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Ticker: MRVE3 Recommendation:  HOLD  
Last price:  R$10.25 Target price: R$27.07  

 
 
Earnings/Share 

 

 Mar. Jun. Sept. Dec. Year P/E Ratio 

2007 R$  0.12 R$  0.29 R$  0.11 R$  0.23 R$  0.74 21.06x 

2008E R$  0.26 R$  0.64 R$  0.24 R$  0.51 R$  1.64 8.46x 

2009E R$  0.55 R$  1.35 R$  0.50 R$  1.09 R$  3.50 3.87x 

2010E R$  0.53 R$  1.30 R$  0.49 R$  1.05 R$  3.37 3.76x 
 

Highlights 
 

·  Hold Recommendation: We are initiating the coverage of MRV with a Hold rating. Based on the 
shareholder’s discounted cash flow model, with a rate of 16.14% and a perpetual growth rate of 5% 
our target price is R$ 27.07 per share as a 12-month target what represents a 164.06% upside. 

·  History of success: MRV is the largest real estate builder and reseller on low-income segment in 
Brazil working with three product standards. MRV is well known for having high margins 
compared to its low-income homebuilder peers. They are experienced in this segment for at least 30 
years and they have presence in 13 states and Distrito Federal. 

·  Despite the upside, investment risk at current market conditions is high: Main investment risks 
involve: (1) high sensitivity to macroeconomic variables; (2) Financing volume credit contraction; 
(3) Margins reduction possibility; (4) Difficulty to raise capital in the market. 

·  Financial crisis and macroeconomic scenario worsening: World financial crisis worsening and 
macroeconomic scenario deterioration in Brazil will impact company’s results in short-medium 
term. Cost increase and corporate credit concession difficulty will compromise MRV’s cash flow 
management. 

·  Recent problems in the industry: After a sharp expansion in latest years, the sector is passing 
through a rapid deterioration. Various companies are now meeting serious cash difficulties and 
have been considerably cutting their forecasts. Difficulty to raise capital has been a driver to this 
situation. 

 

Market Profile  
52 Week Price Range R$10.25 - R$43.59 
Average Daily Volume R$18,379,971.66 
Beta 1.3 
Dividend Yield (Estimated) 2.50% 
Shares Outstanding R$135.993M 
Market Capitalization R$1,578M 
Insider Holdings 64.00% 
Book Value per Share (10/17/08) $13.06  
Debt to Equity 57.09% 
Return on Equity (12/31/2007) 6.00% 
Source: Economatica, Capital IQ 

 

 
 
 
 
 
October, 24 th 2008 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Indicators 2008E 
P/E (2008E) 6.24x  
NET Profit (08E-11E) 45.85% 
EV/EBITDA (2008E) 6.02x 
EBITDA (CAGR 08E-11E) 40.75% 
 

BRAZIL  
 Construction and Real Estate  
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Investment Summary 
We are initiating the coverage of MRV, leading homebuilding company on the subprime construction 
industry in Brazil with a Hold rating. Based on the shareholder’s cash flow model, discounted with a rate of 
16.14% and a perpetual growth rate of 5% we found the target price of R$ 27.07 per share as a 12-month 
target. Upside for this period is 164.06% based on the closing price of October, 24th 2008 (R$ 10.25).  
 
High upside, high uncertainty 
Despite the high upside, we believe there is a high risk of MRV running into cash availability troubles due to 
the worsening of world’s credit crisis which has been damaging corporate credit and resulting in a reduction 
of company’s sales volumes. Moreover, with the current deteriorated market conditions, we don’t see any 
reasonable source of funding that could be made available for MRV to increase its financial strength. 
 
MRV lacks long-term capitalization 
After a growth boom in the latest years, the industry has been severely hit by the world crisis worsening. 
Differently from other peers in this sector, however, MRV is capitalized for 2008 operations thanks to the 
private bond issuance (debentures) in the total amount of 300 million reais in June of 2008. For 2009 and 
coming years, we don’t believe though that their current level of cash will be sufficient to sustain current 
growth level of the company.  
 
Demand for real estate to slowdown in all segments 
As far as we are concerned, real estate demand (mainly the one connected to the low-income public) should 
be relatively hit due to adverse conditions on the macroeconomic scenario that emerge from the crisis as this 
segment is extremely sensitive to macroeconomic variables. 
 
Although, MRV features today a land bank worth around 4.5 times total releases expected for 2008, they 
expect to reduce this relation to 3 times, what tends to relatively reduce cash expenditures destined for new 
land acquisitions. 
 
