
Conference Call Transcript 
1Q17 Results 

Valid (VLID3 BZ) 
May 11, 2017 

 

1 
 

Operator: 
 
Good morning ladies and gentlemen. At this time, we would like to welcome everyone 
to Valid’s 1Q17 earnings conference call. Today with us we have Mr. Carlos Affonso 
d’Albuquerque – CEO and IRO and Mrs. Rita Carvalho – Treasury and IR 
Superintendent for the Company 
 
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 Valid’s remarks are 
completed, there will be a question and answer session. At that time further instructions 
will be given. Should any participant need assistance during this call, please press *0 to 
reach the operator. 
 
We have simultaneous webcast that may be accessed through Valid’s IR website at 
www.valid.com.br/en/ir and the Engage-x platform. The slide presentation may be 
downloaded from this website; please feel free to flip through the slides during the 
conference call. There will be a replay facility for this call on the website. 
 
Before proceeding, let me mention that forward-looking statements are being made 
under the Safe Harbor of the Securities litigation reform act of 1996. Forward-looking 
statements are based on the beliefs and assumptions of Valid 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 Valid and could cause 
results to differ materially from those expressed in such forward-looking statements. 
 
Now, I’ll turn the conference over to Carlos Affonso d’Albuquerque, CEO and IRO for 
Valid. Mr. d’Albuquerque, you may begin your conference. 
 
Carlos Affonso d’Albuquerque: 
 
Thank you. Hello, everyone, and thank you for joining us for another conference call. 
 
So, our 1Q results continue to reflect the difficulties that our market has been facing 
since 2016, principally for the means of payment and telecom business. Fortunately, 
the identification system performance is rebounding, albeit with lower volume than 
2015. We worked diligently throughout the 1Q to adjust our cost structure, which was 
preponderant to deliver relatively satisfactory margins in this area. 
 
Regrettably, the same cannot be said about the means of payment in telecom division, 
whose market is going through a challenging time in terms of demand and average 
pricing. We need to keep greater operational efficiency and reduced costs in order to 
maintain profitability and market share gains. 
 
In the 1Q17, we experienced a decrease in volumes in the means of payment and 
telecom divisions. This construction in volume coupled with a cost structure still 
incompatible with reality, culminating in this business divisions posting results below 
expectation. 
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As previously announced, we have worked tirelessly in the quest for operational 
efficiency and process to maintain business profitability. The consolidation of 
manufacturing plans in Brazil and in the US, along with the purchase of Valid Asia were 
key initiatives to reducing the production costs of chips, a product that services both 
SIM cards and bank cards. 
 
In addition, the lowering cost we increased added value by employing our operation 
structure, EMV cards, which has been implemented in some clients with notable 
returns. 
 
It’s very clear that without these initiatives we would have many difficulties competing 
today. We are already seeing low growth and average prices falling in the telecom 
market, which will be the trend for the coming years. It’s not a problem of volume, but 
of price. 
 
The main driver is the market expectations that the traditional SIM, a commodity, will 
undergo an evaluation that will bring about the so-called eSIM, that is, embedded SIM.  
 
At Valid, we already have our products with a prospecting operating system, as it’s 
natural with any product life cycle, eSIM will support higher prices than traditional Sims, 
but of course we will obey the product’s maturity curve, also becoming a commodity in 
the medium term.  
 
So, the challenge is to maintain current business profitability given the growth sales of 
the eSIM maturity curve will be slower than the traditional SIMs downgrade. 
 
With this in mind, we also developed our eSIM personalization platform, subscription 
management, over the last two years, which will serve the machine to machine market, 
where we believe we have a more consistent added value.  
 
For means of payment, we do not believe there will be a rebound to large volumes, but 
increase in demand in the market where we already have a business, the Americas 
and in other regions such as Africa, India and Middle East. 
 
Our growth prospects are good for the coming five years. Mobile payment means will 
expand its presence in the market, but will not represent a short to medium term 
cannibalization to the card issuing market. 
 
And we are working hard to diversify our solutions portfolio, as several products can 
service, develop and deliver by Valid find themselves in the middle of a transformation 
of the physical world and digital world. 
 
We are preparing for the digital transformation and we, in this respect, our triple focus 
on the market cards. First one, products related to mobile payment, where you have 
success stories with the development of mobile apps, allowing the transfer of money 
between people, payment of public services and financial products, for people with 
visual impairment, among other differentials. 
 
Second one, products related to the IoT. Valid has defined a strategy to offer M2M 
solutions for different markets, starting with automobile industry, but also to other 
industrial sectors, where need for connectivity is increasingly critical.  
 



Conference Call Transcript 
1Q17 Results 

Valid (VLID3 BZ) 
May 11, 2017 

 

3 
 

And third one, data products. We are increasing the geographic coverage of Valid’s 
competitiveness in the United States, which is focused on providing processes and 
data analytics solutions to our customers. 
 
