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Gray Team Student Research  
This report is published for educational purposes only by 
Students competing in the CFA Institute Research Challenge. 

 

Date: October 24 , 2014  Current Price: BRL 33.60 Recommendation: HOLD ( 16.75% upside ) 

Ticker: NATU3 (Bloomberg)  USD/BRL: 2.48   Target Price: BRL 39.23 

Source: Bloomberg and Team Estimates 

 

Key Financial Data  2013  2015E 

EV/ EBITDA 12.0x 8.6x 

EV / Revenues 2.8x 1.9x 

Price / Earnings 21.1x 15.5x 

Profitability    

ROE 68.6% 73.4% 

ROA 14.5% 14.0% 

ROIC 30.7% 28.0% 

Leverage   

Net Debt / EBITDA 1.0x 1.3x 

Source: Bloomberg and Team Estimates  

 

Valuation  

 DCF Multiples  

Estimated 
value 

39.89 36.57 

Weights 80% 20% 

Target Price 39.23 

Source: Team Estimates 

NATU: Is the perfume expiring?  

We issue a HOLD recommendation on Natura S.A. (NATU) with a 2015 end target price of 

BRL39.23, offering a 16.75% upside from its closing price as of October 24, 2014(BRL33.60). The 

company presents solid financial figures and the Beauty and Personal Care (BPC) industry grows 

strongly, but there are ÓÏÍÅ ÃÒÕÃÉÁÌ ÃÏÎÃÅÒÎÓ ÁÂÏÕÔ .!45ȭÓ ÆÕÔÕÒÅȢ Our rating reflects a tou gher 

competitive scenario and many doubts regarding ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÁÂÉÌÉÔÙ ÔÏ ÏÖÅÒÃÏÍÅ ÓÅÖÅÒÁÌ 

obstacles in or der to maintain growth and profitability.  Political instability has caused abnormal 

volatility in the Brazilian stock exchange, impacting nÅÇÁÔÉÖÅÌÙ .!45ȭÓ ÓÈÁÒÅ ÐÒÉÃÅȢ 3ÔÉÌÌȟ ÆÕÎÄÁÍÅÎÔÁÌ 

analysis support our call, despite the upside potential.  

 Main challenges for the next years :  

¶ Fierce competition:  The company will have to deal with strong international players. 

Boticário (Botica), a traditional local player, more than ever ÔÈÒÅÁÔÓ .!45ȭÓ ÌÅÁÄÅÒÓÈÉÐȢ 

¶ Sales channel diversification : The traditional door-to-door selling is facing major growth 

limitations. Hence, channel diversification is a determinant issue.  

¶ Success of key projects: 4ÈÅ ÂÉÇÇÅÓÔ ÂÅÔ ÉÓ Ȱ2ÅÄÅ .ÁÔÕÒÁȱȟ Á ÄÉÒÅÃÔ ÓÁÌÅÓ ÏÎÌÉÎÅ ÐÌÁÔÆÏÒÍȢ In 

addition, .!45 ÉÓ ÅØÐÁÎÄÉÎÇ ÉÔÓ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÏÐÅÒÁÔÉÏÎÓ ɉ)/ȭÓɊ ÁÎÄ ÎÅÅÄÓ ÔÏ improve its key 

performance indicators. There is a significant level of uncertainty about these projects. 

 

Threatened financial figures: NATU has a great capacity of cash generation, strong margins and 

ratios, but we question if that is enough. The company is facing a compression in its margins due to the 

increasing interest, marketing and logistics expenses. In terms of revenue, )/ȭÓ ÇÒÏ× ÆÁÓÔȟ ÂÕÔ ÓÔÉÌÌ ÈÁÖÅ 

low representativeness (16.0% of total sales). LÉÍÉÔÅÄ ÃÏÎÓÕÌÔÁÎÔÓȭ ÇÒÏ×ÔÈ ÃÁÐÁÃÉÔÙ ÁÌÓÏ ÉÍÐÁÃÔÓ 

ÒÅÖÅÎÕÅ ÉÎÃÒÅÁÓÅ ÐÏÔÅÎÔÉÁÌ ÉÎ "ÒÁÚÉÌÉÁÎ ÏÐÅÒÁÔÉÏÎÓȢ  .!45ȭÓ 2/)# ÉÓ ÓÔÉÌÌ ÁÔ ÁÎ ÁÔÔÒÁÃÔÉÖÅ ÌÅÖÅÌ but has 

been decreasing and should follow this trend . We expect a recovery only after 2017. 

 

Promising projects still present low impact on valuation metrics:  Future projects pipeline offers 

high expectations but still do not materialize into relevant net present value. Nevertheless, by using 

conservative assumptions, BRL2.34 (5.85%) of the DCF taÒÇÅÔ ÐÒÉÃÅ ×ÁÓ ÁÔÔÒÉÂÕÔÅÄ ÔÏ ÔÈÅ ÃÏÍÐÁÎÙȭÓ 

future projects. Regarding the multiple analysis, NATU used to trade at significant premium over its 

peers, which gradually faded away. 
 

Main risks to target price: (1) Brazilian market dependence; (2) Intensifying competition; (3) 

exposure to Argentina; (4) &ÁÉÌÕÒÅ ÔÏ ÄÅÌÉÖÅÒ ÅÆÆÉÃÉÅÎÃÙ ÇÁÉÎÓ ÉÎ )/ȭÓ ɉυɊ Rede Natura frustrates 

expectations and (6) tax increase. Overall, these risks have mid probability of occurring and high 

impact.         

  

Market Profile  

Closing Price (BRL) 33.6 

52 Week Price Range (BRL) 33.6 ɀ 46.4 

Average Daily Volume (mn) 1.3  

Shares Outstanding (mn) 431.2 

Enterprise Value (BRL mn) 16,948.0  

Market Cap (BRL mn) 14,489.6 

 Forecast  
Summary (BRL)  

2013  2015E 2017E 2020E 

 
Net Revenues (mn)  7,010 7,617 8,436  10,007 

 
EBITDA (mn)  1,609 1,702 1,807  2,112 

 
Net Income (mn)  843 880 906  1,025 

 
EPS 2.0 2.1 2.1 2.4 

 
DPS 1.9 2.0 2.0 2.3 

Natura S.A. 

NATU3 vs IBOVESPA vs Sustainability Index (indexed in NATU3 price) 
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Figure 1: Revenues Breakdown in 2013 (BRL mn) 
 

 

Source:  Company data 

 
 
 
Figure 2: .!45ȭÓ ÏÐÅÒÁÔÉÏÎÓ (Appendix 2) 

 
Source:  Company data 

 
 

Figure 3: Innovation Rate & Productivity 

 

Source: Company data 
 

 

Figure 4: Shareholder Structure 

 
 
Source: Company data 

 
 
 
 
 

Business Description  
Well Being Well  

NATU is a Brazilian company engaged in the manufacture, distribution and commercialization of cosmetics, 

fragrances and personal hygiene products. Established in 1969, headquartered in Cajamar, São Paulo, NATU is 

"ÒÁÚÉÌȭÓ ÍÁÉÎ "ÅÁÕÔÙ ÁÎÄ 0ÅÒÓÏÎÁÌ #ÁÒÅ (BPC) product manufacturer  and the ÃÏÕÎÔÒÙȭÓ ÌÅÁÄÅÒ ÉÎ ÄÉÒÅÃÔ 

sales. It  employs approximately 7,000 staff, 1.7 million independent consultants and operates in seven countries: 

Brazil, Argentina, Chile, Mexico, Peru, Colombia and France (excluding AESOP, recently acquired subsidiary). 

 

Over the past 40 years, NATU embraced a corporate culture based on commitment to environmental and social 

responsibility, being currently considered a carbon neutral company and recognized as the #2 most committed 

business to sustainable development in the world ¹ .  
 

Simultaneously, NATU presents an aggressive investment profile:  approximately 2.6% of the companyȭÓ ÎÅÔ 

revenues are spent in R&D and 7.0% in CapEx (last 3 years avg.). R&D investments are in most part to develop 

new products while CapEx investments were allocated to improve Logistics and IT infrastructures, as well as to 

develop Rede Natura (Appendix 1), the web-based direct sales platform which should be fully operational in 

2015.  
 

Ranked #14th in the global BPC market  (1.3% market share), 84.0% of NATU´s gross revenues in 2013 came 

from the Brazilian market, while the remaining 16,0% originated from the consolidat ion  (Argentina, Chile and 

Peru), implementation  (Mexico and Colombia) and other international operations (Figure 1). Although NATU 

achieved a penetration index² of 59% in Brazil, the company is aiming at increasing diversification through 

international markets and to expand its brand portfolio. In 2013, NATU acquired 65% of Aesop, a global BPC 

company that operates through retail, department stores and e-commerce in Oceania, Asia, Europe and North 

America (Figure 2). 

Fragrances and skin care treatments are N!45ȭs strongest-performing areas, followed by deodorants and bar 

soaps. Their most important sub-brands are Natura Ekos, Natura Chronos and Natura Tododia and the companyȭÓ 

average price in Brazil was BRL16.7 in 2013, positioning it in all market segments except lower mass. Although 

NATUȭÓ ÉÎÎÏÖÁÔÉÏÎ ÉÎÄÅØ3 dropped from 65.0% in 1Q13 to 61.0% in 2Q14 (Figure 3), it  is expected to increase 

with SOU (the new line of soaps and body moisturizers launched in 2013), Luna and #urbano (new fragrances 

launched in 2014). The SOU brand focuses on lower packaging costs and consequently lower prices, introducing 

the ÃÏÍÐÁÎÙȭÓ ÐÒÅÓÅÎÃÅ in the upper mass segment (refer to Appendix 3 ÆÏÒ ÂÒÁÎÄȭÓ ÐÏÓÉÔÉÏÎÉÎÇɊ. 

The companyȭÓ ÕÐÃÏÍÉÎÇ ÓÔÒÁÔÅÇÙ are summarized in the following points:  

¶ Brazil - Revert  ÃÏÎÓÕÌÔÁÎÔȭÓ ÐÒÏÄÕÃÔÉÖÉÔÙ4 trend : NATU plans to increase sales productivity through 
several initiatives: product innovation, marketing expenses, credit and payment methods expansion 
and promotions.  

¶ Latin America ɀ Logistics infrastructure investments: NATU intends to establish at least 2 
Distribution Centers in every Latin AmericaȭÓ ÃÏÕÎÔÒÙ ÔÈÅÙ ÏÐÅÒÁÔÅ ÁÎÄ ÉÎÔÅÎÓÉÆÙ ÌÏÃÁÌ ÐÒÏÄÕÃÔÉÏÎȟ 
which already accounts for 16.5% of international sales. 

¶ Increase international operations market representativeness : NATU has approximately 5.1% of 
market-share in its Consolidating markets and 1.5% in its Implementing markets, which are forecasted 
to grow significantly (3.4 and 2.9% 13-18 CAGR, respectively). 

¶ Multichannel development:  NATU plans to diversify its sales channel through Rede Natura, a fully 
integrated sales channel (involving company, consultants and customers). The company launched its 
pilot version in São José dos Campos and Campinas, and just expanded it to the entire State of São 
Paulo. The alternative channel enables online ordeÒÉÎÇ ÏÎ ÃÏÎÓÕÌÔÁÎÔÓȭ customized web pages, 
accepting a variety of payment methods and reducing lead-time from 10-12 days to 48 hours. 

¶ Brand  expansion and diversification:  The company recently introduced Natura+, a new directory in 
Rede Natura where Home & Fashion products are commercialized, benefiting from NATUȭÓ logistic 
system and brand awareness.  In order to further explore the mass market segment , brand 
acquisition or development are being discussed by NATU´s management team.   

¶ Concept-stores and kiosks:  As part of channel diversification, NATU intends to expand flagship stores 
throughout the country and introduce shopping mall kiosks, fully integrated with Rede Natura, the 
consultants and the companyȭÓ ÌÏÇÉÓÔÉÃÓ ÓÅÒÖÉÃÅÓȢ .ATU also plans to incorporate informal sellers to 
their network offering support. 

 

Shareholder Structure  

NATU is still controlled by its founders, namely Antonio Seabra, Guilherme Leal and Pedro Passos; holding 59.8% 

of total shares and still part of the companyȭÓ ÂÏÁÒÄ (Figure 4). The remainder of shares is either part of the 

Treasury & Statutory Director's (0.9%) or freely negotiated in the stock exchange (39.3%). 

 

Experienced and qualified management  

NATU´s management team is composed by 4 members (maximum of 10 according to the CompanyȭÓ ÂÙÌÁ×Ó). 

André Carlucci, the former CEO, held the position for 9 years, being replaced in August 2014 by Roberto Lima, the 

former CEO of Vivo and Credicard and NATU´s long-time board member (please refer to Appendix 4). He is 

expected to conclude 2ÅÄÅ .ÁÔÕÒÁȭÓ ÄÅÖÅÌÏÐÍÅÎÔȟ ÉÎÃÒÅÁÓÅ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÒÅÖÅÎÕÅÓ and accelerate the transition 

process of turning NATU into a multi-channel, multi-brand and multi-category enterprise. 

 

5,886

7,010
659

312 159

84.0% 9.4% 4.4% 2.2% 100.0%

Brazil Consol. Impl. France &
Others

Total

Net Revenues  %  of Net Revenues

Natura
AESOP

65.0% 65.3%
63.8%

63.4% 62.4%
61.0%

-3.8%
-0.6%

2.9%
6.2% 8.2%

-1.9%

1Q13 2Q13 3Q13 4Q13 1Q14 2Q14

Innovation Rate YOY Productivity

59.8%

39.3%

0.9%

Controlling Shareholders

Free Float

Treausy & Statutory Director's

1Corporate Knights Order. The ranking is announced every year at the World Economic Forum in Davos. 
2 Penetration index represent the percentage of Brazilian households that purchased at least one product in the last 12 months 
3 The percentage of revenue from products launched in the last two years 
4  Productivity at retail prices = (gross revenue period/average number/average number of consultants)/(1 - % consultants' profit) 
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Corporate Governance and Social Responsibility  
Leading by example  
 
Highly rated corporate governance and social responsibility  

NATU adopts best practices in corporate governance in Brazil. It received major Investor Relations awards in 2013 

ɉȰ)2 ÍÁÇÁÚÉÎÅ "ÒÁÚÉÌ !×ÁÒÄȱ ÁÎÄ Ȱ"ÅÓÔ #ÏÍÐÁÎÉÅÓ ÆÏÒ 3ÈÁÒÅÈÏÌÄÅÒÓȱ). According to the CompanyȭÓ ÂÙÌÁ×Óȟ Éts 

board must be composed by a minimum of 5 members and a maximum of 9. It currently comprises 8 members, 

from which 4 are independent. The company also follows a very transparent investor relations policy, presenting 

well prepared reports and IR events. 

 

 NATU is part of Novo Mercado, the most prominent  ÏÆ "ÏÖÅÓÐÁȭÓ ɉ"ÒÁÚÉÌÉÁÎ ÓÔÏÃË ÅØÃÈÁÎÇÅɊ divisions, created in 

2000 for companies with healthy corporate governance practices. Members of this division are required to be in 

accordance with additional practices (such as the exclusive existence of ordinary stocks and 100% tag along), 

which are not required by Brazilian laws. NATU also holds international certifications of corporate governance 

such as SOX Certification and was the pioneer in applying GRI (Global Reporting Initiative) ÁÎÄ ))2#ȭÓ 

(International Integrated Reporting Council) frameworks.  

