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Throughout the year we have been reporting on the dramatic effects of the Covid Omicron 

outbreak, the Ukraine war event, and the outbreak of Covid in China with the imposition of 

draconian lockdowns in key parts of that country. All these events had very significant effects on 

our supply chain, greatly affecting manufacturing and transportation times, working capital 

employed in operations, and the costs of acquiring materials and services. 

In this context, the normalization of the production and transportation chains has been occurring 

gradually, there are still many imperfections but increasingly fewer surprises. However, living 

with the consequences of the evils of the past is inevitable: delays to be mitigated, unforeseen 

costs etc. 

In the macroeconomic context, the two most relevant issues worth mentioning are the 

international inflationary eruption and the local economy in the context of the electoral race in 

Brazil.  

The first, as we have mentioned, has implied higher input costs, which affect the margins of the 

contracts in execution, but which have been passed on in new contracts - that is, it has a transitory 

effect, since it is a systemic issue and affects all national and international competitors. 

The second is a more complex digression. The Brazilian economy grew in 2021 and will grow at 

a slower pace this year. A probable slowdown in economic activity towards the end of the year 

has been reported – how much of this is the result of the electoral race, the international scenario, 

or simply the effects of restrictive monetary policy to contain inflation is hard to quantify. At this 

moment it is not clear the evolution of the macroeconomic framework in the medium term, but in 

the short term, it is clear that the environment will be restrictive. 

However, even in this pale economic scenario, there are two pieces of good news for Lupatech. 

The investment rate of the Brazilian economy is high compared to historical standards, 

approaching 19% of GDP, and the output gap is at low levels, which should sustain the current 

investment cycle, which is expected to be catalyzed by all the infrastructure projects that have 

been contracted for the coming years. As manufacturers of products that are closely linked to 

investment, we should remain optimistic - in fact, customer inquiries and purchases have shown 

more consistency than hesitation. 

The revenues of the Company for the quarter increased from the previous quarter to R$ 29.2 

million versus R$ 25.4 in the previous period. This growth does not reflect all the potential that 

could have been realized in the period, given the turbulent operational context by the events 

described above. Growth was of 35% compared to the accumulated in the nine months of the 

previous year and of 23% compared to the third quarter. These are expressive growths, but they 

did not allow us to meet our expectations for the year, which included projects that did not happen, 

especially those related to the resumption of the Ropes business. 

In the sales of the period, it is important to highlight the growth of 68% in revenue in the Ropes 

and Composites segments compared to the second quarter, and 94% in the year-to-date versus 

last year. In absolute values the numbers are still modest, but they are already starting to reflect 
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the work we are doing in the resumption of sales of FRP liners and the introduction of new 

products such as poles and naval ropes. 

The profitability of sales in the third quarter, measured by the gross margin, was 22.2%, down 

from the previous quarter (26.8%). The main reason for the lower margin in the period was the 

higher cost of purchasing inputs, partly due to inflationary pressures around the world and partly 

due to the decision to source certain components and materials locally at a higher cost, avoiding 

the longer and uncertain transit times of imported items, in order to mitigate delays in deliveries 

to customers. 

Adjusted EBITDA was affected by the drop in Gross Profit explained above. Product Adjusted 

EBITDA, although lower, remained in positive territory.  

For the quarter a net loss of R$ 18 million was calculated, once again impacted by the effects of 

the exchange rate variation (R$ 4.7 million) that results mainly from debt with foreign 

subsidiaries. This effect in the result has an opposite counterpart in the Net Equity. 

The firm order backlog closed the third quarter at R$ 57 million, the same level as the previous 

quarter. Subsequently to the end of the quarter, new orders increased the firm order backlog, 

which totaled 73 million on the date of this report. 

Regarding the judicial recovery, the company provided all the necessary information to the Court 

Trustee so that he could produce the documents required for the Court to evaluate the closing of 

the case. In turn, the Court Trustee submitted to the records the updated Provisional General 

Creditors List and a circumstantiated report, in which he submits the facts to the Court with a 

view to closing the process. There were favorable manifestations of the Public Prosecutor's Office 

to the closure. 

With the advent of the Law 14,375/2022, the company started dealings with the federal tax 

authority to negotiate Individual Transaction contemplating the new benefits provided for in the 

Law, which, if granted, would have a significant impact on its recovery. Due to the existing 

correlation with the restructuring process, the pertinent elements were made known to the 

respective court. 

Rafael Gorenstein 

CEO and IRO 
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The Lupatech Group operates in manufacturing (Products segment) mainly producing industrial 

valves; valves for oil and gas; ropes for deepwater mooring of oil platforms, naval use and cargo 

lifting; artifacts of composite materials, mainly electricity poles and tubes for lining oil pipelines. 

 

The Company operated in the oil services business (Services segment), of which remain various 

assets in the process of liquidation and several legacy matters associated with it. 

 

Net Revenue 

 

 
 

Consolidated Net Revenue reached R$ 84.9 million in 9M22, 35.2% higher than the R$ 62.7 

million in 9M21. 

 

Valves 

 

Over the last few months, Net Revenue showed an important evolution, mainly driven by the 

recovery in the markets where Grupo Lupatech operates. Comparing 3Q22 with 2Q22, it is 

possible to observe an increase of 14.9%. In the comparison of 3Q22 with 3Q21, the increase is 

23.0%. 

 

Ropes and Composites 

 

The reported revenue reflects the gradual resumption of the composites unit, with the supply of 

liners for oil production pipes. 

 

Services 

 

Transactions carried out in this segment result from the liquidation of inventory balances and 

other activities related to plants that were demobilized, i.e., they do not arise from ongoing 

operations. 

