PROPOSAL FOR CAPITAL FUNDING
Real Estate Development in Pedra Branca, Santa Catarina, Brazil
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PROPOSAL FOR CAPITAL FUNDING
Real Estate Development in Pedra Branca, Santa Catarina, Brazil

9th December 2015

1. OVERVIEW

Treadstone Homes are pleased to submit this proposal to investors for the opportunity to provide real estate
development in the thriving market sector of the more affordable apartments in Pedra Branca, Palhoça, in the
state of Santa Catarina, Brazil. We have partnered with one of the largest and certainly the most reputable
property company in South Santa Catarina. The investor buys into one or more projects, the land of which is
already owned outright by the partner and ready to start in weeks or has already commenced.
Treadstone’s new partner enjoys an extremely high reputation and is a very well-known property company with
several satellite businesses under the same holding umbrella. This includes one of the best estate agencies in the
area and a construction company with more than 350 employees. They are the eighth company to be awarded
the Selo Azul Quality Certificate by the country’s largest state-owned bank, Caixa Federal Economica.
The partnering company has 10 consecutive years of positive results, having built more than 4,500 units with over
a total of 415,000 m2 built area and a cumulative sales turnover of US$ 170 million globally. Their existing Land
Bank secures construction sites for the next 20 years.
Our business partner
wants
to
grow
exponentially, though they
are unable to keep up with
present demand. Private
investment will enable
them to (a) accelerate their
growth rate, given that the
bank releases money in
slow instalments, and (b)
Improve net profits, as
bank costs/taxes are high
for Brazilian shareholders.
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1.1 The Objective for the Investor
• Immediate start: no time or run-in costs
• Quality assurance: established and reputable trading (ISO9001 regulated)
• Fast turnover: market sector of affordable apartments (200 units sold in 3 days at ‘Feirao de Imoveis’)
• Government approved: actively working Home Buyers’ schemes (‘Minha Casa Minha Vida’)
• High returns
• Many comparables available, such as previous phase sales values achieved
• Total financial transparency
• Low taxes
• Safeguarded funds: see “Patrimônio de Afetação” below

1.2 The Opportunity
Whereas the above requirements are very hard to find in today’s investment climate, Treadstone Homes has
partnered with a company that meets all those criteria and offers such projects to investors. Treadstone Homes
has relocated their offices to the partner’s HQ in order to have the shortest communication link with the inhouse Legal Department, Construction Management Department, Marketing Department, IT Department and
Financial Administration Department. Their separately owned estate agency is approximately 2 miles away in
the centre of the town with regular traffic between the sales offices of the Head Office. All offices are served by
the company’s own IT mainframe and all building sites are constantly monitored by webcam, accessible from
the head office. The CEO and his teams will continue their day-to-day operations with the investor fulfilling a
non-executive role.

1.3 Patrimonio de Afetação
To safeguard the investment, the company has set up a ‘Patrimonio de Afetação’, an entity which ring fences
the funds, allowing these to only be released against pre-determined cost centres at pre-determined times. This
Patrimônio de Afetação is heavily regulated and protected by law to attract foreign investment. It has been set
up solely for the protection of investors and purchasers of the individual apartments and offers very significant
tax incentives. The facility is essentially a separate entity which is not linked to any other assets or liabilities that
are held by the developer/construction company. In a case of legal proceedings and/or a lien on property, the
funds and assets within the Patrimônio de Afetação cannot be affected. Even with bankruptcy, the Courts will
see to a full protection of the funds and allow the project to be finished by a developer chosen by the Investors.
As previously described, the Patrimônio de Afetação is heavily regulated and quarterly Returns are required.
This financial administration is subject to inspection by the Committee at any time.
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1.4 The Investment
There are 3 options available:

1.4.1 OPTION 1 – The Village: 1,032 Apartments (291 Pre-Sold At Present) - Class B

•

Profit on Investment after 24 months: >100%, taxed at only 4% (already allowed for in costs)

•

The Village development is incorporated by a separate Limited Company, in which 40% shares are offered
to the investors

•

Investment in the largest project in Pedra Branca, ‘The Village’: a project to be built in 4 phases:

Total GDV:

R$ 39,000,000 (including 30 offices)

Phase I:

60% (pre-sold)

Phase II:

40%

Phase III:

30%

Phase IV:

0%

The last phase is to be released when the Government House Buyer’s Assistance lending ceiling is raised to
Minha Casa, Minha Vida III (‘Minha Casa, Minha Vida’ has R$ 400 billion in funds available to the public). Class
‘B’ properties subject to 4% tax on profits.

