertainties and assumptions because they relate to future events and therefore depend on circumstances that may or may not occur in the future. Investors should understand that general economic conditions, industry conditions and other operating factors could also affect the future results of the Company’s and could cause results to differ materially from those expressed in such forward-looking statements.

Now, I will turn the conference over to Mr. Henrique Cordeiro Guerra, who will start the presentation. Mr. Henrique, you may begin the conference.

Henrique Cordeiro Guerra:

Good morning. I would like to welcome everyone to this teleconference in which we will present the 3Q15 operating and financial figures for the Company. Excluding divestments of interest in 2014, Aliansce’s net revenue grew 6.6% and adjusted EBITDA increased by 6.5% in the 3Q. Same-store rent grew 4.3% in the 3Q15, demonstrating the resilience of our portfolio, despite the macroeconomic environment. 

Portfolio occupancy rate stood at 97.1%. The Company’s ten main assets, representing 82% of the Company’s NOI, in the 3Q15 had an occupancy rate of 98.1%. Occupancy costs stood at 10.8% in the 3Q15, which is below the industry average. Net late payments 4% in the 3Q15. Net late payments in Aliansce’s ten top malls reached 3.6% in the quarter. Total sales fell 3.5% in the quarter, same-store sales, excluding Shopping da Bahia, decreased 4.2%, with same area sales decreasing by 3.8% in the 3Q15.

The ongoing expansion works continue to have an impact on the mall’s performance in the 3Q15. It should be considerably reduced in November, with the opening of the new entrance to the mall.

On September 8th, Aliansce prepaid 50% of the first public issue of debentures in the amount of R$92 million. The loan had its costs of CDI, the Brazilian prime rate, plus 2% per year, which is well above the Company’s average cost of debt.

On September 30th, the Company completed the partial sale of its interest in Via Parque Shopping and received the amount of R$132 million. Considering the estimated projections and earn out clauses, the present value of the selling price would be of R$157 million, implying a cap rate of 8.8%. The Company’s gross CAPEX was R$32 million in the 3Q15, and R$97 million in the 9M15. The net investment was of R$32 million in the 3Q15, and R$93 million in the year. 

The deleveraging that we have been observing and the trends that we can see will continue with net debt EBITDA in the last 12 months being reduced from 4.4x in the 2Q15 to 4x in the 3Q15. The Company’s debt is self-amortizing, and 87% of our total indebtedness is long-term.

Since March 2013, the Selic rate moved 7 p.p. and the average cost of our debt increased 2.4 p.p.

I would like to ask you to please now to turn to the presentation and we will begin on page three with the operating highlights. As I have mentioned, the occupancy rate for the portfolio is of 97%. Just highlighting that occupancy costs for the ten top malls in our portfolio was of 10.6% in the quarter. It is well below the average for the industry.

Net late payments was of 4% in the 3Q15, considering the top ten malls, our late payments for the Company, for these assets, was 3.6% in the quarter.

Now onwards to page four, please, continuing with operating highlights, just a view on same-store sales. The same-store sales for the portfolio were of -6.5% in the 3Q15. This figure was impacted, as you can see on the table on the upper left hand side, by the ongoing renovations that are taking place in Shopping da Bahia, and also by the impact of the performance of the electronic stores, which had an above average year last year, given the impact of sales during the World Cup. Same area sales for the Company also decreased 5.9% in the 3Q15.

I would like to turn now to page five, please. Just a comment on the top ten malls which account for 82% of Aliansce’s NOI. Occupancy costs, as I have mentioned before, are very high, 98%. In line tenant sales per sqm of R$1,700 per sqm. These are mature assets with an average age of almost 14 years, when the average age of Aliansce’s portfolio is below 11 years of operating history. 

I would like to turn now to page six, please, moving on to the financial highlights section of the presentation, our gross revenue’s breakdown, rent revenues accounted for 72% of gross revenues, considering this rent pool, minimum rent accounted for 81.4%, stands and kiosks 10.9%, and overage rent 7.7%. 

Parking, in terms of gross revenues, represented 16.2%, we are seeing our parking revenues increase especially from the contribution of parking revenues which we began to collect in Shopping da Bahia this past June. Services rendered accounted for 8.7%, and Key Money 3.1%.

On the right-hand side of the page we see the breakdown of the increase in gross revenues, increasing 5.3%. The breakdown between organic and also the impact of the divestment of interests, if we were to exclude the divestment of interests, gross revenues would have increased 7% quarter-on-quarter, year-on-year.

On page seven, I would just like to comment beginning on the left-hand side of the page, our same-store rent of 4.3% increased, same-area rent increasing 4.1%. On the right-hand side of the page we see the breakdown of anchors, satellites, megastores and leisure, and the increase in same-store rent excluding the figures by Shopping da Bahia, and here you see by category type the comparison quarter-on-quarter.

I would also like to point out that if we were to exclude the top ten assets of Aliansce on the upper right-hand side of the page, they would have posted a same-store rent of 4.7% during this past quarter.