 

Social & Environmental Responsibility  

NATU is a carbon neutral company heavily committed to the environment by using refill packaging, adopting 

sustainable extraction and using recycled and recyclable materials. Regarding social responsibility, the company 

seeks to offer support in order to enable the supplier communities to retain their independence, generate added 

value and drive sustainable development. In 2013 NATU maintained relations with 32 communities around the 

country, allocating BRL11.2 mil lion in a large range of projects (from infrastructure to workshops and courses). 

 

Figure 5: GDP & BPC industry  real growth rate  

 

Source: BCB, World Bank, Euromonitor 

Figure 6: BPC market footprint  in 2013 (USD mn) 
 
 

 
Source: Euromonitor 

 

 
Industry Overview and Competitive Positioning  
Solid industry drivers but  aggressive and increasing  competition  
 

Solid industry specific drivers, even with discouraging macroeconomic scenario  

Latin America has been experiencing a boost in income growth and consumption. Disposable income grows at a 

faster rate than in developed economies and there is an intense social migration to upper income classes, causing 

a drastic increase in BPC products demand (5.5 and 7.5% LatAm and Brazilian, respectively, BPC industry  real 

growth in 2013, compared to 2.6% from the world), even with the discouraging macro scenario: low GDP growth 

rate (2.5% LatAm GDP growth in 2013), economic instability and political distrust. Brazilian macro scenario has 

been showing the same discouraging factors, but at a larger scale: market dissatisfaction towards government, 

social unrest, threat of economic recession (-0.9% 2Q real GDP growth over the same period of last year, as shown 

in Appendix 5), high inflation rates and consumption growth rates slowdown. On the other hand, social migration 

ÁÎÄ ÌÏ× ÕÎÅÍÐÌÏÙÍÅÎÔ ÒÁÔÅÓ ÁÒÅ ÃÏÎÔÒÉÂÕÔÉÎÇ ÔÏ "0# ÍÁÒËÅÔȭÓ growth (7.8% real growth in 2013). The industry  

presents higher growth rates  than the  overall economy and strong macroeconomic resilience  (Figure 5), 

ÁÓÓÕÒÉÎÇ .!45ȭÓ ÓÏÌÉÄ ÇÅÏÇÒÁÐÈÉÃ ÐÏÓÉÔÉÏÎÉÎÇ. 

 

Emerging markets remain as the in ÄÕÓÔÒÙȭs driving force  

Emerging countries are undoubtedly the fastest growing BPC markets in the world. Brazil and China are the main 

driving forces; respectively representing 20.6% and 17.4% of world´s absolute growth between 2008 and 2013 

(refer to Appendix 6). Among the 25 fastest growing markets, 8 are from Latin America, positioning it as the fastest 

growing region in terms of BPC market CAGR (Figure 6). Argentina occupies the 4th position in terms of growth 

rate (08-13), while Brazil holds the 8th. Brazilian BPC market achieved impressive size in 2013, positioning it as 

the 3rd  largest market in the globe  (please, refer to Appendix 7), with USD 42,952 million  in sales. Also, the 

industry in Lat Am grows more than in the World  and we estimate this trend to continue until 2030.  

Low entry barriers and competitive prices  

Beauty and Personal Care industry is characterized by low entry barriers. The country´s large territory favors 

direct sellers and specialists (pharmacies and drugstores), and makes it suitable for small regional companies to 

profit. Low amount of initial investment necessary and easy access of international players enhance the low entry 

barriers scenario (please refer to Porter´s 5 forces analysis in Appendix 8). On the other hand, significant  

marketing and m edia investments are necessary in order to become a major player . The industry high gross 

margin allows competitors to charge lower prices in order to land a solid entrance or capture market share, 

threatening local competitors and mainly regional companies. 

-2%

3%

8%

13%

2009 2010 2011 2012 2013

LatAm GDP Brazil GDP
World GDP LatAm BPC
Brazil BPC World BPC

454,394

29%

23%

18%

17%

6%

5%

2%

Region representativeness
Industry

Value
CAGR                                               
(08 -13)

AsiaPacific

North America

Latin America

Western EU

EasternEU

Australasia

Mid. East& Afr.

5.8%

1.7%

12.6%

1.4%

4.5%

2.6%

11.5%

Recognition  (2013)  Organization  Award Category  Rank 

Responsible Business Awards Ethical Corporation 
Alessandro Carlucci was recognized as the best CEO of the year in the Best 
Supplier Engagement category, with the case "TBL strategic sourcing" 

1st  

World's Most Ethical Companies EthiSphere 
One of the most ethical companies in the world in the Health and Beauty 
category, and the only Brazilian company in the rating 

- 

Global 100 Most Sustainable Corporations in the World Corporate Knights Inc. Overall ranking 2nd 

IR Magazine BrazilAwards IR Magazine Best in socio-environmental sustainability 1st  

Best companies for shareholders Capital Aberto Companies with assets between BRL5 and 15 bn 2nd  

Época 360° Business Annual 
Época Negócios Magazine, 
Fundacão Dom Cabral and others 

Innovation in the Hygiene and Beauty categories 1st  

Source: Company data 
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Figure 7: Brazilian Minimum wage vs NATU 

average product price (BRL) 

 
Source: Euromonitor, Ipeadata, BCB 

 

Figure 8: Channel representativeness over total 

market revenue (%)  

Brazil  2008  2013  

Grocery Stores 38.4 36.4 

Health and Beauty Specialist  30.7 34.2 

Direct Selling 28.3 26.3 

Internet Retailing 1 1.5 

World  2008  2013  

Grocery Stores 34.8 34.6 

Health and Beauty Specialist  32.6 32.3 

Direct Selling 10.3 10.6 

Internet Retailing 2.9 4.8 

Source: Euromonitor 

Figure 9: Direct sales channel absolute value and 

share 

 
Source: Euromonitor 

 

Figure 10: BPC total investment (USD bn) 

 
Source: ABIHPEC, Booz & Co. 

 

 

Figure 11ȡ -ÁÉÎ ÐÌÁÙÅÒÓȭ "0# ÍÁÒËÅÔ ÓÈÁÒÅ 

 

Source: Euromonitor 
 

 

 

 

Clear distinction between premium and mass market s 

Premium products represent only 3.9% of Brazilian total Beauty and Personal Care retail  sales (as shown in 

Appendix 9), indicating that the market is highly concentrated in the mass and upper mass segments . 

Converselyȟ ÔÈÅÒÅ ÉÓ Á ȰÐÒÅÍÉÕÍÉÓÁÔÉÏÎȱ ÔÒÅÎÄ ÁÓ ÃÏÍÐÁÎÉÅÓ ÁÒÅ ÏÆÆÅÒÉÎÇ ÐÒÏÄÕÃÔÓ ×ÉÔÈ ÈÉÇÈÅÒ ÖÁÌÕÅ ÁÄÄÅÄȟ 

believing in the ÓÅÇÍÅÎÔȭÓ ÇÒÏ×ÔÈ momentum, as it showed two-digit and superior historical growth rates (08-

ρσ ÐÒÅÍÉÕÍ ÍÁÒËÅÔȭÓ #!'2 ÏÆ ρψȢψϷȟ ÃÏÍÐÁÒÅÄ ÔÏ ÍÁÓÓ ÍÁÒËÅÔ same period CAGR of 13.2%). There is a 

limitation for regional companies to explore the premium market, as international brands have a natural market 

appeal and detain the majority of ÐÒÅÍÉÕÍ ÃÏÎÓÕÍÅÒȭÓ ÐÒÅÆÅÒÅÎÃÅ. Duty free stores located in international 

airports also threat local players, especially in the premium segment, given that consumers tend to buy premium 

tax-free products when travelling.  

 

Price dynam ic: BPC products becoming more affordable  

.!45ȭÓ ÁÖÅÒÁÇÅ ÐÒÉÃÅ ÈÁÓ ÂÅÅÎ nearly stable in the past 4 years in nominal terms, increasing its affordability. In 

2009, Brazilian minimum wage was sufficient to buy 30 NATU average priced products, while in 2013 this 

multiplier  rose to 40x (Figure 7). In general, BPC companies are unable to transfer inflation prices increase to its 

customers (Appendix 10), impacting profitability. Aggressive competition also contributes to the stabilization of 

prices and margin contraction. .!45ȭÓ ÇÒÏ×ÔÈ ÍÉÇÈÔ ÂÅ ÃÏÍÐÒÏÍÉÓÅÄ ÄÕÅ ÔÏ such margin contraction.  

 

Forecasted growth reveals a shift in Brazilian  BPC opportunity matrix  

Forecasted CAGR shows a category shift in terms of market opportunity. Depilatory and Men´s grooming 

categories should grow the most until 2018  (please proceed to Appendix 11) revealing solid market 

opportunities. Latin American men are heavily concerned about their own beauty and personal care. They have 

73% more disposable income than women, which presented a CAGR 08-13 of 9.7% compared to 2.3% of men in 

developed markets (Appendix 12), while the category still represents modest 10.5% of total BPC Brazilian market. 

NATU is not well positioned in such category and is not expected to benefit from this trend.  

 

Internet as an option to increase penetration   

)ÎÔÅÒÎÅÔ ÉÓ ÔÈÅ ÆÁÓÔÅÓÔ ÄÅÖÅÌÏÐÉÎÇ ÃÈÁÎÎÅÌ ÁÎÄ ×ÉÌÌ ÃÏÎÔÉÎÕÅ ÔÏ ÂÅ ÓÏȟ ÂÏÏÓÔÅÄ ÂÙ ÔÈÅ ÉÎÃÒÅÁÓÅ ÉÎ ÃÏÎÓÕÍÅÒÓȭ 

confidence on e-commerce platforms. Internet retailing is growing significantly, representing 1.5% of total 

industry sales in Brazil and 4.8% in the world (Figure 8). E-commerce in Brazil also tends to gain value from store-

based retailers, as players such as Walmart and Sephora are investing heavily in internet solutions. Traditional 

outlets will keep playing a strong role in the BPC industry, offering credit to low-income shoppers. 

 

LatAm and Brazilian BPC markets are going to be highly benefited from internet retailing due to its large territory. 

Exploring internet -based solutions is certainly capable of increasing product penetration. It is arguable that 

this might be an option to the cost-intensive direct sales model. "ÅÉÎÇ ÁÂÌÅ ÔÏ ÃÁÐÔÕÒÅ ÔÈÉÓ ÔÒÅÎÄ ÉÓ ËÅÙ ÆÏÒ .!45ȭÓ 

revenue growth maintenance.  

 

)ÎÄÕÓÔÒÙȭÓ distribution channel shift  

Direct sales channel is largely adopted by companies in this specific industry, representing more than half of the 

channelȭÓ total sales. As shown in Figure 9, NATU and AVON (BBG Ticker: AVP US) are facing difficulties in 

expanding sales through direct sales (-1.9 p.p. and -7.7 p.p. NATU and AVP share in total direct sales, between 

2008 and 2013). Number of consultants showed fast growth in the past, but is giving signs of a slowdown. Due to 

direct selling model maturity, technologic ÄÅÖÅÌÏÐÍÅÎÔ ÁÎÄ ÈÏÕÓÅÈÏÌÄÓȭ ÍÏÄÅÒÎÉÚÁÔÉÏÎ, the channel tends to 

decrease representativeness . Internet and store based sales are forecasted to grow the most in the industry.  

 

Brand ing and R&D demand high and increasing investments  

Customer preference is driven by product innovation, leading to an increasing R&D investment need. 

Additionally, investments in brand image and awareness are increasingly required in order to maintain or gain 

market share, due to the intensive competition. Total industry investments represented 16.6Ϸ ÏÆ ÉÎÄÕÓÔÒÙȭÓ ÔÏÔÁÌ 

wholesale revenue in 2012, compared to 11.2% in 2009 (Figure 10). The high competitiveness c auses a 

decrease in overall ROIC, as market growth rates tend to decrease and investment needs tend to increase. 
 

Competitive position in danger: NATU decreasing market share  

Global BPC market is highly concentrated. Procter & Gamble is the current market leader (market share of 11.3%) 

ÆÏÃÕÓÉÎÇ ÉÎ ÐÅÒÓÏÎÁÌ ÃÁÒÅȟ ×ÈÉÌÅ ,ȭ/ÒÅÁÌ ÈÏÌÄÓ ÔÈÅ ÓÅÃÏÎÄ ÐÏÓÉÔÉÏÎ ɉÍÁÒËÅÔ ÓÈÁÒÅ ÏÆ ωȢχϷɊ ÆÏÃÕÓÉÎÇ ÉÎ ÔÈÅ ÂÅÁÕÔÙ 

market segment. In LatAm ex-Brazil (2013), P&G is also the leader with 11.8% of market share and Unilever is 

second in the rank with 11.4%. NATU grows consistently and represents 3% of total retail sales in LatAm ex-

Brazil compared to 1% in 2008. On the other hand, its market share growth in Brazil is going in the opposite 

direction.  NATU continues as the leader with 12.4% market share in 2013  end, but lost 1.20 percentage 

points between 2008 and 2013, while Botica and P&G gained 3.0 and 2.2 p.p. respectively (Figure 11).  

 

Bottom -up analysis show highly concentrated categories  

NATU holds leadership in Child & Baby and Skin Care (Figure 12 on the next page) with strong market advantage 

(+11% and + 10% over the 2nd place). However, Deodorant, Hair Care and Bath and Shower categories are 

concentrated in Unilever (38.5% of Deodorant market share, gaining impressive 10p.p share between 2008-13). 

The highly promising -ÅÎȭÓ 'rooming category is concentrated in Procter & Gamble, which holds 46.1% market 

share. Hair Care is the most representative category in terms of sales volume (24.5% share of total BPC industry) 

followed by fragrances, that holds 19.5% share. NATU has a small stake of the most representative category  

(Hair Care), lost  Fragrances leadership  (27.7% 2013 share against "ÏÔÉÃÁȭÓ 28.8%) and will face difficulties 

in expanding int o the highly concentrated categories, under Unilever and P&G domain.  
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Figure 12: -ÁÉÎ ÐÌÁÙÅÒÓȭ "0# ÍÁÒËÅÔ ÓÈÁÒÅ ÂÙ 

categories in 2013 (%)

Source: Euromonitor 

 

Figure 13ȡ .!45ȭÓ "ÌÕÅ /ÃÅÁÎ ÖÓ 2ÅÄ /ÃÅÁÎ 

 
Source: Team estimates 

 

 

Figure 14: .!45ȭÓ ÓÈÁÒÅ ÐÒÉÃÅ performance 

against industry 
 

 

Source: Team estimates  

 
Figure 15: .!45 ÃÏÎÓÕÌÔÁÎÔÓȭ Åvolution ɉȬ000) 

 
Source:  Company data 

 
Figure 16: Regression - revenues vs. consultants 

 

 

Source:  Company data 

 

Avon (AVP): Closest public peer  

AVP presented gross revenues of USD 9,955 million in 2013, from which 48.6% came from Latin America and 

20.2% from Brazil. The company operates with two main product lines: Home & Fashion and Beauty. AVP is facing 

a number of challenges, including decreasing EBITDA and lower margins due to direct selling channel saturation.  