INVESTMENT PLAN PHASE I:

Duration 2 years (excluding delays caused by weather conditions)

Investment required:

R$ 5,000,000 investment buys 40% shares in the company

18th December 2015
st

R$ 1,000,000

1 January 2016

R$ 1,000,000

1st February 2016

R$ 1,000,000

On signing with bank

R$ 2,000,000

After completion of the sales of Phase I the above is then repeated for Phase II (June 2016), III (December 2016)
& IV (February 2017), each over the 3 month period.
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FORECAST
Total Cost Phase I:

R$ 26,000,000 (incl. 4% profit tax, 20% project management fee & commission)

Total GDV Phase I:

R$ 39,000,000

Total Profit:

R$ 13,000,000

40% share in profit

R$ 5,200,000

ROI on investment

R$ 5.2m/5m = 104% in 24 months

The investor does not have to wait for the arrival of profit until the end of the final apartment sale. This is because
of the ‘entrega/parcela’ payment method, as is common in Brazil, where buyers start paying monthly from
signing and paying their deposit prior/during the construction. Typically, after an estimated one year of building
commencement, each phase will provide a monthly income of approx. R$220,000+ until the balance of the sales
has been received.
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1.4.2

OPTION 2 – Canto Guarda Phase II

•

A development of Class ‘C’ properties (subject to only 1% tax)

•

Construction has already started and is 10% complete. It comprises 192 apartments at an extremely
affordable price of R$100,000 each, over 4 blocks, with 4 floors each (total 10,000 m2 constructed).

•

The Canto Guarda development is incorporated by a separate Limited Company, in which 40% shares are
offered to the investors

INVESTMENT PLAN PHASE I:

Duration 12 months (excluding delays caused by weather conditions)

Investment required:

R$ 2,500,000 - 3,000,000 for 40% of the shares

FORECAST
Land value:

R$ 1,500,000 as input by owner

Construction costs (excl. land):

R$ 13,000,000

Total GDV:

R$ 19,000,000

Profit:

R$ 5,700,000

40% share in profit

R$ 2,296,000

ROI on investment

R$ 2.3m/2.5m = 92% in 12 months

The above investment required depends on final figures produced by the bank Caixa Federal in January, but
will be no more than R$3,000,000.
Note: Canto Guarda Phase I was sold 100% and constructed within 15 months.
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1.4.3

OPTION 3 – Purchase of Group Shares (incl. Estate Agency)

Investment required: purchase 50% of shares for R$ 29,000,000
Our business partner currently uses the bank Caixa Federal to fund their construction activities and pays
approximately 15% interest per year, whereby the company inputs 50% and the bank contributes the other 50%.
Over a typical project duration of 30 months, this means our partner developer ends up paying 38% interest on
borrowings. On top of that, funds also carry an additional 15% tax on profits in Brazil.
If the development company would work with a private investor, it would no longer need to pay high interest and
taxes on profits.
The above purchase price is the anticipated cost to complete all other projects under construction. By receiving
this R$ 29,000,000 from an investor, the development partner will sell 50% of its company group, including the
highly successful estate agency. The reasoning behind this is that by being able to fund the construction of all
projects at once the company can accelerate the build process dramatically, as banks often cause a delay between
50 – 75% on top of the construction time, due to audits and other extensive bureaucracy.
Due to Brazilian tax incentives to attract foreign capital, the investor will only be taxed between 1-4%.
Our partner developer will be able to exponentially grow the company, which already owns a land bank for more
than 20 years of construction, and make much more profitable gains than keeping 100% shares and continuing
funding through Caixa Federal. Treadstone will assist in the management of this growth and completion of projects
as part of the partnering framework.
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1.5 TAXATION

1.5 Taxation – 1% to 4%

The tax system in Brazil is complex. However, it offers far more beneficial rates for investors than
anywhere else.
To illustrate the taxes and interests payable, we look at both developments The Village and Canto
Guarda II:
TAXATION - CANTO GUARDA
(1) Build costs

R$ 13,453,079

(2) Loan Caixa EF

R$ 9,301249

(3) Investment by R$ 4,161,830
bank Pessoa Juridica

Ref (2): this amount concerns the loan from the bank (Caixa Econômica Federal), which refers to
purchase contracts signed by the buyers. Because of this structure, the R$ 9,301,249 is exempt from
bank interest to the company. The interests are paid by the buyers directly to the bank. Therefore this
bank interest bears no relation to the investors’ costs.

