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Rating Action: Moody's confirms Localiza's Ba2 rating following antitrust
agency's approval of merger with Unidas with restrictions; stable outlook

20 Dec 2021

New York, December 20, 2021 -- Moody's Investors Service ("Moody's") has today confirmed Localiza Rent a
Car S.A. ("Localiza")'s Ba2 global scale rating. The outlook was changed to stable from rating under review.
This concludes the review for upgrade initiated on November 20, 2020.

The rating action follows Brazil's antitrust agency Conselho Administrativo de Defesa Econémica (CADE)'s
decision on December 15, 2021 to approve the merger between Localiza and Unidas S.A. (Unidas) with
restrictions, including the sale of a portion of its fleet, agencies and used car stores in the rent-a-car segment,
the divestiture of the Unidas brand, limitations on further inorganic growth, among others.

The merger will be made through a share swap that will result in the incorporation of Unidas by Localiza and
will improve Localiza's scale, bargaining strength and profitability due to cost synergies. Despite the
improvements, the restrictions imposed by CADE will limit the upside potential in the company's profitability
and market share, especially in the car rental segment. Accordingly, Localiza's credit metrics and cash
generation will not immediately change after the incorporation and the company will incur integration and
execution risks, implying a Moody's-adjusted leverage of around 3-4x through growth cycles. Additionally,
Localiza will remain exposed to Brazil's economic environment and local debt market to finance future fleet
growth, which limits the company's ability to be rated above Brazil's sovereign rating (Ba2 stable) at the closing
of the transaction.

Confirmations:

..Issuer: Localiza Rent a Car S.A.

.... Corporate Family Rating, Confirmed at Ba2

Outlook Actions:

..Issuer: Localiza Rent a Car S.A.

....0utlook, Changed To Stable From Rating Under Review
RATINGS RATIONALE

Localiza's Ba2 rating is supported by the company's stable operating performance and cash flow, and resilient
and flexible business model, which helps it weather economic and auto market slowdowns. Localiza's leading
market shares in both car and fleet rental segments in Brazil, and its improved scale and market share after
the merger with Unidas also support the rating. The company has historically maintained robust profitability as
a result of low fleet maintenance requirements, high utilization rates, attractive discounts from automobile
manufacturers and expertise in the used-car sale market. The rating also reflects the company's adequate
corporate governance practices and strong liquidity.

Conversely, Localiza's rating is constrained by the capital-intensive nature of the car rental business, as well as
its lack of a significant international footprint, with virtually 100% of revenues generated in Brazil. The
company's rising gross Moody's-adjusted leverage stemming from its fast growth strategy and the integration
and execution risks related to the merger further constrains its rating.

Moody's estimates that Localiza will generate annual revenue of about BRL15-17 billion and EBITDA margin
between 25-30% after the merger and restrictions imposed by CADE and will have a total fleet of about 400-
450 thousand cars, representing 40% to 45% of Brazil's total car rental and fleet management sector. The
merger will increase the company's exposure to the fleet management segment, which has a less flexible
business model than the car rental business, but that brings more stability to cash flows given the existence of
long-term contracts with clients.



Localiza's operating performance improved sequentially along with the surge on Brazil's car rental demand
since the bottom in April and May 2020, with consolidated EBITDA increasing to BRL3.6 billion in the twelve
months ended September 2021, from BRL1.9 billion in 2020. Despite the demand drop in the car rental
segment and the closure of used car sales stores in Q2 2020 due to the pandemic, the company's adjusted
gross leverage declined with lower car purchases related initially to the temporary suspension of automotive
production in Brazil during the pandemic and later to the chip shortage, ending the 12 months that ended
September 2021 at 3.1x (down from 4.3x at the end of 2020). The company's cash position also remained
strong at BRL3.5 billion as of September 2021 (compared to BRL4.0 billion as of year-end 2020) with the lower
growth capex, supporting net leverage ratios and covenant compliance.

The company's gross leverage will increase slightly to around 3.5x after the incorporation of Unidas, but the
entity's combined cash position will also increase with proceeds from the fleet disposal required to comply with
CADE's restrictions, which will help to fund part of future organic growth. When the chip shortage in the
automotive sector stabilizes, Moody's expects Localiza's leverage to increase again to close to 4x because of
the sector's fast growth pace and Localiza's strategy to finance part of the fleet growth with debt. So far, the
increase in Localiza's EBITDA has not been sufficient to offset the debt-financed expansion of its fleet, but with
the synergy potential of the merger and rising yields and tariffs coming from higher interest rates, the
company's leverage will decline over time and cash generation will increase.

LIQUIDITY

As of September 2021, Localiza reported BRL3.5 billion in cash and cash equivalents on its balance sheet and
BRL1.6 billion in debt maturing until year-end 2022. In October 2021, Localiza issued BRL2.0 billion in new
debentures for liability management which will improve liquidity further. Pro forma to the merger, Moody's
estimates that Localiza will have a cash position of around BRL8.0 billion (including proceeds from asset
disposals, Unidas' extraordinary dividend payment and short-term investments linked to Unidas' shareholders
tax expenses on the capital gain on the share swap) and short-term debt of BRL3.0 billion. Additionally, the
company will have a consolidated fleet of about 400-450 thousand vehicles (both in car and fleet rental
divisions), mostly unencumbered and with an estimated market value of above BRL20 billion, which is an
alternative source of liquidity, especially during economic downturns. The company's cash balance, alongside
its unencumbered fleet value, will cover the totality of the combined total Moody's-adjusted debt of BRL19.6
billion. The company's current high cash position and proven ability to sell cars in a timely manner to raise
cash mitigates the risks associated with high leverage and covenant breach, as the company can quickly
adjust its cash position to offset the lower EBITDA stream during economic downturns.