Revenues in Brazil grew 9% in 2013 (constant exchange rates), but beauty products sales value grew only 3% (-

7.3 p.p. below NATUȭÓ ÇÒÏ×ÔÈɊȢ #ÏÎÓÉÄÅÒÉÎÇ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÔÏÔÁÌ ÏÐÅÒÁÔÉÏÎȟ ÒÅÖÅÎÕÅÓ ÄÒÏÐÐÅÄ ÂÙ φϷ ÉÎ ςπρσȟ 

while operating profit dropped by 19%. Full year 2013 EBITDA was of USD 760.7mn, -16.2% compared to 2012, 

and EBITDA Margin was of 7.6%, -1 p.p.. NATU shows much stronger results , with +6.4% nominal EBITDA YoY 

growth and EBITDA Margin of 23%, -0.8 p.p. YoY. In thesis, AVP is the closest comparable, but given its current 

financial complications we did no consider it as such.  

 

Boticario Group: eminent threat  

Botica has delivered consistent results over the past years. Still operating as a private organization, the group has 

been ÁÂÌÅ ÔÏ ÏÖÅÒÃÏÍÅ .!45ȭÓ ÌÅÁÄÅÒÓÈÉÐ ÉÎ ÔÈÅ ÆÒÁÇÒÁÎÃÅÓ ÃÁÔÅÇÏÒÙ ɉςnd biggest in BPC industry), gaining 6.4 p.p. 

over the past 5 years, while NATU lost 3.8 p.p. in the same period. Botica also holds leadership and presents 

consistent market share growth in the fast growing sets/kits product category. Although ÉÔȭÓ ÎÏÔ ÐÏÓÓÉÂÌÅ ÔÏ ÈÁÖÅ 

access to the exact numbers, itȭs a consensus that the group has been gaining share in the direct sales channel, 

while NATU and Avon, the two channel leaders, show decreasing share. 

 

Botica counts on four different businesses: O Boticario, Eudora, Quem Disse Berenice? and The Beauty Box.  

¶ O Boticario:  / "ÏÔÉÃÁÒÉÏȟ ÔÈÅ ÇÒÏÕÐȭÓ first business unit, operates in both retail (traditional and internet 

based) and direct selling channels. 

¶ Eudora: launched in 2011 with a more aggressive concept, aiming at young population and operating 

in a multi-ÃÈÁÎÎÅÌ ȰÍÁÓÓÔÉÇÅȱ ÓÔÒÁÔÅÇÙȡ ÄÉÒÅÃÔ ÓÅÌÌing (most representative), internet retailing and 

traditional retail (four flagship stores). 

¶ Quem Disse Berenice? : launched in 2012, focuses on the mass-market segment and the color 

cosmetics product line, exploring internet and store-based retail. 

¶ The Beauty Box: ÁÌÓÏ ÌÁÕÎÃÈÅÄ ÉÎ ςπρςȟ ÐÒÏÂÁÂÌÙ ÔÈÅ ÇÒÏÕÐȭÓ ÍÏÓÔ ÁÇÇÒÅÓÓÉÖÅ ÉÎÉÔÉÁÔÉÖÅȟ ÏÐÅÒÁÔÅÓ 

under a multi-brand strategy in the same two channels. 

!ÌÌ ÆÏÕÒ ÂÒÁÎÄÓȭ ÉÎÔÅÒÎÅÔ sales platform are operational and channel diversification will certainly be a strong 

ÇÒÏ×ÔÈ ÄÒÉÖÅÒȢ /Î ÔÈÅ ÏÔÈÅÒ ÈÁÎÄȟ 2ÅÄÅ .ÁÔÕÒÁȟ .!45ȭÓ ÏÎÌÉÎÅ ÒÅÔÁÉÌ ÃÈÁÎÎÅÌȟ ÉÓ ÓÔÉÌÌ ÇÁÉÎÉÎÇ ÒÏÂÕÓÔÎÅÓÓ ÁÎÄ ÆÁÃÉÎÇ 

ÃÏÎÓÔÁÎÔ ÍÏÄÉÆÉÃÁÔÉÏÎÓȢ )Î ÔÈÅ ÔÅÁÍȭÓ ÏÐÉÎÉÏÎȟ "ÏÔÉÃÁ ÈÁÓ ÂÅÅÎ ÁÂÌÅ ÔÏ ÉÄÅÎÔÉÆÙ ÍÁÒËÅÔ ÔÒÅÎÄÓ ÁÎÄ ÉÍÐÌÅÍÅÎÔ ÉÔÓ 

projects more rapidly than NATU, gaining first mover advantage and consequently improving comparable 

performance - in terms of growth (15.6% and 10.8% nominal gross revenue growth in 2012 and 2013YoY, 

ÃÏÍÐÁÒÅÄ ÔÏ .!45ȭÓ ρσȢχϷ ÁÎÄ ρπȢσϷɊ ÁÎÄ ÓÈÁÒÅȢ 
 

Investment Summary  
Uncertai nties justify  the HOLD. Time to be patient  
 

Entering the Red Ocean 

We issue a HOLD recommendation for NATU with an end 2015 target price of BRL39.23 and 16.75% upside from 

the current price level as of October 26, 2014. The company shows good financial indicators and the BPC market 

ÉÓ ÇÒÏ×ÉÎÇȟ ÂÕÔ ÔÈÅÒÅ ÁÒÅ ÓÏÍÅ ÃÒÕÃÉÁÌ ÄÏÕÂÔÓ ÁÂÏÕÔ .!45ȭÓ ÆÕÔÕÒÅȢ The company used to swim alone in a Blue 

Ocean (Figure 13), enjoying the BPC industry  growth in Brazil, with lower competition and an efficient sales 

channel. This scenario allowed NATU to increase its net revenue in 65.3% (2008-2013) and build a solid financial 

position with great cash generation, low debt and comfortable margins.  

 

From now on, NATU faces a tough scenario and needs to overcome several obstacles in order to maintain growth 

and profitability, entering a competitive scenario classified as Red Ocean. Our analysis and valuation reflect this 

new scenario, with greater competition, saturation of direct selling model, higher brand and marketing 

investment needs, lower margins and decreasing short term ROIC. Even for a company with solid financial figures 

and great intangible asset, the future will be challenging. NATU needs to prove that is prepared for this radical 

change in the BPC industry . The company has been underperforming when compared to BPC companies (Figure 

14). In the last five years, the BPC index had a cumulative return of 80%, while NATU and Direct Selling Index 

(composition of indexes in Appendix 13) had 18%, showing that NATU follows a similar path (with negative trend) 

as direct selling companies and suggesting a need for change in its business model. 

 

Saturation of direct selling m odel  

Door-to-door selling is a profitable business in Brazil, representing a respectable share of BPC total sales. 

Although this channel has been growing, it is slowing down as the number of consultants already reached a very 

large base. DiÒÅÃÔ ÓÅÌÌÅÒÓ ÒÅÐÒÅÓÅÎÔȟ ÏÎ ÁÖÅÒÁÇÅȟ ρȢσϷ ÏÆ ×ÏÒÌÄȭÓ ÐÏÐÕÌÁÔÉÏÎȟ ×ÈÉÌÅ ÉÎ "ÒÁÚÉÌ ÔÈÅ ÎÕÍÂÅÒ ÒÅÐÒÅÓÅÎÔÓ 

2.2% (Appendix 18), suggesting that the model is close to saturation. Particularly, NATU already achieved a 

remarkable amount of sales representatives. Consequently, further growth poses challenges and requires larger 

investment. NATUȭÓ consultants in Brazil grew only 1.7% in 2012-13, contrasted to 14.3% in 2010-11 (Figure 15). 

4ÈÅ ÃÏÍÐÁÎÙȭÓ ÒÅÖÅÎÕÅ ÈÁÓ ÂÅÅÎ ÌÁÒÇÅÌÙ correlated to the expansion in number of consultants (Figure 16), hence, 

a lower revenue growth is expected.   
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Figure 17: NATU3 premium over BPC average 

EV/EBTIDA multiple 

 

Source: Team estimates 

 

 

Figure 18: FCFF as % of net revenue 

 
Source: Team estimates 

 

 

Figure 19: Dividends per share evolution 

 

Source: Company data 

 

 

 

 

 

 

 

 

 

 

 

 

 

NATU lost its premium valuation over BPC industry  

As we can see in Figure 17, NATU3 historically enjoyed a premium over its peers, but started to trade with 

negative premium at the end of 2013 and remains to do so until nowȟ ÒÅÆÌÅÃÔÉÎÇ ÔÈÅ 2ÅÄ /ÃÅÁÎ ÓÃÅÎÁÒÉÏȢ .!45ȭÓ 

EV/EBITDA multiple is converging to the same standards as the BPC industry as a whole, confirming the loss in 

competitive advantage. 

 

Dependence on key projects success 

NATU invested an annual average (10-13) of BRL394mn in CapEx in order to maintain its leadership and promote 

business expansion. The cÏÍÐÁÎÙȭÓ ÉÎÔÅÎÓÅ ÉÎÖÅÓÔÍÅÎÔ ÓÔÒÁÔÅÇÙ ÉÓ ÐÅÒÃÅÉÖÅÄ ×ÉÔÈ ÓÏÍÅ ÁÐÐÒÅÈÅÎÓÉÏÎ ÂÙ ÔÈÅ 

market, since NATU still has not presented a solid proof of success over this invested capital. The biggest bet is 

Rede Natura, the cÏÍÐÁÎÙȭÓ ÄÉÒÅÃÔ ÓÁÌÅÓ ÏÎÌÉÎÅ ÐÌÁÔform, which the results will materialize only in the mid/ long 

term.  Other important challenges are: (1) expansion in international operations; (2) inauguration of flagship-

stores and kiosks; (3) brands expansion and diversification. 

 

Strong financial position and high dividends 5 

NATU presented a net debt/EBITDA ratio of 1.1x and an interest coverage ratio of 2.8x in 2Q14, indicating low 

indebtedness levels. Our projections stated that the Company will slightly increase its debt levels in the forecast 

period, as outlays to consolidate Rede Natura throughout the country and to improve logistics will require on 

average BRL539.4mn annually for the next 5 years.  The expected net debt/EBITDA ratio for 2020 is 1.1x, which 

still allows NATU to increase borrowings. Concurrently, the company has a track record of strong cash generation 

ability (Figure 18).The company had a downturn in 2011 and 2013 in its FCFF generation, but we believe that will 

get back on track and achieve in 2020 the high levels of FCFF as % of net revenue that had in 2010 and 2012. This 

will enable the Company to maintain its high dividend distribution policy that amounted BRL853.7mn, net of 

income taxes in 20135. The average value of dividends per share was BRL1.87 in the 2010-2013 period, with an 

average 4.3% dividend yield. Average estimated dividends to be paid in the period of 2014E-2020E will amount 

BRL2.4 per share, compared to 2013 BRL1.89 and 2012 BRL1.86 (Figure 19). 

Investment risks  

NATU faces significant Market Risks regarding its dependence on the "ÒÁÚÉÌÉÁÎ ÍÁÒËÅÔ ɉψςȢσϷ ÏÆ .!45ȭÓ ÎÅÔ 

revenue in LTM 2014) and exposure to Argentina (third highest number of consultants). Brazilian unstable 

ÍÁÃÒÏÅÃÏÎÏÍÉÃ ÃÏÎÄÉÔÉÏÎÓ ÍÁÙ ÉÍÐÁÃÔ ÎÅÇÁÔÉÖÅÌÙ .!45ȭÓ ÅØÐÅÃÔÅÄ &#&Ȣ 4ÈÅ ÃÏÍÐÁÎÙ ÁÌÓÏ ÆÁÃÅÓ /ÐÅÒÁÔÉÏÎÁÌ 

Risks, such as the output of new projects, mainly Rede NÁÔÕÒÁȭÓ ÆÕÔÕÒÅȢ .!45 ÆÁÃÅÓ 2ÅÇÕÌÁÔory Risks, such as the 

increase on the expenses related to PIS and COFINS6 contributions , which can be also charged on distribution 

center level. A detailed discussion on the risks is presented in the Investments Risks section. 

Stock should remain in po rtfolio as respectful dividends  are expected. Buy/Sell decision should be 

postponed due to macroeconomic uncertainty related to the presid ential run , taking place on October 26, 

2014.  %ÌÅÃÔÉÏÎÓȭ result will be imperatively decisive on the consolidation of the Brazilian macroeconomic 

scenario , which will stabilize only in the mid -2015. In addition, investor should be attentive for concrete 

signs of revenue potential of Rede Natura and o ther channel diversification initiatives. These w ill be  key 

factor s ÆÏÒ ÃÏÍÐÁÎÙȭÓ ÅØÐÅÃÔÅÄ ÇÒÏ×ÔÈ ÁÎÄȟ ÃÏÎÓÅÑÕÅÎÔÌÙȟ ÓÈÁÒÅÈÏÌÄÅÒÓȭ ÃÁÐÉÔÁÌ ÇÁÉÎÓȢ  
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5 Includes interest on capital 
6 0)3 ÓÔÁÎÄÓ ÆÏÒ Ȱ3ÏÃÉÁÌ ÉÎÔÅÇÒÁÔÉÏÎ ÐÒÏÇÒÁÍȱ ÁÎÄ #/&).3 ÓÔÁÎÄs ÆÏÒ ȰÃÏÎÔÒÉÂÕÔÉÏÎ ÆÏÒ ÔÈÅ ÆÉÎÁÎÃÉÎÇ ÏÆ ÓÏÃÉÁÌ ÓÅÃÕÒÉÔÙȱ ÁÎÄ ÁÒÅ ÒÅÌÅÖÁÎÔ ÓÁÌÅÓ ÔÁØÅÓ ÉÎ "ÒÁÚÉÌ  
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Figure 21: P&L breakdown and margins 

 
Source: Company data, team estimates 

 
Figure 22: Net revenue breakdown  

 
Source: Company data,  team estimates 
 

 
Figure 23: Sales Growth vs EBITDA margin 

2013 
YoY 

sales growth 
EBITDA 
margin 

Brazil 4.8% 26.5% 

Consolidation 35.3% 21.1% 

Implementation 37.7% 2.7% 

Source: Company data 

 

Figure 24: Indebtedness ratios 

Source: Company data, team estimates 

Figure 25: Du Pont analysis  
 

 
Source: Company data, team estimates 

 

 

Figure 26: CAPEX and return on invested capital  

Source: Company data, team estimates 

 

 

 

Financial analysis  
Vertical and Horizontal analysis reveal important concerns  
 

The company has a great capacity of cash generation, strong margins and ratios. The numbers are impressive, but 

we question if that is enough. Vertical analysis shows a constant decrease in major figures. In this section, the 

team questions how limited growth opportunities, financial position and capital structure impact in the 

ÃÏÍÐÁÎÙȭÓ ÓÔÏÃË ÐÒÉÃÅ ÐÏÔÅÎÔÉÁÌȢ   

 

Keeping up with high revenue growth rate and preserve stable margins is becoming a trade -off  

Vertical analysis shows that larger expenditures in key accounts caused a small compression in margins. Gross 

margin is constant while EBITDA and net margins are systematically decreasing (Figure 21). Sales & Marketing 

and undisclosed operating expenses (Appendix 14) were determinant to the loss in operational performance, 

while financial expenses were the main reason for the compression in net margin. NATU sets foot in a stage of 

maturity, facing hostile competitive scenario and, therefore, having to give up on margin in order to keep growth.  