Ref (3): this amount is the money invested by the bank in the development. This amount has an annual
interest of 8.3% according to new rules set up by Caixa Econômica Federal. However, if the R$ 4,161,830
is supported by the investors, it will be exempt from interests. Therefore, those interests are only paid
when a PJ (Pessoa Jurídica, which means a company) is borrowing money from Caixa Econômica Federal,
in order to finish the development.
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TAXES LEVIED OVER SALES VALUE Canto Guarda II: (see part 4.1.1):
Since this development is a Minha Casa, Minha Vida type 2, Class C, with Patrimônio Afetação, the taxes
charged are only 1% over the GDV (R$ 19,152,000). There are no mores taxes or interests to be paid by
the company and investors concerning this development.
Another important aspect to be mentions is how the taxes are paid. The VGV for Canto Guarda II is
R$ 19,152,000. Let’s assume that 100% of the development has been sold (even though often the
company and investors get to own some of the units available): the total taxes paid is only R$ 191,520,
distributed on monthly amounts from the sales proceeds the moment the units are sold.

TAXATION - THE VILLAGE DEVELOPMENT:
Tax is levied in an identical manner to The Village development. The only difference is that the
taxes charged over the VGV are 4% (since it is a Class B development) instead of 1%.
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2. SUPPORTING INFORMATION
2.1 WHY INVEST IN THE REAL ESTATE MARKET OF SANTA CATARINA?
Santa Catarina is a privileged state in the southern coast of Brazil, filled with natural beauty, close to large urban
areas and high quality of life. The state’s economy and industry were strengthened in the past few years. There
are five ports in the nearby cities of Itajaí, Navegantes, Imibituba, São Francisco do Sul and Itapoá; and there are
11 cities amongst the 50 best cities with the best quality of life in Brazil, according to the Atlas of
Human Development in Brazil from the United Nations. Work and business opportunities are countless,
which is why Santa Catarina has attracted people from all over Brazil and the rest of the world to start a new
life here. In 2010 Santa Catarina was the eighth best state with regards to foreign investments (US$ 5.9 billion).
2012 ECONOMIST INTELLIGENCE UNIT STUDY:
BEST:
6th general ranking
3rd political environment
5th foreign investments policies
5th human resources
2nd sustainability

2012 DOING BUSINESS WORLD BANK STUDY
1st state with least difficulty in fulfilling contracts and registering these with the Registrar
2nd state in lowest costs to register properties
3rd state in low taxes
9th easiest state to do business in
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Source: Business & Investments in SC / FIESC

The real estate expansion and greater extent of loan concession enhances the number of developments in all
Brazil. However, it is in the state of Santa Catarina (more precisely, on the coast), that the larger investments are
concentrated. Cities such as Balneário Camboriú, Palhoça, São José and Florianópolis have an accelerated growth
in the real estate market. One of the greatest challenges in this field is to provide urban planning solutions that
guarantee best quality of life for the residents from those cities. Mobility and public security are only a couple of
many fundamental claims of the local population. Therefore, our developments find the perfect compromise
between what the client wants and what the community needs as a whole. The coast of the state of Santa Catarina
is an up-and-coming location when it comes to the real estate market in Brazil. Natural beauty, job opportunities
and sustainable urban growth are only a few of the many reasons why the area of Palhoça and Florianópolis is
well known for its highest quality of life in Brazil (Brazil’s national magazine ‘Veja’).

2.2 GROWTH OF THE REAL ESTATE MARKET IN PALHOÇA
In 7 years and with 7,000 new
developments, the economic
visibility of the city of Palhoça
was considered in 2012 by
Revista Exame to be 8th out of
40 cities in Brazil for economic
growth. From all the 295 cities
in the state of Santa Catarina,
Palhoça was the only one to
be part of the list, increasing
the internal revenue to almost
870% from 2004 to 2012.
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3. VISUALS OF INVESTMENT OPPORTUNITIES

3.1 THE VILLAGE

The Village will be located just at the edge of the villa park of Pedra Branca
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Phase I, II, III & IV of The Village, Pedra Branca – 16 towers in total
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3.2 CANTO GUARDA PHASE II
Canto Guarda Phase I was sold 100% and constructed within 15 months

The development of
Canto Guarda Phase II
is currently 10%
underway
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4. SECURITY

4.1 SECURITY OF THE INVESTMENT
We are in the possession of fully audited quarterly accounts with the most recent being 25th November 2015.
The investment is secured by a number of measures, which are heavily regulated by Brazilian Law. They have come
into effect fairly recently and are therefore in tune with current investment and banking practices.

