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Source: Economatica and BB Investimentos
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As expected, the interruptions in supply due to the truckers’ strike had an adverse
impact on BZ exports. According to the figures released by MDIC (Ministry of Development,
Industry and Export), volumes of beef exports decreased significantly by 51% y/y in June,
after two months of flat results. Therefore, revenue came in at USD 257 mn (-39% y/y),
partially offset by the 24% y/y increase in average price. On the other hand, following the
same path in terms of volumes, but with no price relief, poultry and pork recorded strongly
lower revenues y/y. The volume of poultry exports shrunk by 42% y/y, while the reduction of
8% y/y in average prices contributed to a 47% y/y drop in revenue that totaled USD 299 mn.
Pork, in turn, showed a decline of 52% y/y in volume and 24% y/y in average prices, leading
revenue to a substantial decline of 64% y/y.

Source: Bloomberg and BB Investimentos;
(*) As of 06/29
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In addition to the lower volumes, we see higher costs pressuring margins in the sector in the
2Q18. Although the average cattle price showed a decrease of 1.5% m/m, reaching BRL
138.5/@ in June, it was 5% higher y/y. Following the same path, corn price decreased by 5%
m/m, reaching the lowest level BRL 37/bag since February. As a result of the higher cost of
freight and the unfeasibility to pass-through these costs, grain trade has stalled and
inventories increased, pushing prices down. However, considering the entire 2Q, corn prices
increased by 50% y/y on average compared to the 2Q17. Thus, we expect margins to come
squeezed in the poultry and pork industry in the 2Q18, along with the challenging scenario
for exports and the still weak demand in the domestic market.
In June, once again, most of the company’s shares in the sector showed a performance below
Ibovespa. BRFS3 was the greatest fall, -15% m/m. In addition to the maintained restrictions
imposed by Russia and Europe, the negative performance resulted also from the antidumping measure set out by China, that implemented an import tax of 23.5% on BRF’s
products. The second largest drop was BEEF3, which fell 14% m/m mostly due to the
announcement in which BRF sold common shares issued by Minerva, reducing its percentage
of capital held to 6.8% from ~12%. On the other hand, MRFG3 has been benefited from the
conclusion of the acquisition of 51% of National Beef`, along with a positive expectation
around the divestment (Keystone) that should promote a significant deleverage ahead.
Our thoughts on BRF’s announcement of active measures to improve capital structure
and reduce leverage:
Last Friday, June 29, BRF announced an aggressive, in our view, operational and financial
restructuring plan. Facing a high leverage level and a challenging scenario, especially given
the oversupply and lower volumes exported stemming from EU, Russia and China
restrictions, the new management decided to focus on four main initiatives, as follows: (i)
divestments of assets in Europe, Argentina and Thailand (which correspond to 10% of both
the total volume and revenue in the consolidated); (ii) sale of non-strategic assets; (iii)
improvements in working capital through an efficient inventory management of finished
products and frozen raw material; and (iv) securitization of receivables. According to the
management, these efforts should enable the company to capitalize around BRL 5.0 bn in
2018 leading leverage to a level of 4.35x in YE18 and 3.0x in YE19.
In our view, the delay in achieving the expected synergies through important acquisitions such
as the Golden Foods Siam (GFS) in Thailand and Campo Austral in Argentina, contributed
for the decision-making on divestments. Although we believe these measures are quite
aggressive, since we consider six months a tight deadline to implement all of the initiatives, it
is a first step for the so long-awaited restructuring process. In addition, we also expect that
the company might gain efficiency due to further adjustments in production. In this sense, the
company has reinforced that it is evaluating its assets in order to suitably balance supply and
demand. According to the company, 22 plants (out of 35) in Brazil might undergo adjustments
within the next 60 days, while the headcount has reduced by ~5% since March-18. Therefore,
although we expect weak 2Q18 results as a result of the tough scenario aforementioned, we
believe the initiatives announced and a better balance between supply and demand in the
industry might lead BRF to a reasonably margin recovery and to deleverage in the medium
term.
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Beverage:
ABEV3 showed a negative performance as well, for the third consecutive month, and dropped 7.4% m/m in June.
We point out some aspects that have been contributing to the down equity moves: (i) the still weak scenario for
consumption in Brazil considering the still high unemployed rate (at 13.1% in March, according to IBGE) and
lower disposable income; and (ii) the adverse effect in sales volume due to the truckers’ strike. Moreover, on
June 20, the Constitution, Justice and Citizen Commission (CCJ) in the Brazilian Congress approved two
legislative decrees suspending the tax incentive reduction for producers of soft drinks in the Manaus Free Trade
Zone. In this context, Ambev should be negatively impacted since the company has accumulated large amounts
of tax credit that offset taxes charged on beers.
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Cattle Prices in Brazil
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Beef Prices in Brazil
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Pork Prices in Brazil
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Source: Bloomberg, Secex and BB Investimentos
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Corn Prices

Corn Exports from Brazil
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herein the forward-looking statements, opinions, and expectations contained herein are entirely those of the BB - Banco de Investimento S.A. the
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connection therewith in particular, the opinions and projections expressed herein are entirely those of BB - Banco de Investimento S.A. and are
given as part of its normal research activity.
While the information contained herein is derived from publicly available sources, BB - Banco de Investimento S.A. has not independently verified
all the information given in this document accordingly, no representation or warranty, express or implied, is made as to the accuracy, completeness
or fairness of the information and opinions contained in this document none of BB - Banco de Investimento S.A., the companies mentioned herein
or any other person accepts any liability whatsoever (in negligence or otherwise) for any loss whatsoever arising from any use of this document or
its contents or otherwise arising in connection therewith.