 

Brazil: Main revenue driver  fades and NATU faces revenue slowdown  and margins compression  

Growth will not be entirely ÓÕÐÐÏÒÔÅÄ ÂÙ ÃÏÎÓÕÌÔÁÎÔÓȭ ÂÁÓÅ increase anymore and will require larger investments 

in R&D, marketing and alternative sales channels. The new competitive scenario is also determinant to the 

ÃÏÍÐÁÎÙȭÓ margins decrease in its operations in the country. 

 

International operations : faster  growth , operatin g cash generation , but still have low representativeness  

NATU is investing strongly in its international operation but its revenues still represented only 16.1% of total 

sales in 2013(Figure 22). 

Consolidation operations  are growing fast, showing solid operational performance, and representing 9.6% total 

revenues in 2013 with 21.1% of EBITDA margin (Figure 23).  

Implementation  operations also presents high growth but expected margins are still undefined. Implementation 

has hit EBITDA break-even point in 2013, with 2.7% of margin. BPC market size in Colombia and Mexico 

combined to a large female population support two-digit YoY consultants base growth until 2020 ( Appendix 

18.1.1)Ȣ 0ÒÏÄÕÃÔÉÖÉÔÙ ÉÓ ÁÌÓÏ ÅØÐÅÃÔÅÄ ÔÏ ÉÎÃÒÅÁÓÅ ÄÕÅ ÔÏ .!45ȭÓ ÒÅÃÅÎÔ ÁÄÁÐÔÁÔÉÏÎÓ ÉÎ ÉÔÓ ÄÉÒÅÃÔ ÓÁÌÅÓ ÍÏÄÅÌ ÉÎ ÔÈÅ 

Mexican market (multilevel direct sales).   

Consolidation and Implementation  together are expected to have a market size of BRL30.2 bn (Appendix 7) in 

2018, representing approximately half the size of Brazilian market by that time. For this reason, growth in this 

markets are limited and therefore are not expected to represent more than 30% .!45ȭs revenues in the long 

term, according to our estimates (Figure 22).  

 

Increasing leverage is not critical, but compresses  net margins  

Increasing competition in recent years forced NATU to invest in order to keep market share. Overall indebtedness 

has increased, leading net debt/EBITDA to 1.1x in 2Q14 vs. 0.5x in 2011 (Figure 24). Total gross debt amounts 

BRL3,574mn, but ÒÅÐÁÙÍÅÎÔ ÓÈÏÕÌÄÎȭÔ ÂÅ Á ÃÈÁÌÌÅÎÇÅ ÆÏÒ .!45ȭÓ ÃÕÒÒÅÎÔ ÃÁÓÈ ÇÅÎÅÒÁÔÉÏÎ ÃÁÐÁÃÉÔÙ. Interest 

coverage ratio is down to 2.8x in 2Q2014 (vs. 7.2x in 2011), taking NATU to a new level of net margin (10.6% in 

2013 vs. 14.9% in 2011), that should keep compressed in the following years, since 2014 is still a year of 

significant investments and the majority of the debt currently held will mature in 2016. 

 

Change in capital structure: how does ÉÔ ÁÆÆÅÃÔ .!45ȭÓ ËÅÙ ÒÁÔÉÏÓȩ 

Total assets/ BV of equity leverage ratio is expected to be 5.2x in 2015 and 5.6x in 2020 (vs 2.5x in 2010).  The 

net debt will not affect negatively ÓÈÁÒÅÈÏÌÄÅÒȭÓ ÐÒÏÆÉÔÁÂÉÌÉÔÙ as ROE is expected to increase to 73.4% in 2015 and 

89.6% in 2020 (vs 68.6% in 2013 ɀ Figure 25). The change in capital structure should not impact payout ratios 

ÓÉÎÃÅ .!45ȭÓ &#&& ×ÉÌÌ ÂÅ ÅÎÏÕÇÈ ÔÏ ÐÁÙ ÆÏÒ ÄÉÖÉÄÅÎÄÓ ÁÎÄ ÉÎÔÅÒÅÓÔȢ 7Å ÅÓÔÉÍÁÔÅ an average payout of 95% for 

the next years.  

 

Large Capex investments  increase expectations  for the future ROIC  

In 2012 and 2013, NATUȭÓ ÃÁÐÉÔÁÌ ÅØÐÅÎÄÉÔÕÒÅ ÁÍÏÕÎÔÅÄ BRL438mn and BRL554mn (Figure 26), respectively. 

Investments were destined mainly to IT infrastructure  to support the Rede Natura platform and logistics to 

increase robustness of operations in LatAm. The decreasing level of ROIC raises questions regarding the capacity 

of the company to deliver the same rates of return on investments made in recent years. ROIC should decrease 

until 2017 and increase to 32.2% in 2020, far below the historical levels (55.5% in 2010). The year of 2014 is still 

a year of high PP&E expansion and CAPEX should be around BRL500mn (Appendix 18.3). 

 

New business model  (Appendix 1) has good perspectives , but it is too soon to measure results  

Rede Natura is an important initiative on channel diversification and should represent increase in consultant 

productivity as well as long-tail revenues. Incremental value delivered by the platform is still soon to be measured 

and a relevant impact on revenues should happen on the beginning of 2016. Rede Natura will slightly increase 

ÔÈÅ ÃÏÍÐÁÎÙȭs cash conversion cycle due to ÐÁÙÍÅÎÔ ÍÅÔÈÏÄÓ ÔÈÁÔ ×ÉÌÌ ÉÎÃÒÅÁÓÅ .!45ȭÓ ÁÖÅÒÁÇÅ ÄÁÙÓ ÏÆ 

receivables. Operating margin will slightly decrease until 2017 due higher logistics costs and incipient scale gains. 

Penetration in other product categories, new brands and other alternative sales channels are also in the 

companyȭs pipeline.  

  

 

 

 

 

5,137 

7,010 

8,436 

10,007 

12,428 

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Cost of sales Operating costs

Depreciation Financial costs and income tax

Net income Net revenue (BRL mn)

Gross (%)

EBITDA (%)

Net (%) 14%

24%

70%

12%

23%

70%

11%

21%

70%

10%

21%

70%

11%

23%

70%CAGR:10%

CAGR:10%
CAGR:9%

CAGR:7%

91.0%
83.9%

77.7%
70.9% 67.0%

6.0%
9.4%

12.7%
16.4% 19.1%

2.7% 4.5%

5.9% 8.4% 9.8%

3.7% 4.4% 4.1%

2011 2013 2015E 2018E 2020E

Brazil Consolidation Implementation Others

179.7%

372.6%
424.1% 461.3% 459.3%

7.2x

3.4x

6.6x 6.4x
7.0x

0.5x 0.9x
1.3x 1.3x 1.1x

2011 2013 2015E 2018E 2020E

Debt / equity* Interest coverage ratio Net debt / EBITDA

2013A 2015E 2020E

68.6% 73.4% 89.6%

Operating efficiency
(Net margin)

2013A 2015E 2020E

12.0% 10.7% 10.8%

Asset use efficiency
(Sales / Assets)

2013A 2015E 2020E

120.8% 130.3% 147.7%

ROA

2013A 2015E 2020E

14.5% 14.0% 16.1%

Leverage 
(Asset / Equity)

2013A 2015E 2020E

472.6% 524.2% 557.8%

ROE

346

554
489

551 634

6.2%
7.9%

5.8% 5.1% 5.1%

45.2%

30.7% 28.0% 29.2% 32.2%

2011 2013 2015E 2018E 2020E

CAPEX  (BRL mn) CAPEX (% of net revenue) ROIC
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 Figure 27: DCF target price breakdown (BRL) 

 
Source: Team estimates 

 

 

 

Figure 28: DCF valuation outputs  

Source: Team estimates 

 

 

 

Figure 29: Revenue drivers  

Component  CAGR (14E-20E) 

  Brazil  Consol. Impl.  

Avg. price 1.7% 4.1% 3.4% 

Units per consultant 2.5% 2.2% 3.1% 

Consultants 0.9% 11.5% 12.6% 

Industry (real) 6.6% 3.4% 2.9% 

Revenue  5.3% 18.5% 20.0% 

Consolidated Revenue 8.5% 

Source: Team estimates 

 

 

 

Figure 30: WACC & growth assumptions 

WACC Calculation 

CAPM Assumptions 

Risk-Free Rate  2.65% 

Market Risk Premium  5.59% 

Beta (hist.) 0.83 

Country Risk Premium  2.25% 

ɝ Inflation USA-BR  2.98% 

Cost of Equity (2016)  12.79% 

After -tax Cost of Debt 5.35% 

E/D+E  88.97% 

D/D+E   11.03% 

WACC (2016) 12.03% 

1st stage growth (21-30) 7.55% 

2nd stage growth (25 -) 6.00% 

 

Source: Team estimates 

 

 

 

 

 

 

 

Valuation  
Future projects: hold your expectations  
  

Methodology  

In order to obtain a more accurate share price, we used a mixed methodology of Discounted Cash Flow to Firm 

(DCFF) and Comparable Analysis. Due to the lack of an ideal number of regional and similar (in terms of business 

model configuration) comparable companies, we attributed 20% of the final share price to the Comparable 

Analysis. &#&& ÉÓ ÍÏÒÅ ÃÁÐÁÂÌÅ ÏÆ ÃÁÐÔÕÒÉÎÇ ÔÈÅ ÒÅÃÅÎÔ ÃÈÁÎÇÅÓ ÉÎ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÃÏÍÐÅÔÉÔÉÖÅ ÐÏÓÉÔÉÏÎ ÁÎÄ ÔÈÅ 

initiatives on channel, brand and category diversification, hence, should be accounted as 80% of the target price.  

 

DCF Valuation 
The Free Cash Flow to Firm ÍÅÔÈÏÄÏÌÏÇÙ ÉÓ ÁÄÅÑÕÁÔÅ ÆÏÒ .!45ȭÓ ÃÕÒÒÅÎÔ ÓÃÅÎÁÒÉÏ ÂÅÃÁÕÓÅ ÏÆ ÉÔÓ unpredictable 

financial expenses. !ÐÐÒÏØÉÍÁÔÅÌÙ ωρϷ ÏÆ .!45ȭÓ ÉÎÔÅÒÅÓÔ ÅØÐÅÎÓÅÓ ÁÒÅ ÉÎÄÅØÅÄ ÉÎ ÔÈÅ ÖÏÌÁÔÉÌÅ #$) ÒÁÔÅ ɉÐÏÓÔ-

fixed and unpredictable due to the macroeconomic instability and presidential elections), either directly (~34%) 

or through hedge contracts (~57%). Considering this factor, FCFF model is more suitable in order to provide 

stable and accurate cash flow projections. In applying the DCF valuation, we divided NATU into current operations 

and future projects (Rede Natura). The already-in-motion Rede Natura will certainly collaborate to an increase in 

productivity and a small increment ÉÎ ÃÏÎÓÕÌÔÁÎÔÓȭ ÇÒÏ×ÔÈ. The team believes that the project will be able to 

ÅÎÈÁÎÃÅ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÃÏÍÐÅÔÉÔÉÖÅ ÐÏÓÉÔÉÏÎ ÁÎÄ ÓÏÏÎ ÍÁÔÅÒÉÁÌÉÚÅ ÉÎÔÏ ÃÁÓÈ ÆÌÏ× ɉbeginning of 2016).  NATU 

plans to implement an integrated store-based sales model supported by kiosks and flagship stores and expand 

product portfolio with .ÁÔÕÒÁϹ ɉ(ÏÍÅǪ&ÁÓÈÉÏÎ ÐÒÏÊÅÃÔ ÉÎ .!45ȭÓ ÐÉÐÅÌÉÎÅɊ. These projects were not taken into 

account in the valuation model due to (1) the lack of public concrete information and (2Ɋ ÔÈÅ ÐÒÏÊÅÃÔÓȭ high 

uncertainty and early stage of development. 

 

Based exclusively on the DFC method, we arrived at a 2015E share value of BRL39.89 per common share, which 

is composed of BRL37.55 from the current operations and an incremental BRL2.34 from Rede Natura.  

 

DCF Assumptions 
NATU operates in a single channel (direct sales exclusively), single brand (AESOP can be considered the beginning 

of a multi brand strategy) business model, which is facing significant growth difficulties, as cÏÎÓÕÌÔÁÎÔÓȭ ÂÁÓÅ 

ÇÒÏ×ÔÈ ÒÁÔÅ ÆÁÃÅÓ ÓÔÒÏÎÇ ÌÉÍÉÔÁÔÉÏÎÓȢ 6ÏÌÕÍÅ ÄÒÉÖÅÒ ×ÉÌÌ ÓÈÉÆÔ ÆÒÏÍ ÃÏÎÓÕÌÔÁÎÔÓȭ ÇÒÏ×ÔÈ ÔÏ ÐÒÏÄÕÃÔÉÖÉÔÙ ÇÒÏ×ÔÈȢ 

In order to produce accurate forecasts, we divided current operations into three groups: Brazil, Implementation 

and Consolidation (DCF assumptions are detailed in Appendix 18).  

¶ Sales: We based our assumptions in ÆÏÕÒ ÍÁÉÎ ÄÒÉÖÅÒÓȡ ÃÏÎÓÕÌÔÁÎÔÓȭ ÇÒÏ×ÔÈ ÒÁÔÅȟ ÃÏÎÓÕÌÔÁÎÔÓȭ ÐÒÏÄÕÃÔÉÖÉÔÙ 

ɉÕÎÉÔÓ ÐÅÒ ÃÏÎÓÕÌÔÁÎÔɊȟ ÐÒÉÃÅ ÁÎÄ ÉÎÄÕÓÔÒÙȭÓ ÇÒÏ×ÔÈ ÒÁÔÅȢ  

#ÏÎÓÕÌÔÁÎÔÓȭ ÇÒÏ×ÔÈ ÉÓ ÅØÐÅÃÔÅÄ ÔÏ ÓÌÏ× ÄÏ×ÎȢ /ÕÒ ÁÓÓÕÍÐÔÉÏÎÓ ×ÅÒÅ ÂÁÓÅÄ ÉÎ Ô×Ï ÍÁÉÎ ÄÒÉÖÅÒÓȡ .!45ȭÓ 

consultants over female population (aged from 20 to 60 years) ÁÎÄ ÔÈÅ ÏÖÅÒÁÌÌ ÎÕÍÂÅÒ ÏÆ ÄÉÒÅÃÔ ÓÅÌÌÅÒÓȭ 

contractors over total population (Appendix 19.1.1). Our variables stress model indicated saturation in the 

Brazilian market while in the Consolidation operations there is still strong potential for growth (Brazilian total 

number of consultants represents 2.2% of total population, compared to 1.7% in Consolidation operations). 

Productivity growth in Brazil will be mainly influenced by Rede Natura. Productivity in )/ȭÓ is expected to 

ÉÎÃÒÅÁÓÅ ÁÓ .!45ȭÓ ÏÐÅÒÁÔÉÏÎÓ ÍÁÔÕÒÅ ÉÎ the respective markets. 