We are very confident that we are going to succeed to offer these three initiatives to 
our markets. But in addition to in-house cost reductions, we have hired outside 
consultants to support us throughout 2017 in projects that focus on assessing our 
global footprint, and how we can share our structures and standardize our process to 
further increase productivity. 
 
We will have an in depth analysis of our supply change, identifying opportunities like 
make versus buy, standardize raw material, with focus on reducing our procurement 
costs and over hedge. 
 
So, after  this diagnostic period, we identified work opportunities on these fronts, which 
are not trivial, but may enable us to reduce our costs up to R$80 million over the next 
24 months, leaving us with an even more efficient structure. And here I’d like to make a 
parenthesis, saying that we are constantly committed and confident that we are going 
to deliver such cost reduction in this period. 
 
And as we discussed during the 4Q16 earnings conference call, 2017 will be no less 
difficult than last year, and we saw a very weak and challenging 1Q. However, with all 
the efforts we are making, especially in the quest for the rational efficiency and cost 
reduction, which are associated with gradually improving market volume, we can see 
that during the 2Q, it’ll be possible to reach the end of 2017 with very similar results to 
those we delivered in 2016, although with smaller sales, but being offset by margin 
expansions in different business units. 
 
So, we thank you once again for the trust placed in our executive body and staff, who 
are committed to the achievement of these goals. Thank you, and now I pass the call to 
Rita. 
 
Rita Carvalho: 
 
Thank you. Hello, everyone. Thank you for being here with us for another conference 
call. 
 
In the 1Q17, the Company’s net revenue was 19% lower than the one we reported in 
the 1Q16. This is equivalent to R$84 million where approximately R$35.4 million was 
related to the exchange rate variation on net revenues from operations abroad, and 
R$48.4 million, which is equivalent to US$15.4 million, was related to the drop in sales 
outside Brazil, in the payments division and also the telecom division, which we 
reported lower than expected sales for the period. 
 
In Brazil, the divisions also suffered from decline in sales, but were more than 
compensated and offset by a significant increase in sales of the identification systems 
divisions. 
 
The EBITDA of R$50.4 million was 27% lower than the one reported in the 1Q16. In 
Brazil, EBITDA was 24% higher than last year, from R$39 million to R$48 million due to 
the performance of the identification systems division. EBITDA from operations outside 
Brazil was US$655,000, a big drop compared to the US$7.7 million we had in the 
1Q16. 
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With these results, the Company’s net income was R$7.6 million, down 35.6% 
comparing to the 1Q16. 
 
Selling and administrative expenses in terms of percentage were in line with last year, 
and in other operating expenses line, we had the impact of R$17.2 million. This was 
mainly due to R$3.3 million related to the amortization of share value on the acquisition 
of Valid AS, R$5.4 million related to expenses with consultants, and R$6.9 million was 
related to plant consolidation projects, which was mainly due to improvement in flow 
and usage of resources, and also due to the reduction of people, beyond of what we 
had initially anticipated, due to greater optimization of the current process. 
 
So, with this we are forecasting an annual cost reduction of R$4 million, in addition to 
the R$8 million initially forecasted. Thus, the annual savings forecasted to Brazil 
related to plants’ consolidation products will be R$12 million in total. 
 
With respect to the results presented in the business units, and started with the Latam 
payment division, this quarter we saw volumes and revenues falling by 12.2%, and 
almost 14%, respectively. With this, the EBITDA was negative on R$2 million. 
 
Throughout last year we worked on projects of planned consolidation in Brazil, and in 
the beginning of the year we had consolidated the production of the electronic printing, 
and at the end of this quarter we consolidated the production of cars. 
 
So, despite the poor consolidated results in this division, the ones that we observed in 
the electronic printing was positive, with margins around 10%. Since the revenue is 
stable, comparing to last year, and as I said, the production was already being 
consolidated into a single plant since the beginning of the year. 
 
In the card business, volumes are still low, and cost reductions are just starting to be 
reflected in the results, as we consolidated the production at the end of March. 
 
As we said before, we have worked hard to have a wider of cost structure throughout 
this year, which will benefit from operating leverage when the volume is normalized. 
 
Regarding payments in the United States, this quarter we saw volumes of financial 
cards volume falling by 40% comparing to last year, with EMV cards falling by 18% 
year on year. So, net revenues fell by 26% year on year, and EBITDA was negative at 
R$1 million. 
 
The year started very challenging for the United States; however, we have already 
begun to see improvements in the results and also in margins due to better volume. It 
is still not enough to present results similar to those of last year, but results should be 
consistent to the current level of our revenues.  
 