High dependent on credit 
Risk factors for the company consist in a high dependency on new credit loans for real estate market. Any 
cash difficulties that arise may force the company to request credit at the market, usually at high rates, as we 
are not in a reliable environment. As such, difficulties to obtain credit could lead MRV to serious cash 
management issues. 
 
Possible competition increase 
The weakening of sales for high yield customers could bring new competitors for the subprime segment. 
Cyrela and Gafisa have already signaled their plans to compete on the segment. Despite the fact that MRV 
carries the best knowledge and the best strategic position, the increase of competition with large companies 
and reduction on competition with smaller homebuilders that would not survive the credit crisis in the 
industry would negatively affect the company as advertisement costs would raise and their market share 
would drop. 
 

Positive aspects Concerns 
• Good geographical diversification; 
• Wide industry experience; 
• Simplified negotiation model. 

• Very dependent on bank credit; 
• Competition increase with the entrance of 
new constructors on the low-income business; 
• Current scenario of corporate credit 
slowdown. 
 

Buy on valuation; Sell 
on economic outlook… 

 

…made us go for a 
neutral recommendation. 
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Price Movers 
MRV stock chart compared with Brazilian stock index IBOVESPA 
Source: Economatica 
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Valuation 
Based on the shareholders' cash flow model discounted at a rate of 16.14% and a perpetual growth rate of 
5%, we reached the target price of R$ 27.07 per share for the next 12 months. In this view, we recommend to 
HOLD MRV shares. Upside size is 164.06% as of October 24th, 2008 closing price. 
 

Discount rates 
Re 19.13% 
Risk Free 4.22% 
Beta 1.3 
Market Premium 7.70% 
Sovereign risk 4.46% 
Rd 10.92% 
Rating 1.80% 
Sovereign risk 4.46% 
Tax Rate 34.00% 
D/EV 57.09% 
E/EV 42.91% 
Wacc (US$) 12.32% 
Braz. inflation 6.50% 
US inflation 3.00% 
Wacc (R$) 16.14% 
Source: Team estimate 

 
Main assumptions 
We believe there will be a reduction on company's sales volume compared to previous years due to credit 
concerns. 
 
Revenues takeover 

  3M 6M 9M 12M 15M 18M 
Sales speed 15% 25% 45% 55% 75% 100% 
Construction incurred cost 0% 14% 38% 67% 91% 100% 
Revenue recognition 0% 4% 17% 37% 68% 100% 
PoC 17.2% 28.6% 48.0% 71.5% 91.0% 100% 
Source: MRV, Team estimate 
 

Discounted cash flow (R$ millions)  
Free cash flow present value 626.46  

Perpetuity value    2,880.36 

Enterprise gross value 3,506.82       

Net debt (173.98) 

Shareholders’ cash flow present vale 3,680.80  

Shares outstanding 135,993  

Share price – 12-month target price  R$27.07 

Current price  R$10.25  

Upside 164.06% 

Dividend Yield 2.50% 

Total yield 166.56% 
Source: Team estimate  
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We have established a reduction on sales growth, smaller than last years' average. Hence, we believe there 
will be a reduction on this rate. 
 
Contracted Sales and releases (R$ millions) 
 2006 2007 2008E 2009E 2010E 2011E 
Releases 337.0 1,200.0 2,200.0 2,200.0 3,500.0 4,500.0 
Contracted sales 206.2 717.0 1,800.0 1,314.5 2,450.0 3,150.0 
Source: MRV 
 
We believe real estate repossession will increase as a possible worsening of world's economic crisis forces 
foreclosure rates up or restricts credit down. 
 
Change in costs 
Land costs should progressively ease due to shrinking demand, caused by industry companies' financial 
weakening and the increase of land bank switch participation. 
 
Construction cost has been forecasted from historical raw material inflation analysis. As such, we are 
working with cost increments, mainly due to the low supply of labor in the sector and possible steel price and 
cement increase due to real depreciation against the dollar. 

Taxation is divided between presumed earnings and real earnings. For presumed earnings, tax is 3.08%. For 
real earnings, tax rate is 34%. 
 
Critical evaluation topics 
• We believe that a considerable worsening in macroeconomic scenario will incur in a sharp reduction in 
sales speed and number of new company releases, affecting the target price. 
 
• Company may encounter cash issues whether they keep current growth level.  
 
• Lack of liquidity in today's credit market prevents MRV to raise new funds if necessary. 
 
