[image: image1.png]


 Conference Call Transcript
2Q10 Results 

DASA (DASA3 BZ)

August 13th, 2010


Operator:

Good morning, ladies and gentlemen, and thank you for waiting. At this time, we would like to welcome everyone to DASA’s 2Q10 earnings results conference call.

Today we have a simultaneous webcast that may be accessed through the website: www.dasa3.com.br. The slide presentation may be downloaded from that website as well. There will be a replay facility for this call on the website for a week.

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

Today with us we have Mr. Marcelo Barboza, CEO; Mr. Carlos Alberto Moura, CFO; and Mr. Tharso Bossolani, Investor Relations Officer.

Now, I will turn the conference over to Mr. Marcelo Barboza, CEO. Mr. Barboza, you may begin your conference.

Marcelo Barboza:

Good morning, and welcome everyone to our 2Q earnings call. We will start in the highlights slide. Our revenues in the 1Q reached R$411 million, with gross margin reaching 41.5% and EBITDA reaching R$101 million, up 26%. Our return on invested capital reached 17.7% compared to 12.6% in the 2Q09.

Regarding growth, we opened 14 small patient service centers in the State of São Paulo, outside the City of São Paulo. We also gained an important project with the Rio de Janeiro Government, the mobile MRI, and signed contracts with two new hospitals. Two other important milestones were the rollout of the communications campaign of our new Company culture – we will speak about this later in the presentation – and the adoption of international accounting standards. We are reviewing our guidance for 2010, with EBITDA above 26.5% and revenues growing in the range of 9% to 12%.

I will now call Tharso Bossolani, our Investor Relations Officer, to address our financial results.

Tharso Bossolani:

Thank you, Marcelo. Good morning. Moving to slide four, please, we can observe growth in all of our three segments. This quarter we posted revenues of R$410.8 million. The B2B and the B2G once more were the highlights in terms of volume and growth, and compensated for the lower volume observed in the outpatient and inpatient segment. Together, the B2B and the B2G already represent 23% of our total business.

Moving to the next slide, page five, please. Outpatient and inpatient. Here we take a closer look at this segment, and we see growth of 4.9% in revenues year over year. I would like to highlight that we see the volume of this quarter as unusual, due to the effect of the World Cup, heavy rains in the City of Rio de Janeiro, and the optimization of the portfolio of patient service centers.

On the other hand, we made our first step into the countryside of the State of São Paulo, by opening 14 patient service centers. Furthermore, the value per acquisition was up 5.5%, driven by our pricing strategy. So, we are pretty confident that we will see better volume figures ahead.

Moving to the next slide, page six. B2B and B2G, our lab-to-lab business. Once again surprise is possible on the upside with the 28.9% growth year over year. We added more than 80 new clients this quarter only, totaling practically 3,900 active lab services. Once again it is important to highlight that this segment is a very interesting way for us to consolidate in cities which we do not play with our B2C segment, with attractive ROIC, due to low investments. The average revenue per lab increased 12.3% due to pricing and mix.

In the Government sector we are seeing strong demand of the existing contracts and for imaging services. In total we have added 28 new collection points and posted revenue growth of 14%. This year we have already started to service the City of Rio de Janeiro with our mobile MRI, as mentioned by Marcelo in the previous slide. That really differentiates us in servicing the B2G segment in Brazil.

Thank you. And I would like to call in Carlos Alberto.

Carlos Alberto Moura:

Good morning, everyone. Moving to page seven please, cash costs. We are maintaining the trend, reaching 58.7% compared to 62.5% in the same quarter of 2009 and 58.3% in this last quarter. This evolution represents the effects of our efforts related to patient service center benchmarking, reducing our middle office structure, better efficiency in procurement area, and still continuing our improvements in production process. Other actions have been adopted to sustain this new plateau in our margin.

Next, please. Cash expenses. We reached this quarter R$55.1 million, compared to R$56.3 million in the last quarter. We can see at the last box that our personnel expenses, which we call structure, increased 11.6%. If we consider the effects of the collective bargaining agreement, normally we call “dissídio”, the sales and commercial support team growth, the consolidation of our logistics team, net of the layoffs that we have made in 2009 until now, we present a very good evolution in this slide. Our Company has around 11,900 employees compared to 12,300 in the 2Q09 and 11,700 in the last quarter.

The non-structural expenses reflect the employees’ profit sharing program, in accordance with local unions, allowances for dismissals lawsuits, training and layoff costs. In this quarter we had a provision regarding the 2010 bonus program, involving around 300 managers and leaders of the Organization, based on the target indicators for the year. We believe that the level of provisions in the next quarters, including regulatory program plus the bonus program, will be around R$5 million and R$6 million per quarter.