Average price  will not increase significantly in Brazil, forecasted to grow less than ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÉÎÆÌÁÔÉÏÎ ÉÎÄÅØ 

(Figure 29).  We arrived at this conclusion by measuring the ÃÏÍÐÁÎÙȭÓ ÈÉÓÔÏÒÉÃÁÌ ÁÖÅÒÁÇÅ ÐÒÉÃÅȟ ÔÈÅ ÉÎÄÕÓÔÒÙȭÓ 

inflation index (Appendix 18.1.3Ɋ ÁÎÄ ÔÁËÉÎÇ ÉÎÔÏ ÁÃÃÏÕÎÔ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÐÌÁÎÓ ÔÏ ÉÎÃÒÅÁÓÅ ÒÅÐÒÅÓÅÎÔÁÔÉÖÅÎÅÓÓ ÉÎ 

the mass market. Price ÉÎ )/ȭÓ were adjusted by ÅÁÃÈ ÇÒÏÕÐȭÓ expected inflation. 

Consolidation and implementation are expected to represent respectively 19.1% and 9.8% of sales by 2020E. 

The industry  is forecasted to keep on with solid growth (Figure 29). Our analysis show that .!45 ×ÏÎȭÔ ÂÅ 

able to capture the entire value of growth opportunities and its revenues will grow slightly below the market, 

×ÈÉÌÅ ÉÎ )/ȭÓ ×Å ÓÔÉÌÌ ÅØÐÅÃÔ ÉÔ ÔÏ ÇÒÏ× ÁÔ Á ÓÉÇÎÉÆÉÃÁÎÔ ÐÒÅÍÉÕÍ ÁÂÏÖÅ ÔÈÅ ÉÎÄÕÓÔÒÙ ÄÕÒÉÎÇ ÔÈÅ ÆÏÒÅÃÁÓÔÅÄ ÐÅÒÉÏÄȢ  

¶ COGS & SG&A: An increase in marketing and logistics expenses is expected, with no relevant scale gains in the 

ÓÈÏÒÔ ÔÅÒÍȟ ÄÅÃÒÅÁÓÉÎÇ ÔÈÅ ÃÏÍÐÁÎÙȭÓ %")4$! ÍÁÒÇÉÎ ÕÎÔÉÌ ςπρφȢ !ÆÔÅÒ ÔÈÁÔȟ ×Å ÅØÐÅÃÔ ÓÃÁÌÅ ÇÁÉÎÓ ÁÎÄ ÅØÐÅÎÓÅÓ 

contractions, generating an increase in operating margins (Appendix 18.2). 

¶ Capital Expenditures  (CAPEX): forecasted to remain at similar levels. Fierce competitive scenario and 

decreasing ROIC requires NATU to keep investing in order to preserve market share. Channel diversification 

and international logistics are the main projects being implemented. We estimate CAPEX to be BRL517.9mn in 

2014E and an average of BRL539.4mn on the following forecasted years.  

¶ Dividend Payout:  As the company has presented consistent dividend policy in the past and will have enough 

FCF, it is expected to preserve the historic levels of payout in the future (95%). 

¶ Terminal growth:  In order to reach a more precise perpetuity value, we used a two-stage growth model. 

.!45ȭÓ ÔÅÒÍÉÎÁÌ ÇÒÏ×Ôh rate (g) ÉÓ ÂÁÓÅÄ ÏÎ ÉÎÄÕÓÔÒÙȭÓ ÇÒÏ×ÔÈ ÐÏÔÅÎÔÉÁÌȟ ÃÏÕÎÔÒÉÅÓ ÅØÐÅÃÔÅÄ ÉÎÆÌÁÔÉÏÎ ÁÎÄ '$0 

growth forecasts. The company counts on several robust projects in its pipeline and is perfectly capable of 

maintaining an equal-to-GDP g in the first stage perpetuity. Based on this, we estimated 7.6% (nominal terms) 

for the first stage g. We estimated the second stage growth factor by analyzing the OECD7 country members 

BPC industries behavior (as a sample for industries upon maturity) relatively to the respective GDP growth 

(Appendix 18.5). The outputs provided us with -1% BPC industry growth relative to GDP, which led us to a 6.0% 

second stage g. 

 
7 Organization for economic co-operation and development,  

39.937.5

2.3

Current
Operations

Rede Natura Target Price

DFC composition (BRL mn)  

Projected DCF (14E-20E) 3,814 

1st stage (21E-30E) 6,369 

2st stage (Perpetuity) 9,325 

Enterprise Value  19,508 

(-) Net debt (2015E) 2,375 

Equity Value  17,133  

Share value (BRL) 39.9 
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Figure 31: EV/EBITDA valuation outputs 

EV / EBITDA  

BPC median   

15E 9.7x  

16E 9.0x  

NATU 
BRL 
mn 

Weight  

EBITDA 15E 1,882  

EBITDA 16E 2,119  

EV 15E 18,228 50% 

EV 16E 19,028 50% 

Weighted enterprise value 18,628 

Net Debt  2,075 

Equity Value  16,553 

Share value (BRL)  38.5 

   

P/E   

BPC median   

15E 15.2x  

16E 13.9x  

NATU 
BRL 
mn 

Weight  

Net income 15E 933  

Net income 16E 1,058  

Equity value 15E 14,210 50% 

Equity value 16E 14,674 50% 

Weighted equity value 14,442 

Share value (BRL)  33.6 

Weighted multiple valuation 36.6 

Source: Team estimates 

 

Figure 32: Football field 

 

Source: Team estimates 

 

 

Figure 34: Final target price composition 

Source: Team estimates 

      

Source: Team estimates 

¶ Weighted Average Cost of Capital (WACC): As we can see in Figure 30 on last page, the cost of equity was 

calculated by the CAPM model. We considered as Risk Free Rate the one year average of the 10 year American 

T-"ÏÎÄ ÙÉÅÌÄȢ &ÏÌÌÏ×ÉÎÇ ÔÈÅ ÓÁÍÅ ÌÏÇÉÃȟ ×Å ÕÓÅÄ ÁÓ .!45ȭÓ "ÅÔÁ ÔÈÅ ÕÎÌÅÖÅÒÅÄ ÁÖÅÒÁÇÅ "ÅÔÁ ÏÆ ÔÈÅ ÍÏÓÔ ÒÅÌÅÖÁÎÔ 

peers listed in ÔÈÅ 53! ÓÔÏÃË ÅØÃÈÁÎÇÅ ɉ.!45 ÄÏÅÓ ÎÏÔ ÈÁÖÅ !$2ȭÓɊȟ ÌÅÖÅÒÅÄ ÂÙ .!45ȭÓ ÃÕÒÒÅÎÔ ÃÁÐÉÔÁÌ 

ÓÔÒÕÃÔÕÒÅȢ 4ÈÅ ÐÅÅÒÓ "ÅÔÁȭÓ ×ÅÒÅ ÃÁÌÃÕÌÁÔÅÄ ÂÙ ÒÅÇÒÅÓÓÉÎÇ ÉÔÓ ÒÅÔÕÒÎÓ ÁÇÁÉÎÓÔ ÔÈÅ !ÍÅÒÉÃÁÎ ÅÑÕÉÔÙ ÍÁÒËÅÔȢ As 

for the market risk premium, we used Damodaran smoothed estimation for the American market, 5.59%. These 

assumptions led us to a 12.8% cost of equity (Ke). The after tax cost of debt (Kd) was obtained by calculating 

the weighted average of the interest bearing liabilities, 5.4% (74.3% of CDI). We weighted Ke and Kd by the 

current capital structure, given that the company does not plan to make any significant changes in its relative 

indebtedness, arriving at 12.0% 2016 WACC. We applied a rolling WACC technic in the following periods in 

order to adjust the cost of capital to changes in inflation and Risk Free rates (interest rates are currently 

abnormally low). 

Comparable Analysis  
We could not produce a comparable analysis based on Brazilian companies due to the lack of regional publicly 

traded peers. That being said, we chose a handful of similar companies in the American and European markets. 

We elected as the most important decision factor ÔÈÅ ÃÏÍÐÁÎÉÅÓȭ ÐÏÒÔÆÏÌÉÏ ÁÎÄ ÂÕÓÉÎÅÓÓ ÍÏÄÅÌȢ  However, there 

is a size premium that drives some of the chosen companies share performance and cannot be observed in 

.!45ȭÓȢ Most of the chosen peers are more diversified than NATU in terms of regional presence, product portfolio 

and distribution channel, what brings us to the conclusion that comparable analysis is not the ideal valuation 

ÍÅÔÈÏÄÏÌÏÇÙ ÉÎ .!45ȭÓ ÃÁÓÅ ÓÃÅÎÁÒÉÏ ÁÎÄ ÓÈÏÕÌÄ ÏÎÌÙ ÂÅ ÁÃÃÏÕÎted as 20% of the final target price.  

 

Choosing the right multiples  

It is possible to test the most relevant multiples against forecasted growth for statistical significance. By testing 

the multiples horizon (refer to Appendix 20 - 1) against the forecasted respective fundamentals CAGR from 2014E 

to 2016E, we concluded that none of the multiples hold relevant statistical significance against forecasted 

fundamentals and are therefore driven by factors other than growth expectations. With no statistical reference 

taken into account, we chose to attribute 60% of the multiple valuation to the predominant EV/EBITDA (due to 

ÔÈÅ ÃÏÍÐÁÎÉÅÓȭ huge difference in capital structure if compared to the main peers) and 40% to P/E (in order to 

capture tax ratios and D&A impact over earnings).  

 

Historical EV/EBITDA performance  

NATU used to trade at a significant premium than 

the chosen peers (Figure 33) in 2012, but has been 

showing constant decrease in EV/EBITDA 

multiple performance, intercepting the BPC peer 

group in August 2013 and being below the 

comparable line ever since. On the other hand, if 

compared to the direct selling peer group, NATU 

still trades at a relevant premium. We attribute 

ÔÈÅ ÌÏÓÓ ÏÆ ÐÒÅÍÉÕÍ ÏÖÅÒ "0# ÔÏ ÔÈÅ ÃÏÍÐÁÎÙȭÓ 

business model saturation and innovation delay. 

In order to trade at previous levels, NATU must land a solid channel and market diversification (projects in 

motion).  

 

Comparable  valuation  

We conducted the multiple pricing treating equally the two years under consideration. By weighting the multiples 

as described above, we arrived at a BRL36.57 stock price (based solely on the relative valuation).  

 

Final share price  
By weighting the DCF valuation by 80% and the comparable valuation by 20%, we arrived at the 2015E final 

target price of BRL39.23, representing 16.75% upside potential and justifying our HOLD call (Figure 34). 

 

0 10.000 20.000 30.000 40.000

P/E

EV/EBITDA

EV/Revenue

EV/OpFCF

DCF

Target EVCurrent EV

Method  Share price  Weight  

DFC 39.89 80% 

Comparable 36.57 20% 

Target price  39.23 

Figure 33: Historical NTM EV/EBITDA  

Source: FactSet 

Figure 35: Comparable Table 

Mkt. cap. EV 2015E 2016E 2015E 2016E 2015E 2016E 2015E 2016E

Natura 5.9 6.5 1.9x 1.7x 8.6x 7.6x 15.5x 13.7x 11.7x 9.9x

L'oréal 84.7 81.9 2.7x 2.5x 12.6x 11.8x 19.9x 18.4x 16.0x 14.8x

Jonsoh & Johnson 290.9 279.8 3.7x 3.6x 10.9x 10.2x 16.6x 15.5x 12.9x 11.9x

P&G 230.1 255.6 3.1x 3.0x 12.9x 12.2x 18.3x 17.2x 16.2x 15.1x

Esteé Lauder 17.3 17.1 1.5x 1.4x 8.0x 6.9x 15.0x 12.6x 10.5x 8.8x

Beiersdorf 20.0 17.9 2.1x 2.0x 13.2x 12.2x 25.2x 22.9x 16.5x 14.9x

L'occitane 0.4 0.1 2.2x 2.0x 12.1x 10.5x 23.6x 20.5x 19.7x 15.5x

Revlon 1.7 3.4 1.7x n.a. 9.1x n.a. 14.6x n.a. 9.7x n.a.

Avon 5.0 6.6 0.7x 0.7x 7.1x 6.6x 12.4x 11.1x 9.2x 8.4x

Oriflame 0.1 0.4 0.8x 0.8x 6.9x 6.4x 7.5x 6.9x 9.1x 8.2x

Nu Skin 2.9 2.5 0.9x 0.9x 5.3x 5.1x 5.8x 5.3x 6.5x 6.2x

Tupperware 3.2 4.0 1.5x 1.4x 8.4x 8.0x 8.7x 8.4x 10.0x 9.3x

Average (ex NATU) 59.7 60.9 1.9x 1.8x 9.7x 9.0x 15.2x 13.9x 12.4x 11.3x

Median (ex NATU) 5.0 6.6 1.7x 1.7x 9.1x 9.1x 15.0x 14.0x 10.5x 10.6x

EV/OpFCF(USD billions) EV/Revenue EV/EBITDA P/E
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Figure 36: Macroeconomic scenario development 

 

Source:  Team analysis  

Figure 37: Argentina (% of total revenues)   

 

3ÏÕÒÃÅȡ  #ÏÍÐÁÎÙ ÄÁÔÁȟ ÔÅÁÍȭÓ Åstimate 

Figure 38: SG&A expenses 
 

 

Source:  Company data 

 

Figure 39: .!45ȭÓ ÐÒÉÃÅÓ ÄÉÓÔÒÉÂÕÔÉÏÎ 

 

 

Source:  Team estimates 

 

Figure 40: .!45ȭÓ ÐÒÉÃÅÓ ÄÉÓÔÒÉÂÕÔÉÏÎ 

 

Source:  Team analysis  

 

 

 

 

Investment risks  
Yellow light for NATU  
 
.!45ȭÓ ÁÎÄ ÓÅÃÔÏÒ ÒÉÓËÓ ÁÒÅ ÐÒÅÓÅÎÔÅÄ ÉÎ ÔÈÉÓ ÓÅÃÔÉÏÎȢ 0ÏÔÅÎÔÉÁÌ ÉÍÐÁÃÔÓ ÏÆ ÒÉÓËÓ on our target price can be viewed 
in Monte Carlo simulation. 

Market risks  
Dependence to the Brazilian market: "ÒÁÚÉÌ ÒÅÐÒÅÓÅÎÔÅÄ ψςȢσϷ ÏÆ .!45ȭÓ ÎÅÔ ÒÅÖÅÎÕÅ ÉÎ ,4- ς1ρτȢ &ÕÒÔÈÅÒ 

deterioration in economic growth, higher inflation and interest rates, and BRL depreciation may exert even 

ÐÒÅÓÓÕÒÅ ÏÎ .!45ȭÓ ÒÅÓÕÌÔ ɉFigure 36). Brazilian Central Bank may continue to increase Selic rate (main Brazilian 

interest benchmark) in next year in order to reduce inflationary pressures, which impacts directly in the 

companÙȭÓ ÃÏÓÔ ÏÆ ÄÅÂÔ ÓÉÎÃÅ ÁÒÏÕÎÄ ωπϷ8 ÏÆ .!45ȭÓ ÔÏÔÁÌ ÄÅÂÔ ÉÓ ÉÎÄÅØÅÄ ÏÎ $)9 rate as of 2Q14. In addition, 

ÁÌÍÏÓÔ ςπϷ .!45ȭÓ #/'3 ÁÒÅ ÉÎÄÅØÅÄ ÏÎ ÆÏÒÅÉÇÎ ÃÕÒÒÅÎÃÉÅÓȢ  

 

Presidential elections bring uncertainty regarding the expected economic policy and pose noteworthy threat for 

the main economic drivers. 