• Our model is based on cost slope definition and sales speed. Changes in both these curves will hit cash flow 
and if these changes happen to be relevant, the company will have to endure serious management problems. 
 
• Cost increase beyond expectations will have a very negative impact in company's value as costs are not 
immediately passed on to real estate prices. This tends to become even worse as macroeconomic scenario 
deteriorates. 
 

Business Description 
MRV is the largest real estate builder and reseller on low-income segment in Brazil (which we will refer to in 
this document as subprime) working with three product standards directed to the segment. Despite the fact 
that it acts only in this market level, MRV is well known for having high margins compared to its peers. After 
its IPO last year the company has been keeping stable a land bank of approximately R$ 10 billion in VGV. 
They are experienced in this segment for at least 30 years and they have presence in 13 states and Distrito 
Federal. 
 
Company's Structure 
 

 
Source: MRV 
 
Identification, evaluation and land acquisition 
The ability to identify and acquire the best lands in this sector is of crucial importance. Due to its experience 
in this area, and for developing standardized projects, the company is able to identify and acquire land 
quickly and in a precise manner. MRV then analyses economic, social and demographical data on the 
surroundings of their brand new lands. Local infrastructure is also considered. This way they are capable of 

Source: IBGE 

Source: Team estimate, MRV 
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determining whether there is demand or not and what product to be released for that specific profile. As a 
strategic area, each acquisition has to be approved by a committee.  
 
The company has a diversified land bank located in urban areas. Most of their lands are located on the 
countryside (52.4%) where the rest resides in metropolitan regions. 
 

%MRV R$’000 % Number 
of builds 

Units 
(’000s) 

Avg price 
(R$’000s) 

São Paulo 5,778.7 58.2% 124 57.1 101.1 
Minas Gerais 1,767.0 17.8% 56 21.2 83.4 
Espírito Santo 469.9 4.7% 7 5.3 88.0 
Goiás 457.1 4.6% 11 5.2 88.1 
Rio de Janeiro 309.4 3.1% 15 3.7 84.2 
Rio Grande do Norte 243.8 2.5% 1 2.6 92.9 
Rio Grande do Sul 190.1 1.9% 6 1.8 104.6 
Paraná 176.3 1.8% 8 1.6 108.1 
Ceará 166.4 1.7% 5 1.7 98.8 
Santa Catarina 157.8 1.6% 7 1.5 108.8 
Mato Grosso 115.3 1.2% 2 1.1 108.4 
Mato Grosso do Sul 42.4 0.4% 1 0.4 107.2 
Bahia 31.9 0.3% 3 0.3 94.3 
Distrito Federal 28.6 0.3% 3 0.3 100.7 
Total 9,934.7 100.0% 249 103.8 95.7 
Source: MRV  
 
License clearing  
Usually licensing to initiate a new construction may vary from three to twenty-four months, being nine 
months an historical average. This issue, however, is also considered upon acquiring lands: locations where 
licenses take a longer prize to pass are not preferred. 
 
Sales and Marketing  
MRV counts on a team of 90 employed brokers and a virtual sales ambience. Furthermore, they work with 
other broker-specialized companies totalizing 200 third-party brokers. Own sales environment from MRV 
represents around 30% of their total sales. They are very efficient on sales speed management. Such 
management however can face a trade-off between speed and profits: Whether the company decides to boost 
sales speed they run a smaller risk of not selling 100% of their new-release units, reduce their advertisement 
costs but face a margin reduction instead. 
 
Building  
Focusing exclusively in three standardized product lines, they are able to keep up an efficient cost control 
with gains of scale and specification. By buying raw materials in a larger scale they have a stronger bargain 
power related to other competitors. Add to that their larger specification what entitles them to respect 
construction deadlines and have a shorter project cycle than its peers. 
 
Production cycle 
 

 
Source: MRV 

 
Key construction process parts are managed directly by MRV employees. Such technical structure counts on 
a vast experience in real estate business and more importantly company`s products construction. Building 
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execution is done over third-party hired personnel who are chosen based both on their reputation and 
experience. 
 
They have recently released a corporate plan where they intend to reach production capacity of up to 40,000 
units a year in the next years. 
 
Financing and clients  
In the past, the company itself used to finance a large portion of their sales. As a matter of fact, they have 
accumulated a good knowledge on the evaluation of potential buyers. This scenario has changed today 
though, as large banks have been financing subprime segment and “Caixa Econômica Federal” (CEF), a state 
bank, has been easing credit concession allowing the use of FGTS (Brazilian retirement fund) to reduce the 
total amount due by the buyer. 
 