Administrative expenses decreased 9.2%, even with the increase in IT consulting, legal expenses, and maintenance patient service centers. Our bad debt provision had a positive effect as a result of our force to improve deductions, liquidations, and renegotiations of past-due credits.

Next slide, please. As we have mentioned in the last quarter presentation, we are reporting the matrix expenses control that we have a global target divided into ten account groups. There are 167 actions related and the chart shows our goals in each period. In this quarter we reached 26.1% of our targets, slightly better than projected.

Next, receivables. Presenting our past-due balance over 120 days, with the bad debt provision. Actually, we have a coverage ratio of 73.6% that we consider adequate to face our credit risks. The reduction of coverage ratio is related to our efforts to resubmit and eventually recognize the deductions that we have been provisioning in the past.

If we do not consider the portfolio adjustments for some clients, this red line, our coverage ratio would be 76.9%. The receivables balance, which reached R$331 million, increased 21.6% compared to 2009. This effect comes from the B2G segment essentially for the process of billing and payment in the Government is longer than the private. We continue implementing our improvement program to receive those departments with all the projects on track.

Next slide, please. Page 11, EBITDA. We grew 25.8% compared to 2009, with EBITDA margin of 46.7% that represents our best indicator in our recent track records.

Next slide, please; 12. Comparing our net profit from the EBITDA, the depreciation and amortization had the effect of IFRS adoption, as Marcelo mentioned before. In the financial result, the 2Q09 had an impact of the net FX result came from a R$40.7 million gain to a R$6.1 million in losses. Remember that we closed our USD exposure since the end of April. The interest net expenses decreased 55.2%, as a part of benefits from the financial optimization. 
So, we can see a 36.2% growth in our profit before taxes and if we discount the cash effect over the tax profit we reach R$54.5 million compared to R$31.7 million in 2009. At last, after the effects of tax compensation we have R$39.6 million of net income. 

Next, please, return over invested capital, our comparison considers the standard tax rate over the profit and we reached 17.7% that represents an important change in our return level.

Next one, please, slide 14, about balance sheet management, we have seen a good cash generation and the free cash flow was in this quarter almost the total 2009 free cash flow.

Our CAPEX was R$30.5 million related to patient service center infrastructure, the expansion in the countryside of Sao Paulo, IT projects and image equipment. We are still reducing our more expenses debts and we paid R$21 million in interests on equity, including taxes, and we spend around R$7 million in the stock repurchasing programs.

In this quarter we present our financial reports in the full IFRS with a net effect of R$7.4 million, specially related to adjustments in fixed assets as we are detailing in the press release.

Now I would like to thank and call in Marcelo Barboza to continue the presentation.

Marcelo Barboza:

In the next slide, we address a transformation of our Company’s culture. This was a very important project as was initiated at the beginning of the year where we worked to identify the values that were already important for the Company and the ones leadership believes needs to be emphasized.

In the following slide we show some items of our communication campaign and indicate that we have been conducting interactive sessions with a larger number of employees. We have very aggressive targets and we want to be very strong on communicating this to the whole organization.

The next slide we provide an update on our priorities and the next steps in the transformation process of DASA. Phase one happened in the last 12M where we focused on being a more efficient Company through initiatives such as new Company’ structure and culture, new team, billing, supply renegotiations and fixed cost dilution.

We have recently moved to phase two where we are consolidating these efficiency initiatives in the day-to-day management of the Company and also are using zero based budget methodology for the 2011 budgets process.

We are also ready to move to phase three where we will be prioritizing growth. We feel strongly that we are much better equipped now to initiate a new growth cycle for the Company through initiatives such as more M&A, greenfields and more aggressive commercial efforts in the area such as hospitals.

At this time I would like to register the contribution of Felipe Rodrigues who is stepping down as the IR Officer to move back to banking. Felipe did an outstanding job in these 16 months at DASA and we are wishing luck in his next career step. I would also like to welcome Tharso Bossolani who had been our IR Manager in the past and will now become our Controller and IR Officer.

Now I would like to move on to the Q&A session.

JC Santos, BTG Pactual:

Good morning everyone. Just following up from the Portuguese conference call where we have discussed a little bit on the organic growth in outpatient business, you have opened new 14 units in the countryside of the State of São Paulo, you said that this process kind of touching base here on a potential organic growth in regions with new payers and developing organic growth in other geographic expansions.