Unsuccessful launches and reissues: in 2014 NATU launched extensions in product lines, two new brands Luna 

and #Urbano and relaunched Tododia ÐÒÏÄÕÃÔÓȢ )Æ ÎÅ× ÐÒÏÄÕÃÔÓ ÆÁÉÌ ÉÎ ÍÅÅÔÉÎÇ ÃÕÓÔÏÍÅÒÓȭ ÎÅÅÄÓȟ .!45ȭÓ ÓÁÌÅÓ 

can be lower than expected. Moreover, international and national admired brands are increasing their product 

ÌÁÕÎÃÈÅÓ ÉÎ "ÒÁÚÉÌȟ ×ÈÉÃÈ ÍÁÙ ÁÆÆÅÃÔ ÎÅÇÁÔÉÖÅÌÙ .!45ȭÓ ÐÒÏÄÕÃÔÓ ÓÕÃÃÅÓÓȢ 

Fierce competition intensifies: New entrants (such as Belcorp) in BPC retailing and direct selling can intensify 

.!45ȭÓ ÌÏÓÓ ÉÎ ÍÁÒËÅÔ ÓÈÁÒÅȢ Competitors channel diversification strategies, if well executed, will also be 

ÉÎÆÌÕÅÎÔÉÁÌ ÏÎ .!45ȭÓ market share maintenance. Important players are considering starting e-commerce channel 

and pharmacies and specialty stores are growing at a brisk pace and NATU does not have relevant presence in 

these channels.  

Exposure to Argentina: The country is the third largest market in number of consultants, after Brazil and Mexico. 

Further deterioration in economic scenario, higher inflation and economic embargoes may exert pressure on 

.!45ȭÓ ÉÎÔÅÒÎÁÔÉÏÎÁÌÉÚÁÔÉÏÎ ÐÌÁÎÓ ɉFigure 37). Argentine government took several measures that affect foreign 

trade and investments, including price, exchange and capital controls, amendments to laws, amongst others.  

Operational risks  
 Failure to deliver efficiency gains: It became more expensive for NATU to sustain expected growth rates 

(Figure 38). Currently, the company needs to invest even more in marketing, be more promotional and incur 

incentive costs to its consultants. If NATU fails in cutting SG&A expenses, such as headcount, expenses with 

consulting companies and discretionary expenses, margins may be even lower than expected. Furthermore, 

international operations will represent a large portion of NATU has to overcome several operational risks in order 

to deliver EBITDA margin in this markets.  

Rede Natura frustrate s expectation: NATU has high expectations on Rede Natura and its expansion over the 

next years. If NATU fails in implementing its network channel or it contribute less than expected for incremental 

revenue, the company may remain fully dependent on its current direct selling model, which already shows signs 

of saturation. Furthermore, Boticario group and other competitors are advancing with direct selling strategies, 

×ÈÉÃÈ ÍÁÙ ÅØÅÒÔ ÁÄÄÉÔÉÏÎÁÌ ÐÒÅÓÓÕÒÅ ÏÎ .!45ȭÓ ÃÏÎÓÕÌÔÁÎÔ ÂÁÓÅȢ         

Regulatory risks: PIS and Cofins 10 increase: Currently, PIS and Cofins are charged just on factory level, but 

government is discussing to also charge these taxes on distribution center level. If Brazilian government approves 

this measure, NATU may have a significant impact on margins next years. 

 

Monte Carlo simulation  

NATUȭÓ ÒÉÓËÓ ÃÏÎÓÉÄÅÒÁÔÉÏÎÓȢ .!45ȭÓ ÔÁÒÇÅÔ ÐÒÉÃÅ ÍÁÙ ÂÅ ÉÍÐÁÃÔÅÄ ÂÙ ÍÁÃÒÏÅÃÏÎÏÍÉÃ ÃÏÎÄÉÔÉÏÎÓȟ ÓÕÃÈ ÁÓ '$0ȭÓ 

growth, inflation and interest rates, amongst other risks mentioned above. It was used Monte Carlo to simulate 

how GDP, interest and inflation fluctuations trigger our valuation model. Simulation showed a statistical sample 

ÏÆ .!45ȭÓ ÐÒÉÃÅÓ ÒÁÎÇÉÎÇ ÂÅÔ×ÅÅÎ "2,στȢ85 and BRL48.88 given 10,000 random iterations, with 90% confidence 

level (Figure 39).     
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8 Includes foreign debt indexed on DI through hedge contracts and local debt directly indexed on the same rate 

9 DI stands for Brazilian Interbank Daily loan rate  

10 0)3 ÓÔÁÎÄÓ ÆÏÒ Ȱ3ÏÃÉÁÌ ÉÎÔÅÇÒÁÔÉÏÎ ÐÒÏÇÒÁÍȱ ÁÎÄ #/&).3 ÓÔÁÎÄs ÆÏÒ ȰÃÏÎÔÒÉÂÕÔÉÏÎ ÆÏÒ ÔÈÅ ÆÉÎÁÎÃÉÎÇ ÏÆ ÓÏÃÉÁÌ ÓÅÃÕÒÉÔÙȱ ÁÎÄ ÁÒÅ ÒÅÌÅÖÁÎÔ ÓÁÌÅÓ 

taxes in Brazil  
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Appendix 1: Rede Natura  

Rede Natura allows NATU to better tailor its products offerings to its consumers due to possibility of: knowing final customers, applying CRM tools to 

drive sales, leveraging its decentralized logistics structure to achieve its consumers in a reduced lead time, and leveraging sales by introduction of new 

payment means such as credit card. Rede Natura includes an online payment platform that assures safety and quick transactions, reducing the lead 

time from 13 days to 2 days, as depicted below. 

  
Source: Company data 
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Appendix 2 ȡ .!45ȭÓ ÆÏÏÔÐÒÉÎÔ 

NATU is actively present in 6 Latin America markets, plus France. Through AESOP, recently acquired brand, NATU has access to several other markets 
including USA, China, Japan and Germany that together with Brazil constitute the 5 largest BPC markets group. The company counts on 1,770 m2 in 
built area of laboratories, including a development hub in France and laboratories in the Amazon (Amazon innovation center) and New York. In 
addition, NATU headquarters, located in Cajamar (near São Paulo city) holds 646,000 m2, 84,000 m2 in built area. 
 

 
Source: Company data 
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Appendix 3 : Breakdown of body care category products  

/ÕÒ ÔÅÁÍ ÒÅÓÅÁÒÃÈÅÄ .!45ȭÓ ÃÏÍÐÅÔÉÔÏÒÓ ÏÎ ÂÏÄÙ ÃÁÒÅ ÃÁÔÅÇÏÒÙȟ ÁÓ ×Å ÂÅÌÉÅÖÅ ÉÔ can be a suitable proxy of the cÏÍÐÁÎÙȭÓ ÐÏÓÉÔÉÏÎ ÉÎ ÔÈÅ industry . As 

depicted in the picture beÌÏ×ȟ .!45ȭÓ ÐÒÏÄÕÃÔÓ ÏÎ ÔÈÉÓ ÃÁÔÅÇÏÒÙ ÆÏÃÕÓ ÏÎ ÉÎÃÏÍÅ ÓÅÇÍÅÎÔÓ ÔÈÁÔ ÒÁÎÇÅ ÆÒom upper mass to prestige. The cÏÍÐÁÎÙȭs 

products sub brands listed below are: SOU, Natura Tododia, Águas, Mamãe e Bebê, Ekos and AESOP. 

 
Source: Team research 
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Appendix 4: Board of Directors and Management  

Board of Directors  

!ÃÃÏÒÄÉÎÇ ÔÏ ÔÈÅ #ÏÍÐÁÎÙȭÓ ÂÙÌÁ×Óȟ ÔÈÅ ÂÏÁÒÄ ÓÈÁÌÌ ÂÅ ÃÏÍÐÏÓÅÄ ÏÆ Á ÍÉÎÉÍÕÍ ÏÆ ÆÉÖÅ ÍÅÍÂÅÒÓ ÁÎÄ Á ÍÁØÉÍÕÍ ÏÆ ÎÉÎÅȟ ×ÈÏ ×ÉÌÌ Âe elected and 

ÒÅÍÏÖÅÄ ÂÙ ÔÈÅ 3ÈÁÒÅÈÏÌÄÅÒȭÓ -ÅÅÔÉÎÇȟ ×ÉÔÈ Á ÕÎÉÆÉÅÄ ÔÅÒÍ ÏÆ ÕÐ ÔÏ Ô×Ï ÙÅÁÒÓ ÁÎÄ ÒÅÅÌÅÃÔÉÏÎ ÂÅÉÎÇ ÐÅÒÍÉÔÔÅÄȢ .ÁÔÕÒÁȭÓ "ÏÁÒÄ ÏÆ $ÉÒÅÃÔÏÒÓ ÈÁÓ ÃÕÒÒÅÎÔÌÙ 

eight members as presented below: 

Name Position  Short Bio  

Antiônio Luiz da Cunha 
Seabra 

Member 
Antonio Seabra graduated in economics, and is the founder and member of the Natura Board of 
Directors. Mr. Seabra founded Natura in 1969, in Sao Paulo and transformed it into one of Brazil's 
largest cosmetic companies, strongly committed to ethics, transparency and sustainable development. 

Pedro Luiz Barreiros 
Passos 

Member 

Pedro Passos graduated in production engineering at Universidade de São Paulo and has a degree in 
Business Administration from Fundação Getúlio Vargas. He joined Natura in 1983 as the general 
manager of one of the companies in the group. Mr. Passos is also president of the Institute for Studies 
in Industrial Development (IEDI), vice-president of the Curator Council of the Foundation for the 
National Quality (FNQ), and member of the board of directors of the Institute of Technological Research 
(IPT), SOS Mata Atlantica Foundation, Endeavor Institute, Dom Cabral Foundation and Totvs SA (the 
later as the chairman). 

Guilherme Peirão Leal Member 

Guilherme Leal graduated in business administration at Universidade de São Paulo and completed the 
Advanced Management Program at the Fundação Dom Cabral/INSEAD. He is one of the founders and 
ÍÅÍÂÅÒ ÏÆ ÔÈÅ #ÏÍÐÁÎÙȭÓ "ÏÁÒÄ ÏÆ $ÉÒÅÃÔÏÒÓ ÁÎÄ ÈÁÓ ÐÁÒÔÉÃÉÐÁÔÅÄ ÉÎ ÔÈÅ ÃÏnstitution and corporate 
governance of several social and business organizations such as the Fundação Abrinq, Instituto Ethos 
and Instituto Akatu. In the 2010 elections, he was a candidate for the vice presidency of Brazil with 
Marina Silva. 

Plínio Villares Musetti Chairman 

Plínio Villares Musetti graduated in engineering at Mackenzie. He was the Executive Chairman of 
Elevadores Atlas S.A. from 1992 to 1999 and of Elevadores Atlas Schindler S.A. until 2002. From 2002 
to 2007 he was a partner of JP Morgan Partners, the Private Equity entity of the JP Morgan Chase bank 
and was part of the boards of Directors of companies in which the institution invested, such as 
Vitopel, Diagnósticos da América S.A. and Latasa. 

Luiz Ernesto Gemignani Member 

Mr. Gemignani graduated in mechanical engineering at Universidade de São Paulo and has completed 
several specialization courses in Administration and Finances, such as the Advanced Management 
Program at Harvard Business School. He is also the vice president of the Trustee Board of Fundação 
Nacional de Qualidade and chairman of the board of Instituto Akatu. 

Julio Moura Neto Member 

Julio Moura graduated in mechanical and nuclear engineering at Swiss Federal Institute of Technology 
(ETH) in Zürich, Switzerland. He also has a degree in business administration from M.I.T. and is member 
of the board of directors of the Adecoagro S.A., Cencosud S.A. and Brinox Metalurgica S.A. 
 

Marcos de Barros Lisboa Member 

 
Mr. Marcos de Barros Lisboa is an economist with a PhD in Economics from the University of 
Pennsylvania. He was assistant professor of the Department of Economy of Standford University from 
1996 to 1998 and of EPGF/ Getúlio Vargas Foundation from 1998 to 2002.  Between 2006 and 2009 
ÈÅ ×ÁÓ ÔÈÅ %ØÅÃÕÔÉÖÅ $ÉÒÅÃÔÏÒ ÏÆ )ÔÁĭ 5ÎÉÂÁÎÃÏ ÁÎÄ ÂÅÔ×ÅÅÎ ςππω ÁÎÄ ςπρσ ×ÁÓ ÔÈÅ ÂÁÎËȭÓ %ØÅÃÕÔÉÖÅ 
Director.  He is member of the Board of Directors of Natura, Ambev, and since 2013 he has been the 
vice-president of Insper ɀ Instituto de Ensino e Pesquisa. 
 

Raul Gabriel Beer Roth Member 

Raul Gabriel Beer Roth graduated in production Engineering at Universidade de São Paulo. For 25 
years he worked at PwC (PricewaterhouseCoopers) as the leading partner in the practice of 
Corporate Finance in Brazil. Mr. Roth is a managing partner of R. Beer Consultores, acting as Business 
Adviser in the areas of Finance, Strategy, Negotiation and Appraisal of Companies. 

Source: Company data  
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Management  

The Board of Executive Officers is composed by the Chief Executive Officer, a Chief Marketing Officer, a Chief Legal Officer and a Chief Financial Officer, 

who serves for a term of three years, with reelection allowedȢ .ÁÔÕÒÁȭÓ ÍÁÎÁÇÅÍÅÎÔ ÈÁÓ ÃÕÒÒÅÎÔÌÙ ÆÏÕÒ ÅØÅÃÕÔÉÖÅ ÏÆÆÉÃÅÒÓ ÁÓ ÐÒÅÓÅÎÔÅÄ ÂÅÌÏ×ȡ 

Name Position  Short Bio  

Roberto Oliveira de Lima CEO 

Roberto Lima graduated in public administration at Fundação Getúlio Vargas, holds a graduate degree 
in accounting and financial management from the same institution, and also graduated in strategic 
planning at Institut Superieur des Affaires de Jouy in Josas, France. From 1999 to 2005, he was 
chairman and CEO of the Credicard group and in 2005, he was CEO of Vivo, Brazil's largest telecom 
company, where he served until June 2011. Since then he has served on the boards of companies such 
as Edenred in France, Naspers Holdings in South Africa and Telefonica/Vivo, Grupo Pão de Açucar, 
Rodobens and Natura in Brazil. 
 

Roberto Pedote 

Vice 
President, 

Finance and 
Investor 
Relations 

 

Roberto Pedote graduated in law at Universidade de São Paulo and in public administration at 
Fundação Getulio Vargas. He also earned an MBA degree in Business Administration from the 
University of Michigan, USA. He worked for 16 years in different segments of the Unilever Group. He 
has also held the position of Finance and Control Director for Nokia of Brazil, before he joined Natura 
in November 2008. Since 2010, he has been a member of the International Integrated Reporting 
Council (IIRC), and in 2013 he was appointed member of the Advisory Board for BM&FBOVESPA 
,ÉÓÔÉÎÇȢ 2ÏÂÅÒÔÏ 0ÅÄÏÔÅ ÉÓ .ÁÔÕÒÁȭÓ &ÉÎÁÎÃÅ ÁÎÄ )ÎÓtitutional Relations Senior Vice-President. He is 
ÒÅÓÐÏÎÓÉÂÌÅ ÆÏÒ ÔÈÅ #ÏÍÐÁÎÙȭÓ &ÉÎÁÎÃÉÁÌ ÁÎÄ ,ÅÇÁÌ ÍÁÔÔÅÒÓȟ ÁÓ ×ÅÌÌ ÁÓ )ÎÖÅÓÔÏÒÓȭ 2ÅÌÁÔÉÏÎÓ ÁÎÄ 
Corporate Affairs. 