 

Order Backlog 

 

As of September 30, 2022, the Company's order backlog in Brazil totaled R$ 57.4 million. On the 

same date, the Company had a balance of R$ 76.4 million in Valves supply contracts, with no 

purchase obligation. (Note: the figures do not include overdue bids for which the respective orders 

or contracts have not yet been issued). 
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Gross Profit and Gross Margin 

 

 
 

Products 

 

Gross Profit in 3Q22 reached R$ 6.5 million, with a margin of 22.2% against R$ 7.2 million with 

a margin of 30.4% in 3Q21, and R$ 6.8 million with a margin of 26.8 % in 2Q22. 

 

Comparing 9M22 with 9M21, there is a reduction in gross margin of 4.1 percentage points. This 

reduction in gross margin is due to the increase in costs due to the inflationary surge and the 

decision to locally acquire some components and materials that would be imported under normal 

circumstances, in order to ensure faster delivery times. 

 

Services 

 

The results of the services segment do not come from production activities, only from the sale of 

remaining inventories. 

 

Expenses 

 

 
 

Sales Expenses 

 

The Company's commercial expenses are directly related to sales and are predominantly variable 

in the form of freight and commissions. In 3Q22 they totaled R$ 2.6 million against R$ 2.3 million 

in 3Q21. 

The 3Q22 comparative did not show any significant variation in comparison to 2Q22. 
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Administrative Expense 

 

Administrative expenses totaled R$ 6.0 million in 3Q22, while in 2Q22 these expenses totaled 

R$ 5.4 million. The increase in expenses is mainly explained by the adjustment of depreciation 

amounts of certain non-operating equipment and increased municipal taxes, previously exempted. 

Management Compensation  

 

The amount presented is composed of fixed and variable remuneration. In the quarter, variable 

compensation was calculated and credited for the year 2021 and the 2020 Long-Term Incentive 

Plan. 

Other Revenues and Operational (Expenses) 

 

 
 

In 3Q22, R$ 3.9 million were recorded as "Other Operating Income" against R$ 9.7 million as 

"Other Operating Expenses", totaling a net effect of R$ 5.8 million. The following factors stand 

out: 

I. R$ 2.4 million positive effects, corresponding to the recognition of credits resulting 

from the exclusion of ICMS from the calculation basis of PIS and COFINS; 

 

II. R$ 1,1 million corresponding to the positive net effect, related to the impairment 

adjustments and the result of the sale of fixed assets; 

 

III. R$ 4.7 million in idle production expenses; 

 

IV. R$ 1.7 million for updates of contingent processes according to the analysis of the 

legal advisors; 

 

V. R$ 1.6 million from tax recognition, credit balance adjustments with customers, and 

success fees; 

 

VI. R$ 1.3 million with obsolescence and extraordinary losses with inventories. 

 

Financial Result 
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The Company's total net financial result in 3Q22 was negative by R$ 8.3 million. 57.1% of this 

amount refers to exchange variation and 42.9% has as main effect the updating of interest and 

fines on taxes, loans, and suppliers. 

 

In the comparison with 3Q21, which had a positive result of R$ 3.8 million, it is important to 

mention that in that period there was the recognition of an arbitration award for breach of non-

competition agreement signed at the time of the acquisition of the Mooring Cable unit. 

 

It is important to remember that exchange variations are predominantly the result of their 

incidence on balances between companies of the group abroad. The exchange rate oscillation 

affects in the opposite direction the translation into Brazilian Reais (BRL) of the equity of these 

entities, so that there are exchange rate variations recorded directly in the company's equity, 

without going through income accounts. 

 

The financial result is presented in detail in Note 23. 

 

Adjusted EBITDA from Operations 

 

 
 

Adjusted EBITDA for Products in 3Q22 decreased when compared to 2Q22 and 3Q21, mainly 

due to lower sales margins. Services Adjusted EBITDA is due to legacy management costs. 
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Non-recurring expenses in 3Q22 refer mainly to the disposal of assets, update of contingent 

processes, idle production and extraordinary expenses related to judicial reorganization. 

Net Result 

 

 
 

The negative net result obtained in 3Q22 is influenced by the financial result, with direct effect 

of the exchange rate variation on the Company's consolidated result. It is important to remember 

that these effects are predominantly results on balances between group companies abroad, which 

are reflected in the opposite direction in the company's shareholders' equity, due to the translation 

of the foreign currency balance of the respective subsidiaries. 

Working Capital 

 

 
 

Comparing 3Q22 with 2Q22, there is a small increase in working capital employed. 
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Cash and Cash Equivalents 

 

 
 

The Company's consolidated Cash and Cash Equivalents position in 3Q22 reached R$ 12.6 

million. 

Indebtedness 

 

 
 

The increase in financial indebtedness in the comparison between 3Q22 and 2Q22 is explained 

by the updating of the Judicial Recovery debt and by the raising of funds with financial institutions 

to finance the expansion of activity. 

Investment 

 

 
 

The variation presented in the balances of investments refers to the disposal of fixed assets, 

recognition of depreciation and the effect of exchange variations on the fixed assets of foreign 

subsidiaries. 
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Annex I - Income Statements (R$ Thousand) 
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Annex II – Reconciliation of EBITDA Adjusted (R$ Thousand) 
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Annex III – Consolidated Balance Sheets (R$ Thousand) 
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Annex IV – Statements of the Consolidated Cash Flow (R$ Thousand)   
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Lupatech S.A. - In Judicial Recovery is a Brazilian company with high added value products 

focused on the oil and gas sector, operating in manufacturing (Products segment) mainly 

producing industrial valves; valves for oil and gas; ropes for anchoring oil platforms; well 

completion equipment; artifacts of composite materials, mainly power poles and tubes for coating 

oil pipelines. 

  

  

About Lupatech - In Judicial Recovery 

 