4.1.1 PATRIMONIO DE AFETACAO
The Patrimônio de Afetação gives the buyers and investors security in case of the company’s bankruptcy or any
other third party claims. The Patrimônio de Afetação is effectively a separate entity, with its own bank account(s).
Brazilian Law is very strict on the parties pre-agreeing on which items the funds will be spent and by whom. A
Patrimônio de Afetação committee reserves the right to inspect the books at any time and it also requires interim
accounts by an independent Chartered Accountancy firm. This very advanced protection of investment funds has
not reached the shores of the UK or USA yet. The Government put this in place to protect its much welcomed
investors as well as its people who are buying, as in the past investment funds were often mismanaged. The
government has pledged to improve the housing market in the form of attracting foreign investment, forcing
banks to relax their lending criteria, offering financial assistance to first time buyers on a grand scale and
protecting the construction and financial management of housing schemes from malpractice.
Today with a Patrimônio de Afetação in place, investors’ funds are safe. Even if the company would go bankrupt
or faces claims for any amount, these funds cannot be touched by third parties. By agreement between the
appointed Patrimônio de Afetação administration and the investors, these funds can only be spent on finishing
the development. As a ‘reward’ for setting up the Patrimônio de Afetação, the Inland Revenue maintains
extremely low tax rates on profits.
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4.1.2. INSURANCE
Furthermore, every development has 2 types of insurance:

Seguro de Risco de Engenharia: this insurance assures that any engineering problem in the construction
can be easily and rapidly solved without impairing the construction schedule.

Seguro de Conclusão de Obra: this insurance covers all legal and administrative expenses which would be
incurred by making alternative arrangements, ensuring that the entire development will be finished as per
specification in case of a bankruptcy. This is a mandatory insurance when a developer sets up a Patrimônio de
Afetação.

4.1.3. SPV
Additionally, the investor’s company would own 40% of the development through an SPE (Sociedade de Propósito
Específico) with its own CNPJ (an SPV company with its own registration). The contract between the development
company and the investors – including the investors’ shareholding in the development – would be submitted to
the Cartório de Registro de Imóveis (Real Estate Notary Office) and the Junta Comercial do Estado de Santa
Catarina (Santa Catarina Commercial Registration Board).
In our view, the above measures are by far more effective than a lien on another property (collateral guarantee).
In the traditional methods of (re)possessing properties, all sorts of complications can arise: properties may have
hidden defects, illegal alterations made to them, and of course the additional time, cost and effort to liquidate
those assets through auctions etc.
With the above SPV, Patrimônio de Afetação and mandatory insurances, investors’ funds are in safer hands than
ever.
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5. OUR PROPOSAL

5.1 TREADSTONE HOMES - STRUCTURE
Treadstone Homes’ directors are highly qualified and experienced with a combined experience of more than 25
years in property and construction and carry qualifications in urban planning, development and both mechanical
and environmental engineering. Furthermore, each project comprises a team of accredited professionals including
but not limited to:

•
•
•
•
•
•

Chartered Fellow Managers
Chartered Building Engineers
Chartered Architectural Technologists
Chartered (Project Management) Surveyors
Chartered Construction Managers
Chartered Environmental Engineers

Treadstone Homes is fully registered with Chamber of Commerce Sao Paulo and Receita Federal (Inland Revenue).
Treadstone Homes are proud to have been accepted as International Corporate Member of the Royal Institution
of Chartered Surveyors, Chartered Association of Building Engineers, Chartered Institute of Architectural
Technologists and The Society of Environmental Engineers in the United Kingdom. Additionally, Treadstone Homes
have been approved as Corporate Member of FIABCI-BRASIL, the world’s largest real estate federation. All of the
above professional bodies regulate Treadstone’s business activities and we are proudly committed to corporate
social responsibility and ethical conduct.
In order to facilitate the shortest possible link between investor and investment, the investor is able to
communicate with our London-based director, thereby avoiding time zone complications and delays. Our
Florianopolis HQ will be managing the activities in Santa Catarina full-time from a separate office within the office
buildings of our partner developer and its estate agents. We communicate in fluent Brazilian-Portuguese as well
as English and it is this international connection and professional approach which makes us unique.
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5.2 OUR PROPOSAL
Our input includes negotiating and creating this package, structuring and overseeing the works by working closely
with the Marketing, Construction, Legal and Finance Department and reporting to the investor and being a general
liaison in Brazil for the investor, whilst running our operations from our offices located within the premises of the
Construction Group.
We retain 10% of the profits and, in the case of option 3, retain 5% of the shares in the Developer’s Group of
Companies.
Our agreement with our partner is such that we will observe discretion and it is for this reason that our new
partner developer wishes to keep the accounts confidential until the next stage. We will be able to provide the
most up to date balance sheet, sales revenue, budget & schedule accounts in due course.
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