This report does not constitute an invitation or solicitation of an offer to subscribe for or purchase any securities and neither this document nor
anything contained herein shall form the basis for any contract or commitment whatsoever if the companies should at any time commence an offering
of securities, any decision to invest in any such offer to subscribe for or acquire securities of the companies must be based wholly on the information
contained in the international offering circular or Brazilian prospectus issued or to be issued by the companies in connection with any such offer and
not on the contents hereof. This research report is strictly confidential to the recipient, may not be distributed to the press or other media, may not
be reproduced in any form and may not be passed on to any other person or published, in whole or in part, for any purpose.
This document is being distributed by BB Securities Ltd in the United Kingdom and EU Jurisdictions only to (i) persons who have professional
experience in matters relating to investments falling within article 19(5) of the financial services and markets act 2000 (financial promotion) order
2005 (the “order”) or (ii) high net worth entities falling within article 49(2)(a) to (d) of the order (all such persons together being referred to as “relevant
persons”). This document is directed only at relevant persons and it is not intended to be distributed, directly or indirectly, to any other person in the
United Kingdom. Any person who is not a relevant person should not act or rely on this document or any of its contents. Any investment or investment
activity to which this communication relates is available only to relevant persons and will be engaged in only with the relevant persons; Other persons
should not act or rely on this document or any of its contents. For the avoidance of doubt this research is not intended for the use of retail clients
and such clients may not purchase or sell any of the investments referred to herein through BB Securities Ltd. BB Securities Ltd., or other legal
entities within the Banco do Brasil Group, its officers and employees, may at any time hold or have held positions in investments, or in derivative
products thereof. BB Securities Ltd, or other legal entities within the Banco do Brasil Group, its officers or employees, may have been involved in
the provision of services to any of the companies mentioned in this bulletin.As a consequence of the foregoing, BB Securities Ltd may also have
received fees in the six months prior to the date of this document, or may be due to receive fees from the issuers mentioned herein. BB Securities
Ltd is authorized and regulated by the Financial Conduct Authority and is an affiliate of BB - Banco de Investimento S.A. Research distributed
through BB Securities Ltd is done so in accordance with BB Securities Ltd conflicts policy.
BB - Banco de Investimento S.A., its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking services
and/or products and services other than investment services from the companies mentioned herein, its affiliates or subsidiaries within the next three
months.
This document is published by BB-Banco de Investimento S/A, which is regulated by the Comissão de Valores Mobiliários - CVM (Securities and
Exchange Commission of Brazil), for the provision of research on investment products. This document is distributed in Singapore by BB Securities
Asia Pte. Ltd. ("BBSA"), which is a holder of a capital markets services license regulated by the Monetary Authority of Singapore and an exempt
financial adviser in Singapore. This document is meant only for accredited investors and institutional investors (as defined under Singapore’s
Financial Advisers Regulations). This document is provided for information purposes. It is not, and should not consider as an offer to buy or sell
investment product. This document is based on information obtained from sources which BBSA believes to be reliable, but BBSA does not represent
or warrant its accuracy or completeness and disclaims any and all liability related thereto.
The contents of this document have been prepared and are intended for general circulation to relevant clients of the Banco do Brasil Group. The
contents of this document do not take into account specific investment objectives of any particular person. The products or transactions discussed
in this document may not be suitable for all investors. You should independently evaluate these products or transactions and seek independent
advice regarding the suitability of such products or transactions, taking into account your specific investment objectives, financial situation and
particular needs, before making any commitment to purchase any product or enter into any transaction. BBSA, or other legal entities within the
Banco do Brasil Group, its officers and employees, may at any time hold or have held positions in investments, or in derivative products thereof
BBSA, or other legal entities within the Banco do Brasil Group, its officers or employees, may have been involved in the provision of services to any
of the companies mentioned in this document. Please contact BBSA in respect of any matters arising from, or in connection with, this document.
ANALYSTS CERTIFICATION:
Each of the research analysts who are primarily responsible for this research and whose names are listed on the front cover certifies that: (1) the
information and opinions contained in this report reflect only and exclusively his or her personal opinions and were prepared in an independent
manner, including with respect to BB- Banco de Investimento S.A. .; (2) he or she is not in a position that may affect the report’s impartiality or that
could set up a conflict of interests; (3) he or she does not have any relationship with any individual who works for the companies mentioned herein;
(4) his or her spouse or partner, directly or indirectly, on behalf of himself or herself or others, does not hold securities object of this research report;
(5) his or her spouse or partner, directly or indirectly, is not involved in the acquisition, disposal and intermediation of securities object of this report;
(6) his or her spouse or partner, directly or indirectly, does not have any financial interest related to the companies mentioned in this research report;
and (7) no part of any of the research analyst’s compensation was, is, or will be influenced, directly or indirectly, by the income arising from business
and financial transactions carried out by BB - Banco de Investimento S.A..
For US Distribution
The enclosed materials are neither an offer to sell nor the solicitation of an offer to buy a security. Information included is believed to be reliable, but
Banco do Brasil Securities LLC does not warrant its completeness or accuracy. The prices reflected herein are indicative and are subject to change
at any time without notice. This document is intended for your sole use on the basis that before entering into this and/or any related transaction, you
will ensure that you fully understand the potential risks and return of this and/or any related transaction and determine it is appropriate for you given
your objectives, experience, financial and operational resources and other relevant circumstances. This report is approved and distributed in the US
by Banco do Brasil Securities LLC, MEMBER: FINRA/SIPC/NFA, for use by U.S. institutional investors only. Distribution to retail investors is strictly
prohibited. For further information regarding any of the issuers and/or investments indicated in the attached report, and in keeping with SEC
regulations, U.S. persons please contact the U.S. entity, Banco do Brasil Securities, LLC in New York, and not any of its foreign affiliates.
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