Regarding the identification system division in Brazil, the division performed well this 
quarter, with sales increasing by 17.8% due to 5.8% increase in volumes of 
documentation. 
 
In the quarter, we were also able to adjust our cost structure to the current level of 
volume. We laid off 200 people with an impact of approximately R$1 million in the 
results. And that will give us a monthly cost reduction of approximately R$400 
thousand.  
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As a result, EBITDA this quarter was R$45 million, which is 39% up on 1Q16. So we 
believe that this division has a positive trend of result in margins for 2017, however, we 
should not expect for the rest of the year volume growth at the same pace of this 1Q. 
With this, it is possible that we will be able to deliver margins higher than the 29% 
presented in 2016.  
 
With respect to the American market, we began issuing documents in the State of 
Washington and by the end of the 1Q17, we had issued 108,000 drivers’ license. We 
expect to reach the monthly volume forecasted for this contract through 3Q17. And with 
that, we are expecting to reach the breakeven in this contract.  
 
So moving to Telecom, with 27% drop in volumes, slight decrease of approximately 4% 
and a lower exchange rate compared to last year, we saw revenues dropping from 
R$126 million in 1Q16 to R$74 million this quarter. 
 
EBITDA was R$8 million versus almost R$24 million in 1Q16. And the main reason for 
the proved results this quarter was the drop in volumes and prices, but besides that we 
also did not have the contribution of N4U results, which, last year, presented R$2.5 
million of the total division EBITDA.  
 
The EBITDA margin was 10.8% versus 17% last year due to the most challenging 
scenario for the telecom market with lower growth and prices declining, we are working 
hard to reduce costs in order to maintain our profitability at similar levels to those 
presented last year.  
 
Talking about the digital certification, the result was very positive – at the end of last 
year, Valid Certificadora did not renew its main contracts and with that, it would have a 
big challenge on recovering the distribution network this year.  
 
The results of the 1Q17 show that we are succeeding. In addition to volumes, which 
was up 23%, the mix was also favorable, which led to an increase of 38% in net 
revenues and 35% in EBITDA, compared to last year.  
 
Regarding the margin, as we affirmed before, it should remain at the current levels due 
to the change in the business model with the new partners.  
 
In the 1Q results, our cash generation was negative in R$10 million and our 
expectation is that there would be a recovery during 2017. As the results improve and 
normally the 1Q is the quarter in which we have the lower cash flow generation during 
the year.  
 
This quarter, we spent R$8.9 million in CAPEX versus R$27.6 million in 1Q16. We paid 
R$13.2 million in interest on equity and we repurchased 153,000 shares, totaling R$3.7 
million and we also paid R$14.5 million in amortization of debt and interest.  
 
Talking about our gross debt in BRL, this year we have approximately R$73 million to 
be matured related to the issuance of the debentures and BNDES, R$62.5 million of 
which has already been paid at the end of April. 
 
With regards to USD debt, during this year, we will have US$70 million to be amortized, 
which will be paid through the refinancing of this debt and we are already working on 
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this refinancing, which is in the final negotiation phase, being expected to take place in 
the next few days.  
 
So we ended the 1Q with a net debt of 1.7x related to the cumulative EBITDA of the 
last 12 months; however, what we expect for this year is a deleveraging, compared to 
last year. Our 50% payout commitment is maintained for 2017 without compromising 
the Company’s future investment needs.  
 
So thank you, once again, and now we are open for taking your questions.  
 
Marcelo Cintra, Goldman Sachs: 
 
Hi. Good morning, everyone. I have several question, but I will ask only two. My first 
question is related to revenue generation. I understand that you guys are focusing on 
efficiency and cost control, but what about revenues and specifically on the telecom 
services segment and on means of payments. What is your view for the coming 
quarters and for 2017?  
 
Even comparing to relatively very weak days in 2016 regarding means of payment, if 
we should expect things to improve specifically these two segments and what is 
different now for the 2Q and 3Q, because I believe that several analysts are already 
expecting revenues to improve over the coming quarters and in the end they are 
decelerating. So I would just like to hear from you your thoughts on these points and, 
then, I will ask my second question. Thank you.  
 
Rita Carvalho: 
 
Hi, Marcelo. Thank you for the question. So starting with the payment division, what we 
are seeing in terms of volume for the United States related to EMV cards is an 
improvement this 2Q. So in 2017, we are expecting to have volumes very similar to 
those of last year. By saying that, we are expecting to have a better 2H17.  
 
Regarding payments in Brazil, it is still a challenging environment. Volumes dropped 
around 12% in Latam payment division; this quarter we are seeing some improvement. 
But as for 2017 we are seeing a drop in volumes, especially comparing the 1H17 over 
1H16 and an improvement in the 2H.  
 