As per its long term business experience in credit concession, MRV has managed to make a partnership with 
CEF, their main credit issuer for costumers with the profile pattern MRV deals with. The company is now the 
first correspondent for CEF what will turn credit refinance and payment even easier. This deal will boost their 
activity volume also leading to a significant improvement on the company’s cash flow as MRV will now 
receive their payments according to construction’s percentage of completion. 
 
Products  
All their three standardized product lines are all focused on subprime public. Such standards are called: 
Parque, Spazio and Village. 
 
Parque characteristics: Vertical condominiums, not taller than five floors, without elevator and usable area 
from 40 to 55 sq. meters per unit. Average price per sold square meter varies from R$ 1,040.00 to R$ 
1,400.00, with a total final value not higher than R$ 77,000.00 per unit. On such standard, the highest 
occupancy rate is the main objective. Offers a small recreation area, one uncovered parking space per unit, 
two or three bedrooms and rarely with a master bath and balcony.  
 
Spazio characteristics: Vertical condominiums, not taller than five floors, with or without elevator and 
usable area from 42 to 70 sq. meters per unit. Average price per sold square meter varies from R$ 1,670.00 to 
R$ 2,000.00 with a total final value from R$ 70,000.00 to R$ 140,000.00. On such standard, the highest 
occupancy rate is the main objective too offering more elaborated recreation areas, averaging 1.5 covered 
parking space per unit. Units are available with two to four bedrooms, which may include a master bath. 
Usually they have balconies and penthouse apartments.  
 
Village characteristics: Horizontal condominiums, with usable area from 70 to 120 sq. meters per unit. 
Average price per sold square meter varies from R$ 1,430.00 to R$ 1,830.00 with a total final value from R$ 
100,000.00 to R$ 220,000.00. On such standard, recreation areas are complete featuring two parking spaces 
per unit and two to four bedrooms with a master bath. 
 
Potential Sales Value (VGV) by product standard 
 

 VGV R$’000  UNITS  AVG PRICE R$’000 
Standard  2007 2006  2007 2006  2007 2006 
Parque 417,220 27,592  4,980 388  84 71 
Spazio 691,950 156,542  5,624 1,522  123 103 
Village 90,778 153,203  533 993  170 154 
Total 1,199,948 337,337  11,137 2,903  108 116 
Source: MRV 
 
Holder’s structure 
Around 44% of MRV shares belong to its founder Rubens Souza. Other employed executives also share a 
relevant part of the company (9.5%) due to their own bonus program on options and shares. Private Equity 
fund “autonomy capital” owns 9.1% of their shares. We believe this is a positive aspect as management 
professionalization has been increasing and minorities’ interests are constantly protected as such. Remaining 
36.9% of the shares are free float being traded in Brazilian Bovespa stock market under the ticker MRVE3.  
  
 

Focus on low-income 
public desires and 
capabilities. 
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Source: MRV 
 

Corporate governance Practices 
The company is listed on the so-called “Novo Mercado” in Bovespa. This segment is the highest corporate 
governance for a Brazilian stock. Among the rules such companies listed in this segment should abide to, 
most relevant are: 
 
• Only common shares should be issued; 
• Mandatory tender offer must be extended to all minority shareholders; 
• More than 25% of total company’s capital must be floating on the market; 
• Financial statements have to comply with international accounting standards. 
 

Other Headings Relevant to Company 
Competition 
MRV is the market leading company on the subprime segment in Brazil. The market is competitive where its 
direct peers are: Tenda, Camargo Correia, PDG Realty, Rossi and Rodobens. All these companies have 
established their businesses in the states of Rio de Janeiro, São Paulo and Minas Gerais. In smaller cities, 
MRV encounters local competitors, most of the times smaller constructors or family owned companies. 
 
On an average basis, MRV targets subprime costumers where their annual income varies from R$ 27,000 to 
R$ 81,000. The average sale price per unit is in the range of R$ 60,000 to R$ 120,000. 
 
MRV Sales Speed 
As an important indicator to verify how the demand for homes is. We can clearly observe a slowdown in 
MRV sales speed what reflect that the deterioration of macroeconomic scenario is already affecting 
company’s sales. In case there is an even steeper pullback in this indicator, MRV should be severely hit. 
 