In the Portuguese call you also mentioned you would be moving to other regions mostly with an M&A approach. Do you see any other opportunities in other places where you could go by tapping the market like you are doing on the countryside of São Paulo? Is there any specific plan that you have ahead of you now in terms of new regions that you could eventually test organic growth as well opening new patient service centers? Thank you.

Marcelo Barboza:

JC, good question. We have been saying that, I mean, the beauty of our business is that we have a portfolio of businesses, one of them, the most important own is where we run our own patient service centers, this is a capital intensive business and we decided to stay only in the major metropolitan areas, so we are going to approach the major metropolitan areas with our patient service centers. 

But we have been seeing that around major metropolitan areas, you have areas and I am not going to be specific about cities but major cities in Brazil have regions of influence, smaller cities there are 100 km or 150 km from this major metropolitan area that we could grow to either small patient service centers or franchise operations.

So we have been looking at this opportunity, those are regions that we already have central labs, logistics is OK, we have studied that, so if we stay in a range of distance around our central labs, we have here and we have all the fixed cost already associated regarding those central labs, so contribution margin from additional revenues will be good.

So, yes, we are doing that, we see several opportunities around major metropolitan areas. I am not going to be specific about each ones but we are very aggressive looking into that.

JC Santos, BTG Pactual:

That is excellent, Marcelo. Thank you very much.

Esteban Schreck, Morgan Stanley:

Gentlemen, good morning. Thank you for taking the question. So, thinking about the rest of the year and the guidance that you have provided. If I am not wrong top line revenue guidance is 10% to 12% for the year and you are running a little bit behind that, how confident you are that you are going to deliver on guidance for revenue? That is first question.

The second question is, you also guided to 27% EBITDA margin this year and next year, so how much should we expect from margins to improve going forward, are you finding any challenges in improving margins going forward?

And the third question, a little bit of follow-up of the question from the previous analyst, I did not listen to the call in Portuguese, so I would like to get a better sense, you said like you are better capitalized to make more acquisitions, so just to get an idea how you are thinking about that, how you characterize your expansion strategy just talked about the looking at cities within 150 km from major metropolitan areas, but can you be a little bit more specific? How you are thinking about these opportunities and what should we expect for the rest of the year? Thank you. 

Marcelo Barboza:

We provided the guidance back in November last year, we identified how we look at 2010 at that point, in reality what we are seeing is that we are being more effective in executing the efficiencies, so we are adding a bit to our margin guidance, so we are going from 26% to 26.5%, so above 26% and now above 26.5%. 

On the revenues side we underestimated some effects such as more hazards last year, we would have very tough COGS, also several factors such as World Cup and  that is why we  are reviewing from 9% to 12%, it is not 10% to 12%, it is 9% to 12% what we are looking for this year.

For next year we at this point we do not see any reason why we should change, we have discussed this here and management believes that we at this point are keeping with the guidance for next year.

Regarding growth, your third question, we have one slide here in our presentation that indicates how we see this transformation we are doing in the Company. We are starting from phase one, we are focusing on efficiency and then just completed that. We moved to phase two where we are consolidating all the efficiency initiatives and also are doing a zero based budget for next year. 

We are ready to start phase three, phase three is where we feel now that we are strong in terms of processes team and we are much more capable of growing efficiently. And we will grow in the private sector where we run our patient service centers through new PCS in the major metropolitan areas, in smaller metropolitan areas close to the major metropolitan areas may go with small PCS as we are doing in the State of São Paulo, and also we are evaluating possibilities of franchise. 

M&A, we were very strong on M&A, we identified 20 companies that we believe we would be interested in buying them. And also still very confident in the new areas, new businesses, hospitals, public and referent lab, those are areas that we are strong, that we have competitiveness advantage because we have a low cost advantage and those are areas that require little capital or less capital, much less capital then the private sector and have a good ROIC. So, in a few minutes, that is our growth strategy.

Participant from Morgan Stanley:

OK. Thank you.

Alessandro Arlant, Bank of America:

Good afternoon everybody and thanks for the question. Exploring the shift that clearly your management has taken to more M&A and less organic growth given the restructuring that the Company made over the last year, which is clearly reflected in higher operating margins, I just want to explore the M&A for DASA in terms of the possible financing options. Is it going to be cash payment given that the Company has low leverage and very good liquidity or is it going to be debt financed? 

And then, my second question would be in terms of a possible leverage targets for 2010 and 2011, if the Board has approved any maximum leverage target? Thank you very much.

Carlos Alberto Moura:

Hi, Alessandro. About the financial options for M&A, so we have a very strong cash position with over R$220 million in cash, but we have good facilities with some banks in Brazil and abroad. Our credit lines are approved and we have several options to deal with that in case of a huge acquisition.