On page eight, just a comment on adjusted EBITDA and EBITDA margins, we have managed to keep our EBITDA flat basically this past quarter, considering the 3Q14. We had an increase of R$4 million between the 3Q14 and 3Q15. If we look back to 2010 we see a CAGR in EBITDA of 23%, and an increase in EBITDA margin of 6 p.p.

We are taking steps now in this environment of deceleration to control our costs, and we expect this to have a meaningful impact for the Company going forward. It is just one example, we are planning to move our headquarters to an area that will result in savings for the Company next year, in the 1Q16, this is an effort that is widespread throughout the Company.

In terms of common area maintenance, we are also having a significant effort to control energy costs and other significant expenses that have an impact ultimately on the revenues that we received from tenants.

Moving on to page nine, please, NOI and adjusted EBITDA on the same basis, if we exclude the divestment of interests which took place in 2015 and 2014, our EBITDA increased 6.7% quarter-on-quarter. In the 9M15 adjusted EBITDA increased 6%, in line with what occurred this past quarter. 

Our EBITDA margin came down slightly in the quarter from the same period last year, now at 89.5%. It is a very high figure and in line with historical numbers for the Company.

In terms of adjusted EBITDA margin, as I mentioned earlier, also holding constant quarter-on-quarter, and while we had an increase in adjusted EBITDA in relation to the same period last year, of 6.5%.

One additional point in terms of our EBITDA, we will continue to benefit from some of these savings going forward, and expect to have this pass through to our financial figures.

Adjusted net income now on page ten, please, and adjusted FFO also on a same basis, the adjusted net income had a decrease of R$8 million from the 3Q14 to 3Q15. This is adjusted for non-recurring and non-cash items. Considering adjusted FFO, we also saw a decrease between the 3Q14 and 3Q15. Our adjusted FFO stood at R$29.4 million in the 3Q15. Our FFO margin came down from 27% to 21%.

Shifting now to page 11, turning now to the growth drivers for the Company. We have reduced our CAPEX, this is a backdrop to know that Aliansce has been principal developer and continues to be the principal developer in Brazil during the past ten years, even longer now than the past decade. 

But we were able to see a deterioration of the macroeconomic starting in 2012 and 2013, and we basically curtailed our development efforts. We developed 14 malls between 2006 and 2013. 

It is important to highlight that we opened five malls between 2012 and 2015, and we have no malls currently under construction. We have malls that we have been diligencing, development of opportunities, but we are not actively pursuing any of it, and I would say that the catalyst for this decision, for the Company to change would be a change in macroeconomic environment where we would observe a higher degree of continence by seeing a reversal in GDP trend.

So, this view has also impacted our CAPEX program, expansions, we had a significant expansion, potential in the portfolio, but decided to basically scale down also on expansions, and currently what we have planned are 8,000 sqm, a little bit more, under 10,000 sqm GLA expansion that will take us to 440,000 sqm of owned GLA by the end of 2017. This represents a growth of just under 3%.

On page 12, please, you will see a summary of our expansions, the ones I have just mentioned that are currently a work in progress.

On page 13, please, just a comment on capital structure. In our balance sheet, our total debt stood at R$1.8 billion in the 3Q15. The cash position of the Company was at R$300 million resulting in a net debt of R$1.5 billion. On the right hand side of the page, on the upper part of the page you will see a net debt in last 12 months, EBITDA or adjusted EBITDA, the evolution. Since the 3Q15, we have been able to reduce the indebtedness of the Company, which has served us well. 

It is important to know that all of our self-amortizing, as per the amortization scheduled on the lower, left hand side of the page. So we will continue to amortize our debt in the periods going forward and we have a comfortable position even in spite of the uncertainty that is currently in place in Brazil where there is a lot of volatility affecting exchange rates and also in local interest rates in Brazil. Our debt has proven to be very fairly stable.

As you see on the lower, right hand side of the page, approximately 90% of our debt is indexed to low, to historically low volatility indexes, which has benefited the Company. We have no mismatch between assets and liabilities in terms of exposure to foreign denominated debt or even the SELIC, which is the benchmark interest rate for the Brazilian Central Bank or in 5% of our debt is indexed to the SELIC.

With that, I would like to turn now to page 14, please, moving on to operating and financial indicators. We list a series of indicators here for your reference. 

I would like to turn now, please, to the Q&A session. I am joined by my colleagues here and we will be please to take any questions or comments that you may have on any aspects relating to our operations or financial performance.

Operator:

This concludes the Q&A session. At this time, I would like to turn the floor back to Mr. Henrique for any closing remarks.

Henrique Cordeiro Guerra:

I would like to thank everyone for their participation and we remain here, available for any questions that you may have. I wish everyone a very nice day. Thank you.

Operator:

Thank you. This, thus, concludes today’s presentation. You may disconnect your line at this time, and have a nice day.
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