Industry Overview and Competitive Positioning 
Real Estate industry in Brazil has been through a glorious moment since the key interest rate began to fall a 
few years ago and helped by economic stability and increase of financing horizon. On the other hand, the 
credit tightness due to the recent credit crisis and increase on key interest rate (despite its long-term 
downtrend) are risk factors that can negatively impact such good moment as this industry is highly sensitive 
to macroeconomic changes, mainly when we refer to the low-income public. 
 
Economic future uncertain expectations 
Inflation spike and the continuity of interest rates short-term uptrend, negatively affect credit loan volumes 
reserved for real estate financing. Recently announced economic incentive package by Brazilian government 
(which involves among other things the increase of savings allowed to be used as real estate credit) still does 
not display clear measures to end financial gloom. Besides, we are unaware of the future economic scenario 
pointing out that a worsening credit market is a very likely outlook. 
 
Sector depends on huge amount of working capital 
During construction phase, banks lend money for up to 80% of operational costs, what corresponds from 30% 
to 50% of potential sales value (VGV). Each company is responsible with the costs of buying land, initiating 
construction and marketing and sales advertisement expenses. Such costs accounts for a large working capital 
necessity for any company competing in this sector.  
 
 

Source: Team estimate, CapitalIQ 

Source: Team estimate, MRV 

Source: Ipeadata 
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Credit is released as construction advances 
Most of third-party management companies, also known as “incorporadoras”, have a large land bank but 
limited resources to initiate new releases. Banks request that a relevant part of sales are completed and that 
construction had already begun prior to release the first financing payment. Concessions follow a timetable 
based on the project stage as a form of protecting both the corporation and the agent. 
Credit then goes straight to the “Sociedade de Propósito Específico”, third-party management division that 
administrates the construction, condition requested by the credit issuer to minimize its risk. 
 
Macroeconomic scenario 
One of main growth reasons in Brazil has been monetary stability strongly supported by the central bank 
which has been working with a reasonable monetary policy to control inflation over a specific range (from 
2.5% to 6.5% annualized). 
Brazil reported a GDP growth of 5.23% until October, 2008 in relation to the same period in 2007. Current 
expectations for 2009 GDP are at a growth of 3.5%. 
 
Interest rates 
Until the end of 2007, the projection for interest rates was a continuous downtrend in 2008. With inflation 
pressure however, this scenario has changed market expectations which now forecast an interest rate at 
14.75% by year-end and a drop to 13.5% at the end of 2009 according to Focus report. 
This scenario affects mainly companies in an accelerated growth stage and with a growing working capital 
need.  
 
National construction index (INCC) and inflation 
Recent spike, over market consensus, for the INCC and core national inflation as well affect companies by 
reducing their margins and consumers by increasing monthly payment amount for their residence what 
contracts purchase power. 
Core-Inflation expectancy (IPCA), according to Brazilian central bank consensus report (Focus) as of 
October, 10th 2008 is 6.2%. As a result of such, available income for goods like real estate slows down, 
holding home sales. 
 
Income 
Income impacts directly in population’s power of purchase, being relevant to generate financing conditions 
and necessary to raise real estate prices and reduce late payments rates. 
 
We can observe a constant growth in minimum salary initiated around the year of 1993. If this trend remains, 
we will observe an increase on consumers over time. 
 

 2007 2008E 2009E 2010E 
IGP-M (%) 7.75 10.4 5.5 5.0 
IPCA (%) 4.46 6.37 4.9 4.5 
Selic rate (%) 11.45 14.5 13.5 13 
GDP value (R$ billions) 1,314 1,384 1,430 1,480 
GDP Growth (%) 5.4 5.32 3.35 3.5 
Population (millions) 183.9 186.4 189.9 192.7 
Exchange (R$/US$) 1.78 1.9 1.9 1.95 
Source: Team estimate 
 
 

Financial Analysis 
 
Earnings 
MRV has recently posted a third quarter forecasted result. Number of new projects released was 99.6% 
higher in comparison to the same period last year (3Q07). From the company’s financials (balance sheet and 
cash flow) including third quarter’s forecast where current results almost reach their self-established 2008 
guidance; we estimate a guidance for 2009 of releases between 2.1 and 2.3 billion reais, and contracted sales 
between 1.2 and 1.5 billion reais (a reduction of almost 30%). Our EBITDA growth perspective is of 40.75% 
(CAGR from 2008 to 2011) and that earnings per share reach R$ 1.64 / share. 
 