In terms of results, we are seeing improvements; volumes stopped worsening and the 
results of the cost cutting will start in the 2Q.  
 
Regarding the telecom division, what we are seeing for the full year is that volume will 
start recovering in the 2Q and especially in the 2H. But for the full year there is still a 
drop, but not the same as that of 1Q.  
 
In terms of prices, we still see prices declining – probably it will be in the same 
percentage that we saw this quarter, so lower volumes with lower prices. And what we 
are working on, as we said, is related to cost because, today, we have more scale, we 
have work to do on chip purchases, so we are working very hard in order to reduce our 
cost to keep the profitability in these divisions. But in general, what we are seeing for 
this division this year in terms of revenues and volumes is a drop, comparing to last 
year.  
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Marcelo Cintra: 
 
Thank you.  
 
I just have a quick follow-up on the telecom segment. You mentioned that it is probably 
going to improve in 2Q and 2H this year. Given that we almost in mid-May, mid-2Q, I 
just would like to hear from you if you are already seeing signs of improvements in your 
contracts, in your demands, or it is still an expectation of signs of ramping up in the 
following months.   
 
Rita Carablho: 
 
We are already seeing it.  
 
Marcelo Cintra: 
 
OK. Thank you very much. That is all.  
 
Maurício Fernandes, Bank of America Merrill Lynch: 
 
Good morning, everybody. Afonso or Rita, the telecom business, in addition to means 
of payments, is the big surprise, I guess, not only in volumes, but prices as well. The 
embedded is something that is coming to not yet there, so it is surprising how much the 
operators have cut, I am not talking just about Brazil, but the rest of world – it seems 
surprising how they have cut shipments. So I was wondering what you think to have led 
to such low volumes and what you think the outlook is for next couple quarters. What is 
it going to change to get those volumes back up? Thank you.  
 
Carlos Affonso d’Albuquerque: 
 
It is really a tough time. But we are seeing volumes increasing a little this quarter and 
for the rest of the year. And again in the period, what we are seeing is that the volumes 
in telecom would be more flat versus prices, that is why need in Brazil the cost 
reduction. Because we still have faith to have margin there.  
 
And again, I agree that we have not reached the best intake yet, but it will, and if you 
look forward, you are going to see that despite the SIM cards that are demanded 
nowadays, it will be almost flat for the next 3-5 years. At the same time, you see an 
increase of embedded SIM and that is why we need to be bearer of it and we are 
prepared.  
 
And again, we believe that we are going to play a very important role there because 
once we have distribution of additional SIMs today, it leaves us well positioned to 
compete in this market, so if we consider the traditional SIM, it would be flat volumes, 
lower prices and we need to struggle to reduce our costs – and we are doing that.  
 
But we strongly believe that in the next quarters, I mean, maybe next year, we are 
going to see embedded SIMs picking up. So that is our perspective. That is why we still 
believe that telecom is very important for us. And again, when you talk about 
embedded SIM, you open three fronts.  
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The first one is, of course, the hardware; the second one is the management 
subscription management fee, and the third one is data. So we believe that we have all 
conditions to play all of these roles in the future of these markets.  
 
Maurício Fernandes: 
 
OK. And, Afonso, in terms of the savings, you estimate to achieve as a result of the 
structuring efforts, if I recall correctly, you planned to reach R$80 million over 24 
months. Is this the amount that will be reached by the time we get to the 24th month or 
this 80 million is a number on an annual basis that will be growing until year two – it 
reaches 80 million and, then, repeats year 3, 4 and 5, 80 million a year. 
 
Carlos Affonso d’Albuquerque: 
 
We have some initiatives that allow us to bring to the table R$80 million in reduction in 
24 months. And you are right, probably that is what we are going to see in period now 
until these 24 months. And probably that will be replicated because we will be running 
these reductions. 
 
Maurício Fernandes: 
 
Great.  
 
So what I am trying to get is – so from year two, after the 24 months, it gets to R$80 
million every year. I thought that it is amount that it is going to accumulate until the 
second year, right? 
 
Carlos Affonso d’Albuquerque: 
 
Right. 
 
Maurício Fernandes: 
 
OK. Thank you. 
 
Operator: 
 
Since there are no further questions, I would turn the call back over to the Company for 
final considerations. Sirs, please go ahead.  
 
Carlos Affonso d’Albuquerque: 
 
Thank you for your support. Definitely this is a difficult year, but we strongly believe that 
we have all the tools to reverse this, we are working hard to structure our Company, we 
are working hard to be prepared for the future and we definitely believe that we are on 
the right path. So once again, thank you very much. And if there is anything that you 
need, we will be here to help you. Thank you.  
 
Operator: 
 
Thank you. This concludes today’s Valid earnings conference call. You may disconnect 
your lines at this time.  
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