José Vicente Marino 

Vice 
President of 
Brands and 
Business 

 

José Marino graduated and has a ÍÁÓÔÅÒȭÓ ÄÅÇÒÅÅ ÉÎ ÂÕÓÉÎÅÓÓ ÁÄÍÉÎÉÓÔÒÁÔÉÏÎ ÁÔ &ÕÎÄÁëÞÏ 'ÅÔĭÌÉÏ 
Vargas. He also holds an MBA in Retail at Universidade de São Paulo. He was on the staff of different 
multinational companies in the field of consumption goods, such as Best Foods and Johnson & 
Johnson, where he held the positions of Director, Vice-President and President (2001-2008). He is 
vice-ÐÒÅÓÉÄÅÎÔ ÏÆ ÔÈÅ .ÁÔÉÏÎÁÌ "ÏÁÒÄ ÏÆ !"! ɉ"ÒÁÚÉÌÉÁÎ !ÄÖÅÒÔÉÓÅÒÓȭ !ÓÓÏÃÉÁÔÉÏÎɊ ÁÎÄ ÉÓ ÁÌÓÏ ÍÅÍÂÅÒ 
of the Board of Conar (National Publicity Self-Regulation Council), and a member of the Advisory 
"ÏÁÒÄ ÏÆ )ÎÓÔÉÔÕÔÏ !ËÁÔÕȢ *ÏÓï 6ÉÃÅÎÔÅ -ÁÒÉÎÏ ÊÏÉÎÅÄ ÉÎ ÔÈÅ #ÏÍÐÁÎÙ ÉÎ ςππψ ÁÎÄ ÉÓ .ÁÔÕÒÁȭÓ "ÒÁÎÄ 
and Business Senior Vice-President and member of the Executive Committee. 

João Paulo Ferreira 

Vice 
President of 
Networks 

 

João Ferreira graduated in electronic engineering at University of São Paulo, and has a MBA from the 
University of Michigan, USA. Previously, he served as Supply Chain Vice-president at Unilever, where 
he worked for 20 years. In 2009, he joined Natura as Operations and Logistics Vice-president. He 
ÃÕÒÒÅÎÔÌÙ ÉÓ .ÁÔÕÒÁȭÓ 3ÁÌÅÓ 6ÉÃÅ-president, responsible for the areas of business, sustainability, 
customer relationship and management & innovation of the commercial model. 

Source: Company data  
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Appendix 5: Economic slowdown  

Brazilian economy has not suffered as much as developed economies during the 2008 international crisis. High consumption growth rates was the 

main driver behind Brazilian economic growth during the past few years and the low impact of international crisis in the local economy. As consumption 

and investments growth rates are consistently decreasing, Brazilian economy faces a difficult time.  

 
Source: Euromonitor 

 

Economic slowdown is happening because of three main factors: 

1. ,Ï× ÃÏÎÓÕÍÐÔÉÏÎ ÇÒÏ×ÔÈ ÒÁÔÅÓ ÃÁÕÓÅÄ ÂÙ ɉρɊ ÅØÈÁÕÓÔÉÏÎ ÉÎ ÔÈÅ ÇÏÖÅÒÎÍÅÎÔȭÓ ÇÒÏ×ÔÈ ÍÏÄÅÌ ÂÁÓÅÄ ÉÎ ÃÏÎÓÕÍÐÔÉÏÎ ÉÎÃÅÎÔÉÖÅÓȟ ÓÕÃÈ as the globally 

known program Bolsa Família, Minha Casa Minha Vida and others, (2) high inflation rates, (3) low ÃÏÎÓÕÍÅÒÓȭ confidence; 

2. ,Ï× ÉÎÖÅÓÔÍÅÎÔ ÒÁÔÅÓ ÃÁÕÓÅÄ ÂÙ ÅØÅÃÕÔÉÖÅÓȭ ÌÏ× ÃÏÎÆÉÄÅÎÃÅ ÉÎ ÔÈÅ ÃÕÒÒÅÎÔ ÇÏÖÅÒÎÍÅÎÔȟ ÈÉÇÈ ÉÎÆÌÁÔÉÏÎ ÒÁÔÅÓ ÁÎÄ ÈÉÇÈ ÉÎÔÅÒÅÓÔ Òates; 

3. Poor management of public resources, limiting possibility of further incentives or public investment. 

Additional factors such as unfavorable climate for agricultural business, international trade partners economic slowdown, world cup and social unrest 

collaborated to the current economic scenario. 
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Appendix 6 ȡ 4ÏÐ ςπ ÃÏÕÎÔÒÉÅÓ ÉÎ ÔÅÒÍÓ ÏÆ ÃÏÎÔÒÉÂÕÔÉÏÎ ÔÏ ×ÏÒÌÄȭÓ "0# ÉÎÄÕÓÔÒÙ ÁÂÓÏÌÕÔÅ ÇÒÏ×ÔÈ ÂÅÔ×ÅÅÎ ςππψ 

and 2013 (USD mn) 

"ÅÔ×ÅÅÎ ςππψ ÁÎÄ ςπρσ "ÒÁÚÉÌȭÓ "0# ÍÁÒËÅÔ ×ÁÓ ÔÈÅ ÏÎÅ ÔÈÁÔ ÇÒÅ× ÔÈÅ ÍÏÓÔ ÉÎ ÁÂÓÏÌÕÔÅ ÔÅÒÍÓ ɉÒÅÐÒÅÓÅÎÔÉÎÇ ςπȢυϷ ÏÆ ×ÏÒÌÄȭÓ ÔÏÔal growth), 

overcoming China and USA, countries that have a much larger population. Argentina, Mexico, Chile and Colombia are also ranked among the 20 markets 

that grew the most in absolute value.  

Countries  Absolute market growth   Contribution to world's absolute growth  

World  99,126 100.0% 

Brazil 20,405 20.6% 

China 17,273 17.4% 

USA 6,808 6.9% 

India 5,220 5.3% 

Argentina 3,928 4.0% 

Russia 3,344 3.4% 

Venezuela 3,276 3.3% 

Mexico 2,999 3.0% 

South Korea 2,986 3.0% 

Iran 2,612 2.6% 

United Kingdom 2,385 2.4% 

Germany 1,890 1.9% 

Indonesia 1,787 1.8% 

Turkey 1,769 1.8% 

Saudi Arabia 1,717 1.7% 

South Africa 1,568 1.6% 

Thailand 1,461 1.5% 

Canada 1,289 1.3% 

Colombia 1,087 1.1% 

Chile 1,046 1.1% 
 

Source: Euromonitor  
 

Appendix 7: LatAm BPC industry  evolution (USD mn,  2013 current prices)  

The Latin American BPC market has been growing at impressive rates, being the fastest growing region in the world. Brazilian BPC market accounts 

ÆÏÒ ÍÏÒÅ ÔÈÁÎ ÈÁÌÆ ÏÆ ,ÁÔÉÎ !ÍÅÒÉÃÁȭÓ ÔÏÔÁÌ ÍÁÒËÅÔ ÓÉÚÅ (nominal terms): 

 
Source: Euromonitor 
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Appendix 8: Five forces analysis  

Beauty and personal care industry  

 

Threat of new entrants | SIGNIFICANT 

International players in the industry are highly sophisticated and globalized, constantly threatening to enter Brazilian market. Brazil operates as an 

open market to international trade, meaning that there are no significant barriers to international entrants. Regarding local competitors, barriers to 

entry are not sufficient to suppress new entrants; the industry holds many small regional players, mainly in the hygiene category and specific lines of 

cosmetics. As the marker grows at high rates, a price war is unlikely to happen, creating a suitable scenario to new entrants.  On the other hand, in order 

to achieve significant market share, high investments in marketing e publicity, R&D and manufacturing facilities are necessary, limiting new local 

ÅÎÔÒÁÎÔÓȭ Ðower.  

Threat of substitute products | INSIGNIFICANT  

There are no perfect substitute products. "ÅÁÕÔÙ ÁÎÄ ÐÅÒÓÏÎÁÌ ÃÁÒÅ ÐÒÏÄÕÃÔÓ ÈÁÖÅ ÈÉÓÔÏÒÉÃÁÌÌÙ ÂÅÅÎ ÐÒÅÓÅÎÔ ÉÎ ÐÅÏÐÌÅÓȭ ÌÉÖÅÓ  ÁÎÄ ×ÉÌÌ ÃÏÎÔÉÎÕÅ ÔÏ ÂÅ ÓÏȢ  

Bargaining power of customers |  MODERATE 

Customers have many buying options in the market. Internet retail and duty free shops increase possibilities and access to international brands. In 

addition, consumers are becoming less loyal to a specific brand, experimenting new brands and products and becoming more sensible to prices and 

ÑÕÁÌÉÔÙȢ )Î ÔÈÅ ÄÉÒÅÃÔ ÓÅÌÌÉÎÇ ÃÈÁÎÎÅÌȟ ÃÏÎÓÕÌÔÁÎÔÓ ÈÁÖÅ ÌÏ× ÂÁÒÇÁÉÎÉÎÇ ÐÏ×ÅÒ ÁÎÄ ÆÉÎÁÌ ÃÏÎÓÕÍÅÒÓȭ ÂÁÒÇÁÉÎÉÎÇ ÐÏ×ÅÒ ÓÔÁÎÄÓ ÏÖer the consultant, not the 

company. Social networks and social inclusion makes customers more connected and increase their power. Additionally, retailers have high bargaining 

power over companies, but this case does not apply to NATU operations.  

Bargaining power of suppliers | LOW 

There is a low concentration of suppliers in the industry and high gross margins. 

Some suppliers that are responsible for large amount of raw materials supply, 

but companies are becoming less dependent on them and adding additional 

suppliers to the chain. In addition, there is low differentiation between supplier 

products. 

  

Competitive rivalry within industry | SIGNIFICANT  

As showed in the competitive positioning section, competitive rivalry within 

industry is very high and increasing. Abihpec estimates that there are 2,470 

active companies in the Brazilian BPC industry, from which 20 have gross 

revenue of over BRL100mn, representing 73% of total market revenue. Pricing 

is one of the determinant factors in product positioning, meaning that price 

wars may compromise the companies positioning. 

        Source: Company data 
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Appendix 9: BPC premium vs mass retail market (BRL bn)  

BPC Premium market has been showing greater growth rates than Mass market, as shown below. However, this difference is expected to decrease and 

both markets will have a similar CAGR 13-18, with premium market still growing above mass. NATU needs to be well positioned in order to benefit 

from this growth trend. 

 
Market Sales1 (BRL 

2013)   
CAGR 08-13 

CAGR  
13-18E 

Premium 2,980 18.8% 6.4% 

Mass 74,291 13.2% 6.2% 

 
Source: Euromonitor 

Appendix 10 : Comparable prices evolution analysis  

Companies in the BPC industry are unable to fully transfer inflation prices to its customers, as indicated in the graph belÏ×Ȣ #ÏÎÓÕÍÅÒÓȭ ÉÎÆÌÁÔÉÏÎȟ 

measured by IPCA, an inflation index that measures price rise in the domiciles, is a relatively stable and represented 31.9% rise in the accumulated 6 

years period, while IGP, a general prices index composed by wholesale prices, consumer prices and construction prices, is more volatile and presented 

31.2% rise in the same period. The industry specific prices index presented lower rise, of 20.9% for hygiene and 19.3% for beauty, meaning that the 

industry must constantly renegotiate with suppliers and cut costs and expenses in order to keep margin levels.  

 

Source: Ipeadata, Abihpec 
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Appendix 11: Forecast sales of Brazilian B eauty and Personal Care market  by category  

&ÏÒÅÃÁÓÔÅÄ ÇÒÏ×ÔÈ ÆÏÒ "ÒÁÚÉÌÉÁÎ "0# ÍÁÒËÅÔ ÓÈÏ×Ó $ÅÐÉÌÁÔÏÒÉÅÓ ÁÎÄ -ÅÎȭÓ 'ÒÏÏÍÉÎÇ as the categories that will grow the most. Latin America men are 

more concerned about their own beauty and personal care. NATU is not well positioned to enjoy these opportunities, and has small share in MeÎȭÓ 

Grooming products (7.1 % in 2013), where Procter and Gamble is the leader.  

  
2013 -2018 CAGR (%)  2013 - 18 total growth (%)  

Depilatories  11.6 73.0 

Men's Grooming  10.0 61.3 

Sun Care 9.2 55.4 

Sets/Kits 8.6 51.2 

Baby and Child-specific Products 7.5 43.8 

Oral Care 7.5 43.4 

Skin Care 7.3 42.3 

Colour Cosmetics 7.0 40.1 

Beauty and Personal Care 6.6 37.4 

Premium Beauty and Personal 6.4 36.3 

Deodorants 6.3 35.5 

Hair Care 6.2 34.9 

Mass Beauty and Personal Care 6.2 35.2 

Fragrances 5.3 29.3 

Bath and Shower 2.9 15.3 

Source: Euromonitor 

 

 

Appendix 12: Per capita disposable Income (USD'000)  

Developed Markets will observe a lower growth in disposable income for the next years than Latin America countries, as we can see below. It is also 

important to highlight that LatAm men and women will enjoy a similar growth in disposable income (CAGR 08-18 of 9.7%). NATU will benefit from this 

growth, as population will have more capacity to buy its products. 

 
Source: Euromonitor 

 

 

 

 

 

 

 

 2008  2013  2018  CAGR 08-18E (%)  

Developed Markets    

Men 32.6 34.9 41.0 2.3 

Women 22.0 24.3 28.8 2.7 

Latin America    

Men 5.66 8.67 14.3 9.7 

Women 3.29 5.02 8.4 9.7 
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Appendix 13: Composition of BPC and Direct Selling Indexes  

)Î ÏÒÄÅÒ ÔÏ ÃÏÍÐÁÒÅ .!45ȭÓ ÐÅÒÆÏÒÍÁÎÃÅ ×ÉÔÈ ÉÔÓ ÐÅÅÒÓȟ ×Å ÄÅÖÅÌÏÐÅÄ Ô×Ï ÄÉÆÆÅÒÅÎÔ ÐÒÉÃÅ ÉÎÄÅØÅÓȡ ɉρɊ "0# )ÎÄÅØ ÁÎÄ ɉςɊ $ÉÒÅÃÔ Selling Index. When 

ÃÒÅÁÔÉÎÇ ÔÈÅ ÉÎÄÅØÅÓȟ ×Å ×ÅÉÇÈÔÅÄ ÒÅÔÕÒÎÓ ÂÙ ÅÁÃÈ ÃÏÍÐÁÎÙȭÓ ÍÁÒËÅÔ ÃÁÐÉÔÁÌÉÚÁÔÉÏÎȟ ÁÎÄ ÔÈÅ ÒÅÐÒÅÓÅÎÔÁÔÉÖÅÎÅÓÓ of each component is the following:  

1. BPC Index: 

 

 

 

 

 

 

 

 

 

2. Direct Selling Index:  

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Team analysis    
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Appendix 14: Key costs 

Marketing and Sales costs will be a critical factor for the next years. Historically, they have remained at similar levels, increasing only 2.3 percentage 

points from 2010 to 2013. Although NATU will increase its marketing investments, we expect these level to remain the same for the next years due to 

a decrease in Sales expending. The same trend is observed for other administrative expenses. 