And in addition we have our stock because our position could be involved in case of a decision of the Board, and recently we had a rating upgrade from the S&P and our outlook was positive from Fitch and we are growing fast to 1.0 EBITDA versus margin and this is a very good position in terms of leverage, but this is a low leverage, I agree with you. 

We have targets and these targets are defined by the Board of the Company and the connection with the Management Committee and we consider a secure point around the 2.0 EBITDA in terms of leverage.

The other question was, sorry?

Alessandro Arlant:

No, it was just that, I mean the financing options for the acquisitions and a possible leverage target approved by the Board. That is it. Thank you very much.

Tyler Brown, Artha Capital:

I just want to understand the evolution of the revenues a little bit, I guess one of the reasons why it is a bit weaker in the 2Q is because of the World Cup, so does that mean that people who had delayed whatever diagnosis they want to get because they are watching games or something will then postpone and will see in the 3Q, I guess, X-rays, will they make everything up in the 2H?

You mentioned that you are keeping your 2011 guidance the same, I did not see that in the presentation and I just wanted to know what exactly the guidance is and what a normalized organic growth annual revenues might be for you guys coming in the future?

Marcelo Barboza:

First, good morning, and it is important to understand that most of our exams are routine exams. Most of them are routine exams so whenever you have weather issue or any kind of holyday, you lose exams and this is not something that relates to Brazil, this is something that you will see in the United States or abroad. If you look at the major diagnostic companies, they talk about this all the time, the winter or the snow. So, this is a factor.

This is not the only factor, there are other things that have to do with this also, first thing is we have very tough costs because of moral hazard last year, it is clear now all the insurance companies indicate that that the usage that we had last year because of either people being laid off or being afraid of lading off was much higher, so this was making a tough call.

We also have in this process of gaining efficiency in the last 12M, not only we prioritize our time on efficiency initiatives but also in discontinuing of some services, shutdown a few patient service centers that I had a negative or very low margin. It is a combination of things, several things. 

So, for next we have indicated that we would have EBITDA margins above 27.5% and growth within the range of 12% to 16% and this, as I mentioned in the previous answer, we do not see any reasons why we should change this, we are going to continue moving forward and then we eventually, if we see that there is a reason for a change, we will revise that.

Participant from Artha Capital:

OK. Thank you.

Ed Kuczma, Fan Eck:

Hi. Thanks for the call. You mentioned that you have a kind of a pipeline of potential acquisitions of about 20 companies, I remember that in the past it is been tougher and tougher to find meaningful sizeable acquisitions, what is the average size of these companies in terms of revenue that you are targeting? And I also remember in the past the valuations have also been kind of some bad ones in terms of valuations, does this mean that valuations for M&A are getting lower?

Marcelo Barboza:

Good morning, Ed. First thing is that we have several criteria. We look at anything from concentration of customers to quality of customers of that individual company, the financial transfer of the customers, concentration of revenues, size of market.

We look at market share opportunity, if you look at growth trends in those markets and we also look at sizes. Size is important because you get some leverage on your time and complexity of acquiring companies does not change a lot if you are buying a R$40 million or a R$100 million company. 

We tend to look at companies that have revenues over R$30 million, R$35 million, R$40 million a year. We may look at smaller operations. If they have a strong evaluation from the factors I mentioned before like if it is a very strong market, it is growing, it does not have good concentration of customers or clients or help care insurance operators. So, it is a combination of things but we will tend to look at companies that have over R$30 million, R$35 million, R$40 million in revenues a year.

In terms of what we pay, we have not indicated into the market as we would pay from 5x to 7x EV to EBITDA. Our last three acquisitions were closer to 5x. These are pretty synergies, trading EBITDA. We have made the three acquisitions in the bottom of the market, kinds of strong at that time, so we may have pay more, companies in the market are doing well and especially the ones we are targeting. 

We are targeting the companies that are healthy, that have good market position. We will tend to look at companies that already have good management in place, so usually those companies are not very pressured to sell, so we may have to pay a higher multiple, but we are getting a better asset and assets that we could after synergies move this multiple much lower.

Ed Kuczma:

Very clear, thank you.

Operator:

This concludes the question and answer session. At this time I would like to turn the floor back to Mr. Marcelo Barboza, CEO, for any closing remarks.

Marcelo Barboza:

Thank you all for your participation. We hope to have you here with us in the 3Q earnings call in November. Thank you very much. Have a nice day. Have a nice weekend. Bye.

Operator:

Thank you. This concludes today’s DASA’s 2Q10 earnings result conference call. You may disconnect your lines at this time.
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