Cash Flow 
We believe the company may go through hard times on cash generation. Lack of liquidity in the market will 
probably cease new capital for MRV in case it is needed. Under this context, we see a high risk for the 
company. 

Source: Ipeadata 
 (Base of Oct, 94 = 100) 
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Our expectation is that they reach 219 million reais of cash in their balance sheet by year end. In order to 
keep with current growth level, however, it would be necessary some cash infusion. Whether the company is 
not capable of obtaining capitalization, it should meet hard times to maintain itself at current real estate 
motion. 

Balance Sheet and Financing 
 
Today’s net debt represents 1.96x EBITDA and we estimate a decline after 2009 to a 1.56x EBITDA relation 
by 2011. By 2008 year-end we forecast cash availabilities to account for approximately 67% of their total 
debt which is strongly composed of short term liabilities. We also believe that, in a very near future, the 
company will have to raise capital to continue their project releases. Standard & Poor’s rating for MRV 
(brAA-) will probably be impacted by world crisis and it may be revised by credit agencies in the next 
quarters. 

Investment Risks 
Macroeconomic risks 
 
Exchange rate risk 
Concerning Exchange risk, the company is only marginally affected by local currency depreciation in the 
latest months as: 
1) MRV has no debt in foreign currency (USD). 
2) They do not depend on raw material imports. 
3) They are not exposed to derivatives operations. 
Recent Spike in Exchange rate however may affect commodity prices which are used in construction, like 
cement and steel. At the present time, the company has managed to adjust its prices and direct costs for 
costumers. 
 
Highly sensitive to macroeconomic variables 
Real Estate business is highly sensitive to macroeconomic variables. Interest rate or inflation increase or even 
the reductions of wages in real terms or foreclosures have a significant impact on sales. 
 
Industry risks 
 
Intensification of world’s crisis in Brazil can seriously damage the sector  
Industry success in the last two years is due to credit expansion and an increase on real estate sales. The 
current cycle of interest rate increase in Brazil is likely to impact on demand. 
 
The increase on sales for the last two years has been pressing raw material costs. Huge increase in costs can 
negatively impact company’s margins. 
 
As in the US and the rest of the world, the financial crisis is tightening credit markets. As loan costs get 
higher or loan terms shrinks, constructors cash flows are hit. Not being able to obtain new credit would lead 
these companies into major trouble from reduction of releases until forced mergers in order to survive.  
 
Any bankruptcy in this industry could lead to a systemic crisis as consumer confidence would hold MRV 
sales down. 
 
Company risks 
 
MRV should know how to reasonably manage their working capital 
The company has been publishing high margins in the last years. Reduction of such margins could drive their 
share prices even lower. 
 
Working capital management is fundamental in real estate business, mainly for growth companies as MRV. 
Mismanagement could negatively affect cash flow and reduce the number of new releases. 
 
Obtaining licenses for new constructions could take longer than expected in project cycles. This issue will 
affect company’s working capital negatively as land purchase is previously executed and represents a 
relevant part in potential sales value. 
 
MRV CEO, Mr. Rubens Menin Teixeira de Souza, company’s founder, is one the responsible for the business 
success. Any change in management or his resignation might affect the company. 

Subprime exposure: 
Higher macroeconomic 
sensitivity than high-end 
builders. 
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Income Statement 
R$ thousands 
 
Source: Company Documents, Student Estimates 

 
  2008E 2009E 2010E 2011E 

Gross sales revenue  1,072,740.88   2,671,805.59   2,547,018.62   3,836,392.11  

Deductions over gross revenue     

Taxes over sales  (57,928.01)  (133,590.28)  (92,142.88)  (92,142.88) 

Discounts, rebates and devolutions  (64,364.45)  (160,308.34)  (165,651.95)  (173,667.36) 

Net sales revenues  950,448.42   2,377,906.97   2,289,223.80   3,570,581.86  

Cost of sales  (546,507.84)  (1,386,319.77)  (1,366,666.61)  (2,167,343.19) 

Gross profit  403,940.58   991,587.21   922,557.19   1,403,238.67  

Operational Revenues / (Expenses)     

Sales  (76,035.87)  (190,232.56)  (183,137.90)  (285,646.55) 

General and Administrative  (85,540.36)  (190,232.56)  (183,137.90)  (249,940.73) 