RATING OUTLOOK

The stable outlook reflects Moody's expectations that Localiza will continue to grow while maintaining solid
profitability and adequate leverage and cash generation.

FACTORS THAT COULD LEAD TO AN UPGRADE OR DOWNGRADE OF THE RATING

The rating could be downgraded if Localiza's liquidity deteriorates because of weakness in operations and
inability to sell used cars, or if its car rental utilization rate decline to below 60% for an extended period of time.
A sustained deterioration in credit metrics, measured by gross debt/EBITDA sustainably above 4.0x and
EBITDA interest coverage falling below 3.0x without prospects of improvement could also lead to a
downgrade. Finally, a downgrade of Brazil's sovereign rating could result in a downgrade of Localiza's rating.

Localiza's rating could be upgraded if the company is able to increase its market share, geographic
diversification and revenue, while maintaining healthy credit metrics on a sustained basis. An upgrade of
Brazil's sovereign rating would also be required for an upgrade of Localiza's rating.

COMPANY PROFILE

Founded in 1973 and headquartered in Belo Horizonte, Minas Gerais, Brazil, Localiza operates car rental and
fleet rental businesses and has a used car sale business to deploy and renew its fleet in Brazil. The company
also franchises rental car operations in Brazil and in five countries in South America. As of September 2021,
the company had a total fleet of 273,233 cars in Brazil and five other countries. The company is the market
leader in Brazil in terms of car rental, with the largest number of car rental locations and presence in all main
Brazilian airports. In the 12 months ended September 2021, the company reported net revenue of BRL11.1
billion ($2.1 billion) and EBITDA of BRL3.3 billion. Unidas is the second largest rent-a-car and the largest fleet
management company in Brazil, with a total fleet of 165,370 cars at the end of September 2021. The company
reported BRL6.4 billion in revenues and a 34% EBITDA marain in the twelve months ended September 2021.



The principal methodology used in this rating was Equipment and Transportation Rental Industry published in
April 2017 and available at https://www.moodys.com/researchdocumentcontentpage.aspx?
docid=PBC_1061773. Alternatively, please see the Rating Methodologies page on www.moodys.com for a
copy of this methodology.

REGULATORY DISCLOSURES

For further specification of Moody's key rating assumptions and sensitivity analysis, see the sections
Methodology Assumptions and Sensitivity to Assumptions in the disclosure form. Moody's Rating Symbols and
Definitions can be found at: https://www.moodys.com/researchdocumentcontentpage.aspx?
docid=PBC_79004.

For ratings issued on a program, series, category/class of debt or security this announcement provides certain
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series,
category/class of debt, security or pursuant to a program for which the ratings are derived exclusively from
existing ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this
announcement provides certain regulatory disclosures in relation to the credit rating action on the support
provider and in relation to each particular credit rating action for securities that derive their credit ratings from
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms
have not changed prior to the assignment of the definitive rating in a manner that would have affected the
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on
www.moodys.com.

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this
credit rating action, and whose ratings may change as a result of this credit rating action, the associated
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated
entity.

The rating has been disclosed to the rated entity or its designated agent(s) and issued with no amendment
resulting from that disclosure.

This rating is solicited. Please refer to Moody's Policy for Designating and Assigning Unsolicited Credit Ratings
available on its website www.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related
rating outlook or rating review.

Moody's general principles for assessing environmental, social and governance (ESG) risks in our credit
analysis can be found at http://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1288235 .

The Global Scale Credit Rating on this Credit Rating Announcement was issued by one of Moody's affiliates
outside the EU and is endorsed by Moody's Deutschland GmbH, An der Welle 5, Frankfurt am Main 60322,
Germany, in accordance with Art.4 paragraph 3 of the Regulation (EC) No 1060/2009 on Credit Rating
Agencies. Further information on the EU endorsement status and on the Moody's office that issued the credit
rating is available on www.moodys.com.

The Global Scale Credit Rating on this Credit Rating Announcement was issued by one of Moody's affiliates
outside the UK and is endorsed by Moody's Investors Service Limited, One Canada Square, Canary Wharf,
London E14 5FA under the law applicable to credit rating agencies in the UK. Further information on the UK
endorsement status and on the Moody's office that issued the credit rating is available on www.moodys.com.

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal
entity that has issued the rating.

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures
for each credit rating.

Carolina Chimenti
Vice President - Senior Analyst
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CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR CURRENT
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TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S CREDIT
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MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF
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PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
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All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all
information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received
in the rating process or in preparing its Publications.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or
incidental losses or damages whatsoever arising from or in connection with the information contained herein or
the use of or inability to use any such information, even if MOODY'’S or any of its directors, officers, employees,
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives,
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any
contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the
use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY CREDIT RATING,
ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR
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Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation
(“MCQ”), hereby discloses that most issuers of debt securities (including corporate and municipal bonds,
debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have,
prior to assignment of any credit rating, agreed to pay to Moody’s Investors Service, Inc. for credit ratings
opinions and services rendered by it fees ranging from $1,000 to approximately $5,000,000. MCO and Moody’s
Investors Service also maintain policies and procedures to address the independence of Moody’s Investors
Service credit ratings and credit rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold credit ratings from Moody’s
Investors Service and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is
posted annually at www.moodys.com under the heading “Investor Relations — Corporate Governance —
Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 399
657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as
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761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent
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municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MJKK or MSFJ (as
applicable) have, prior to assignment of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for
credit ratings opinions and services rendered by it fees ranging from JPY 125,000 to approximately
JPY550,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.