 
Source: Company Data 

 

 

  

1,269 

1,458 

1,684 

1,926 

2,153 
2,294 

301 
436 482 543 

679 728 

29.9%
28.4%

30.1% 30.4% 30.7% 31.4%

7.1% 8.5% 8.6% 8.6%
9.7% 10.0%

2009 2010 2011 2012 2013 LTM2Q14

Marketing & Sales (BRLmn) Other administrative expenses (BRLmn)

Marketing & Sales (% of net revenue) Other administrative expenses (% of net revenue)



  

24 

 

Appendix 15 : Indebtedness  (2Q14)  

As of July 30, 2014, .!45ȭÓ ÇÒÏÓÓ ÄÅÂÔ ÁÍÏÕÎÔÅÄ "2,σȟ574mn with a cash position of BRL1,463 resulting in a net debt of BRL2,075 and a Net 
ÄÅÂÔȾ%")4$! ÒÁÔÉÏ ÏÆ ρȢρØȢ &ÕÒÔÈÅÒÍÏÒÅȟ ςσϷ ÏÆ .!45ȭÓ ÇÒÏÓÓ ÄÅÂÔ ÉÓ ÃÏÎÓÉÄÅÒÅÄ ÓÈÏÒÔ-term while the remainder will mature after 2014. It is also 
worth mentioning that the company contracts swap transactions to mitigate risks on borrowing and financing transactions subject to an index other 
than CDI (Brazilian interbank daily rate), TJLP (long-ÔÅÒÍ ÉÎÔÅÒÅÓÔ ÒÁÔÅɊ ÏÒ ÆÉØÅÄ ÒÁÔÅÓȢ "ÅÌÏ× ÉÓ ÐÒÅÓÅÎÔÅÄ ÍÏÒÅ ÄÅÔÁÉÌÓ ÁÂÏÕÔ .!45ȭÓ Éndebtedness: 

Net debt breakdown  (BRL mn)  Debt breakdown by index  

 

 

Source: Company data Source:Company data 

 

Debt amortization schedule (BRLmn)  Net debt evolution and interest coverage ratio  

  
Source: Company data Source: Company data 

 

Forecasted Indebtedness Ratios  

 
Source: Company data 
*BV Shareholders Equity  
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Appendix 1 6: Main demonstratives  

1. Balance Sheet 

 
 

2. Income Statement  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(BRL mn) 2010A 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 2019E 2020E

Total Assets 3,222             3,793             5,357             6,248             6,247             6,699             7,218             7,591             7,946             8,262             8,590            

Current Assets 1,870             2,203             3,378             3,513             3,215             3,442             3,796             4,015             4,213             4,406             4,648            

Cash and cash equivalents 560                  516                  1,144               1,016               663                  664                  724                  712                  684                  650                  652                  

Short-term investments -                       -                       499                  293                  293                  293                  293                  293                  293                  293                  293                  

Trade Receivables 570                  642                  651                  807                  829                  919                  1,081               1,172               1,265               1,358               1,455              

Inventories 572                  689                  701                  800                  853                  944                  1,033               1,130               1,219               1,308               1,405              

Recoverable taxes 102                  202                  145                  181                  185                  205                  224                  243                  262                  282                  302                  

Derivatives -                       29                     81                     154                  154                  154                  154                  154                  154                  154                  154                  

Other receivables 66                     127                  158                  262                  237                  263                  287                  312                  336                  361                  387                  

Non-Current Assets 1,352             1,590             1,978             2,735             3,032             3,257             3,422             3,576             3,733             3,856             3,942            

Recoverable assets 109                  111                  151                  175                  175                  175                  175                  175                  175                  175                  175                  

Deferred income tax and social contribution 180                  190                  196                  194                  194                  194                  194                  194                  194                  194                  194                  

Escrow deposits 337                  296                  350                  412                  412                  412                  412                  412                  412                  412                  412                  

Other noncurrent assets 45                     30                     41                     37                     37                     37                     37                     37                     37                     37                     37                    

Property, plant and equipment 561                  800                  1,012               1,440               1,737               1,961               2,126               2,280               2,437               2,560               2,646              

Intangible assets 120                  163                  229                  477                  477                  477                  477                  477                  477                  477                  477                  

Total Liabilities 3,222             3,793             5,357             6,248             6,247             6,699             7,218             7,591             7,946             8,262             8,590            

Current Liabilities 1,178             1,275             2,415             2,327             2,879             2,545             2,576             2,671             2,772             2,967             3,021            

Borrowings and financing 227                  169                  1,000               693                  1,201               709                  567                  482                  410                  431                  300                  

Payables 367                  489                  650                  707                  747                  806                  881                  964                  1,041               1,116               1,199              

Payroll, profit sharing and related taxes 163                  132                  212                  178                  191                  212                  232                  254                  274                  293                  315                  

Taxes payable 366                  447                  502                  659                  659                  730                  799                  866                  935                  1,004               1,075              

Other payables 56                     38                     52                     90                     80                     89                     97                     105                  114                  122                  131                  

Non-Current Liabilities 786                 1,268             1,655             2,753             2,156             2,896             3,337             3,563             3,762             3,822             4,030            

Borrowings and financing 465                  1,018               1,309               2,201               1,599               2,331               2,764               2,982               3,172               3,224               3,424              

Taxes payable 215                  141                  177                  216                  216                  216                  216                  216                  216                  216                  216                  

Provision for tax, civil and labor risks 74                     65                     63                     74                     78                     86                     95                     103                  111                  119                  127                  

Other provisions 32                     45                     105                  263                  263                  263                  263                  263                  263                  263                  263                  

Shareholder's Equity 1,258             1,250             1,287             1,168             1,212             1,258             1,305             1,356             1,412             1,473             1,540            

(BRL mn) 2010A 2011A 2012A 2013A 2014E 2015E 2016E 2017E 2018E 2019E 2020E

Net Revenues 5,137             5,591             6,346             7,010             7,617             8,436             9,228             10,007          10,800          11,596          12,428         

(-) COGS (1,557)           (1,666)           (1,868)           (2,090)           (2,252)           (2,493)           (2,726)           (2,983)           (3,219)           (3,453)           (3,709)          

Gross Profit 3,580             3,925             4,478             4,921             5,365             5,943             6,501             7,024             7,581             8,144             8,719            

(-) SG&A (2,310)           (2,633)           (2,984)           (3,433)           (3,807)           (4,320)           (4,786)           (5,194)           (5,581)           (5,969)           (6,373)          

(+/-) Other operating Income / Expenses (102)              23                     (123)              (72)                 (76)                 (81)                 (85)                 (90)                 (95)                 (95)                 (95)                

EBIT 1,168             1,315             1,371             1,416             1,481             1,542             1,629             1,739             1,905             2,081             2,251            

(+) Depreciation & Amortization 89                     110                  141                  193                  221                  265                  305                  347                  394                  468                  548                  

EBITDA 1,257             1,425             1,512             1,609             1,702             1,807             1,935             2,086             2,299             2,549             2,799            

(+/-) Net Financial Result (50)                 (77)                 (72)                 (158)              (148)              (168)              (183)              (199)              (212)              (228)              (236)              

Financial Revenues 54                     123                  162                  364                  92                     77                     84                     86                     84                     80                     78                    

Financial Expenses (103)              (200)              (234)              (522)              (239)              (245)              (268)              (285)              (296)              (308)              (314)              

EBT 1,118             1,238             1,298             1,258             1,334             1,374             1,446             1,540             1,693             1,853             2,016            

(-) Income Taxes and Social Contribution (374)              (407)              (424)              (410)              (453)              (467)              (492)              (524)              (576)              (630)              (685)              

Net Income 744                 831                 874                 848                 880                 907                 954                 1,016             1,117             1,223             1,330            
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3. Cash Flow Statement 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(BRL mn) 2014E 2015E 2016E 2017E 2018E 2019E 2020E

EBITDA 1,702.1         1,806.6         1,934.8         2,086.2         2,298.9         2,548.5         2,798.7         

Net Financial Expenses (147.6)           (168.3)           (183.2)           (199.2)           (212.2)           (227.7)           (235.5)           

FX Variation -                       -                       -                       -                       -                       -                       -                       

Income Taxes (453.4)           (467.0)           (491.7)           (523.6)           (575.6)           (630.0)           (685.3)           

Changes in Working Capital (6.9)               (58.1)            (114.1)         (43.3)            (44.8)            (45.1)            (46.7)            

Change in Trade Receivables (22.3)             (89.2)             (162.1)           (91.3)             (92.8)             (93.3)             (97.3)             

Change in Inventories (53.6)             (91.2)             (88.5)             (97.3)             (89.1)             (88.6)             (97.0)             

Change in Recoverable Taxes (4.0)                (19.9)             (19.2)             (18.9)             (19.3)             (19.4)             (20.2)             

Change in Other Receivables 25.2                 (25.5)             (24.7)             (24.3)             (24.7)             (24.8)             (25.9)             

Change in Paybles 39.9                 59.4                 75.5                 83.1                 76.1                 75.6                 82.8                 

Change in Payroll and Profit Sharing 13.8                 20.5                 19.8                 21.8                 20.0                 19.9                 21.8                 

Change in Taxes Payable (0.2)                70.9                 68.5                 67.5                 68.6                 69.0                 71.9                 

Change in Other Payables (10.0)             8.6                    8.3                    8.2                    8.3                    8.4                    8.8                    

Change in Provisions 4.3                    8.4                    8.1                    8.0                    8.1                    8.2                    8.5                    

Round Adjustment -                       -                       -                       -                       -                       -                       -                       

Net Cash Generated by Operating Activities 1,094.1         1,113.2         1,145.8         1,320.1         1,466.3         1,645.8         1,831.2         

(-) Capex (517.9)           (489.3)           (470.6)           (500.3)           (550.8)           (591.4)           (633.8)           

Net Cash Used in Investing Activities (517.9)         (489.3)         (470.6)         (500.3)         (550.8)         (591.4)         (633.8)         

Change in Loans and Borrowings (ex. Revolver) (93.1)             238.7               291.3               133.1               118.1               (9.6)                151.8               

Borrowing 600.0               1,440.0           1,000.0           700.0               600.0               400.0               500.0               

Amortization (693.1)           (1,201.3)       (708.7)           (566.9)           (481.9)           (409.6)           (348.2)           

Change in Revolver Debt -                       -                       -                       -                       -                       83.3                 (83.3)             

Borrowing -                       -                       -                       -                       -                       83.3                 -                       

Amortization -                       -                       -                       -                       -                       -                       (83.3)             

Net Cash Used in Financing Activities (93.1)            238.7             291.3             133.1             118.1             73.7                68.6                

Dividends Paid (836.2)           (861.3)           (906.7)           (965.6)           (1,061.5)       (1,161.8)       (1,263.7)       

Capital Increase -                       -                       -                       -                       -                       -                       -                       

Net Change in Cash (353.1)         1.3                   59.8                (12.7)            (27.8)            (33.7)            2.2                   

Cash BoP 1,016.3           663.2               664.5               724.3               711.6               683.7               650.0               

Cash EoP 663.2               664.5               724.3               711.6               683.7               650.0               652.2               
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Appendix 17: Key financial ratios  

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E 2019E 2020E

Operational efficiency ratios

Days in accounts receivables 35.9             39.0             36.7             37.4             38.7             37.3             39.0             40.5             40.6             40.7             40.7             

Days in inventory 125.0          136.1          133.9          129.2          132.1          129.8          130.5          130.5          131.4          131.8          131.7          

Net purchases 1,618.7      1,783.5      1,880.0      2,188.6      2,305.6      2,584.1      2,814.9      3,080.7      3,307.8      3,541.3      3,805.8      

Days in acounts payable 69.1             86.3             109.0          111.6          113.4          108.1          107.9          107.9          109.1          109.6          109.5          

Operating cycle 160.9          175.2          170.6          166.7          170.8          167.1          169.5          171.0          172.0          172.5          172.4          

Cash conversion cycle 91.7             88.8             61.5             55.1             57.3             58.9             61.6             63.2             62.9             62.8             62.9             

Accounts Receivable Turnover 10.0             9.2               9.8               9.6               9.3               9.7               9.2               8.9               8.9               8.8               8.8               

Inventory Turnover 2.9               2.6               2.7               2.8               2.7               2.8               2.8               2.8               2.7               2.7               2.7               

Fixed Asset Turnover 9.8               8.2               7.0               5.7               4.8               4.6               4.5               4.5               4.6               4.6               4.8               

Total assets turnover 1.7               1.6               1.4               1.2               1.2               1.3               1.3               1.4               1.4               1.4               1.5               

Liquidity ratios

Current ratio 1.5               1.7               1.5               1.5               1.3               1.2               1.4               1.5               1.5               1.5               1.5               

Quick ratio 1.0               1.1               1.1               1.1               1.0               0.9               1.0               1.1               1.1               1.1               1.1               

Cash ratio 0.4               0.4               0.6               0.6               0.4               0.4               0.4               0.4               0.4               0.3               0.3               

Interest coverage ratio 11.8 7.2 6.5 3.4 2.2 6.6 6.6 6.4 6.4 6.7 7.0

Capital structure and indebtedness

Leverage - Assets/Equity 2.5               2.8               3.6               4.7               5.2               5.2               5.4               5.6               5.6               5.6               5.6               

Liabilities to total assets 0.6           0.6           0.7           0.8           0.8           0.8           0.8           0.8           0.8           0.8           0.8           

Long-term debt to assets 0.2           0.3           0.3           0.4           0.4           0.4           0.4           0.5           0.5           0.5           0.5           

Long-term debt to equity 0.5           0.8           1.2           1.8           2.1           2.0           2.4           2.6           2.6           2.6           2.6           

Debt to equity 1.5           1.8           2.6           3.7           4.2           4.2           4.4           4.6           4.6           4.6           4.6           

Profitability ratios

Gross margin 69.7% 70.2% 70.6% 70.2% 70.4% 70.4% 70.5% 70.2% 70.2% 70.2% 70.2%

Operating margin 22.7% 23.5% 21.6% 20.2% 19.4% 18.3% 17.7% 17.4% 17.6% 17.9% 18.1%

EBITDA Margin 24.5% 25.5% 23.8% 23.0% 22.3% 21.4% 21.0% 20.8% 21.3% 22.0% 22.5%

Net Margin 14.5% 14.9% 13.8% 12.0% 11.6% 10.7% 10.3% 10.2% 10.3% 10.5% 10.7%

ROA 25.0% 23.7% 19.1% 14.5% 14.1% 14.0% 13.7% 13.7% 14.4% 15.1% 15.8%

ROE 62.1% 66.3% 68.9% 68.6% 74.0% 73.4% 74.5% 76.4% 80.7% 84.8% 88.3%

ROIC 55.5% 45.2% 36.9% 30.7% 29.2% 28.0% 27.5% 27.9% 29.2% 30.7% 32.2%

Shareholder ratios

Earnings per share (BRL) 1.6               1.9               2.0               2.0               2.1               2.1               2.2               2.4               2.6               2.9               3.1               

Dividend payout ratio 88.4% 91.7% 93.0% 96.4% 95.0% 95.0% 95.0% 95.0% 95.0% 95.0% 95.0%