Administrative commissions  -    -    -    -   

Other net income revenues  -    -    -    -   

EBIT  242,364.35   611,122.09   556,281.38   867,651.39  

Depreciation and amortization  1,281.92   3,207.22   3,087.61   4,815.85  

EBITDA  243,646.27   614,329.31   559,368.99   872,467.24  

Operational earnings before interest  242,364.35   611,122.09   556,281.38   867,651.39  

Interest expense  (16,427.23)  (67,150.00)  (102,046.00)  (104,158.00) 

Interest income  38,017.94   22,350.00   23,546.00   25,658.00  

Real Estate incorporation interest earnings  9,504.48   8,306.00   8,500.00   8,500.00  

Operational earnings  242,364.35   574,628.09   486,281.38   797,651.39  

Non-operational result - - - - 

EBT  242,364.35   574,628.09   486,281.38   797,651.39  

Income tax provision / Current Income tax  (19,008.97)  (45,068.87)  (38,139.72)  (62,560.89) 

Deferred income tax  -   - - - 

Net Profit  223,355.38   529,559.22   448,141.67   735,090.50  
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Statement of Cash Flows 
R$ millions 
 
Source: Company Documents, Student Estimates 

 

  2008E 2009E 2010E 2011E 2012E 2013E 

EBITDA     243.65      614.33      559.37      872.47   1.187.44   1.463.35  

(-) Working Capital    (905.52)    (610.75)    (331.75)    (306.02)    (349.54)    (372.83) 

(-) Investments       (9.05)      (13.57)      (14.25)      (14.96)      (15.71)      (16.49) 

(-) Taxes      (38.98)      (98.29)      (89.50)    (139.59)    (189.99)    (234.14) 

FCF To Firm    (709.90)    (108.28)     123.88      411.89      632.20      839.89  

(-) Interest revenues (loss)       21.60       (44.80)      (78.50)      (78.50)      (78.50)      (78.50) 

(-) Minorities      (14.00)      (15.00)      (20.00)      (21.00)      (22.00)      (22.00) 

(+) Financing     298.20  - - - - - 

(+) Others       17.06        43.00        39.16        61.07        83.12      102.43  

FCF To Equity    (387.05)    (125.08)       64.53      373.46      614.82      841.83  

 
 
Balance Sheet 
R$ thousands 
 
Source: Company Documents, Student Estimates 

 
  2007 2008E 2009E 2010E 2011E 

Total assets  1,904,603.00   2,273,042.45   3,458,114.54   3,548,296.00   4,965,100.67  

Current and Non-Current assets  1,886,200.00   2,254,737.52   3,436,036.18   3,557,154.87   4,935,356.28  
Cash & near cash  605,200.00   319,550.00   194,470.00   259,000.00   632,460.00  
Receivables  393,700.00   771,954.62   1,656,937.61   1,676,937.61   2,070,937.48  
House and land inventory  828,500.00   1,078,003.15   1,460,739.08   1,510,739.08   2,059,642.14  
Other receivables  58,800.00   85,229.75   123,889.49   110,478.18   172,316.66  
      
Investments  800.00   82.83   96.41   80.46   125.50  
Property and equipment  11,300.00   10,850.44   12,629.98   10,540.89   16,440.99  
Intangibles  6,200.00   7,371.67   9,351.97   8,448.80   13,177.89  
Total liabilities and Shareholders' equity  1,904,603.00   2,273,042.45   3,458,114.54   3,548,296.00   4,965,100.67  
      
Current and Non-Current liabilities  514,300.00   797,962.53   1,477,996.83   1,276,413.25   1,990,866.08  

Accounts and Notes payable   22,400.00   265,545.76   694,745.28   579,829.41   904,380.07  
Amount due to suppliers  313,800.00   61,706.67   114,923.17   100,178.69   156,252.18  
Other liabilities  178,100.00   470,710.10   668,328.38   596,405.16   930,233.84  
      
Future earnings results  8,900.00   7,868.64   9,930.44   9,012.06   14,056.42  
Interest of Minorities  8,400.00   33,048.27   45,602.90   44,175.18   68,901.56  
Shareholders' equity  1,373,000.00   1,434,163.01   1,924,584.36   2,218,695.51   2,891,276.60  
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Margins outlook 
R$ thousands 
 
Source: Company Documents, Student Estimates 

 
Results 2007 2008E 2009E 2010E 
Net revenues 384,120.00  950,448.42  2,377,906.97  2,289,223.80  
Gross profit 153,837.00  403,940.58  991,587.21  922,557.19  
Gross margin 40.05% 42.50% 41.70% 40.30% 
EBTIDA 113,409.00  243,646.27  614,329.31  559,368.99  
EBITDA margin 29.52% 25.63% 25.83% 24.43% 
Net profit 101,155.00  223,355.38  475,581.39  457,844.76  
Net profit margin 26.33% 23.50% 20.00% 20.00% 

 
 
Relative sector performance 
R$ 
 
Source: Company Documents, Student Estimates 
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Multiples comparison 
 
 
Source: Company Documents, Student Estimates 

 
 P/E EV/EBTIDA 
Companies 2007 2008E 2009E 2010E 2007 2008E 2009E 2010E 

Cyrela Realty 14.1 5.99 3.75 2.70 10.73 9.65 5.99 4.25 
Gafisa 13.99 6.96 4.22 3.57 10.17 7.48 4.96 3.79 

PDG Realty 11.72 7.61 4.67 3.27 10.44 6.24 3.69 2.80 
Tenda - 1.29 0.74 0.51 12.04 0.52 0.27 0.18 

Rodobens 7.88 2.97 2.12 1.61 6.44 3.73 1.79 1.20 
 
 

Industry companies  YTD Average volume 2008  
Abyara -93.4%             3,216,950.90  
Agra -88.0%           12,127,282.75  

Brascan -65.2%             2,211,520.41  
Company -62.4%             1,798,377.43  

Cyrela Realty -54.3%           47,923,664.42  
Gafisa -54.9%           31,713,689.86  
Inpar -92.1%             3,491,900.19  
JHSF -64.0%               565,336.12  

João Fortes -75.1%             1,078,805.59  
Klabin Segall -78.0%             2,222,514.52  

MRV -66.1%           18,379,971.66  
PDG Realty -56.8%           12,255,987.79  
Rodobens -50.2%             1,416,308.63  

Rossi -82.8%           21,706,172.86  
Tenda -89.7%             6,868,090.66  

Industry index -65.7%           11,131,771.58  
Ibovespa -42.1%      5,263,655,192.28  
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Sensitivity analysis 
 
Source: Company Documents, Student Estimates 

 
  Terminal growth rate  

 3% 4% 5% 6% 7% 
17.13% 29.99 27.76 29.87 32.44 35.63 
18.13% 24.88 26.49 28.41 30.72 33.57 
19.13% 23.84 25.32 27.07 29.15 31.7 
20.13% 22.87 24.23 25.82 27.72 30.01 

K
e

 

21.13% 21.97 23.22 24.68 26.4 28.47 
 

 
Potential Sales Value 
R$ billions 
 
Source: Company Documents, Team Estimates 

 

 

 Terminal growth rate  
  3% 4% 5% 6% 7% 
14.14% 29.18 31.42 34.16 37.57 41.94 
15.14% 26.29 28.1 30.26 32.9 36.19 
16.14% 23.84 25.32 27.07 29.15 31.7 
17.14% 21.74 22.97 24.4 26.08 28.1 

W
ac

c
 

18.14% 19.93 20.95 22.14 23.51 25.14 
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Disclosures: 
Ownership and material conflicts of interest: 
The authors, or a member of their household, of this report do not hold a financial interest in the securities of this company.   
The authors, or a member of their household, of this report do not know of the existence of any conflicts of interest that might bias the content or publication 
of this report.  
Receipt of compensation: 
Compensation of the authors of this report is not based on investment banking revenue. 
Position as an officer or director: 
The authors, or a member of their household, do not serve as an officer, director or advisory board member of the subject company. 
Market making: 
The authors do not act as a market maker in the subject company’s securities. 
Ratings guide: 
Banks rate companies as either a BUY, HOLD or SELL.  A BUY rating is given when the security is expected to deliver absolute returns of 15% or greater 
over the next twelve month period, and recommends that investors take a position above the security’s weight in the IBOVESPA, or any other relevant 
index. A SELL rating is given when the security is expected to deliver negative returns over the next twelve months, while a HOLD rating implies flat 
returns over the next twelve months. 
 
 
Disclaimer: 
The information set forth herein has been obtained or derived from sources generally available to the public and believed by the authors to be reliable, but 
the authors does not make any representation or warranty, express or implied, as to its accuracy or completeness. The information is not intended to be used 
as the basis of any investment decisions by any person or entity. This information does not constitute investment advice, nor is it an offer or a solicitation of 
an offer to buy or sell any security. This report should not be considered to be a recommendation by any individual affiliated with CFA Brazil or the 
Investment Research Challenge with regard to this company’s stock.  


