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OVERVIEW 

Your firm, Five Forts Partners, is considering an investment in a 303-unit multifamily 
development (V:House) in São Paulo, Brazil, in the Faria Lima commercial and financial center 
of the city. 

The developer, Valyrian Developments, has brought you the project and claimed that it will 
deliver a 30% IRR over five years. The total equity contribution from the developers and your 
firm will be approximately R$ 40 million in the Base Case scenario, with the developers 
contributing 20% and your company providing the remaining 80%. 

Average home prices in São Paulo increased by 20-30% per year in 2009 – 2011, but slowed to 
16% growth in 2012 and 14% growth in 2013. Nevertheless, the developers believe that even 
with home price appreciation of under 10% per year, the development is still viable. 

Your firm specializes in opportunistic real estate investments in emerging markets, and it seeks 
to earn at least a 25% IRR with a 2.0x multiple of invested capital. In downside scenarios, your 
firm aims to earn at least a 1.2x multiple of invested capital. 

To mitigate risk, the 303 units in the V:House development will all be pre-sold prior to 
completion of the project. The development is geared toward younger professionals with 
above-average incomes who work in the finance, advertising, and technology industries. 

Your company is expecting a 20-slide proposal from you that includes both a recommendation 
and an assessment regarding the funding of the V:House development. 

Your 20-slide proposal should answer the following questions: 

• Would you recommend funding the development of V:House? Why or why not? 
 

• How feasible does the deal look in more optimistic and more pessimistic cases, and 
which scenario do you think is most likely? 
 

• What would change your mind about the deal and make it more feasible (if you’re 
against the deal) or less feasible (if you’re for the deal)? 
 

• What are the key risk factors, and how could you mitigate them? What additional data 
or analysis might you be able to use to reduce these risks? 
 

• What additional information would you request from the developers and architects to 
better guide your investment decision? 

You should submit your Excel file and your 20-slide proposal with responses to the questions 
above within one week of receiving this case study. 



DEVELOPMENT SUMMARY 

The V:House development (“the Project”) aims to combine the luxury and services of a 5-star 
hotel with the convenience and community of a residence. The 303 units in the 23-story 
building will range from 36 square meters to 209 square meters, and in total there will be 
39,200 rentable square meters. 

The Project will be located on Faria Lima Avenue, which, along with the Downtown and Paulista 
Avenue areas, is one of the most promising, upscale financial centers in the city. 

It is within walking distance of the Faria Lima subway station, the Iguatemi São Paulo Shopping 
Center, and the Dacon Building, one of the most iconic skyscrapers in the city. 

Additionally, the Project overlooks a high-end, single-family neighborhood, ensuring that views 
from all stories will remain unobstructed. 

The location provides convenient access to the city’s train and bus systems, as well as to the 
São Paulo/Guarulhos International Airport (40 kilometers away, approximately 40 minutes by 
car).  

The amenities will be commensurate with the sophistication and purpose of the Project: 

• Doorman and bilingual receptionist 24 hours per day. 
• Central laundry facilities. 
• Daily cleaning services for all units, and on-site dry cleaning. 
• Indoor and outdoor pool, sundeck, and spa. 
• Fitness center with personal trainer and yoga/Pilates classes. 
• On-site massage therapist. 
• Lounge bar and party room. 
• Meeting room and business center with private offices. 
• Valet parking. 
• Monthly events for residents, including wine tasting and poker nights. 
• Pet care, including dog walking, veterinary consultations, and bathing and grooming. 
• Concierge services, including restaurant and event reservations and personal shopping. 

Groundbreaking is scheduled for October 2014, with an estimated completion date of late 2018 
to early 2019. 

 

 

 

 



MARKET DESCRIPTION & COMPARABLE PROPERTIES 

São Paulo, with a population of nearly 12 million, is not only the most populous urban area in 
Brazil, but is also the sixth most populous city in the world. 

It surpassed Rio de Janeiro in the mid-1960s, and has seen even more rapid growth in recent 
years. The population for the entire São Paulo urban area is projected to reach nearly 25 million 
by 2025 (the current population is approximately 20 million): 

 

The suburbs on the outskirts of the city have seen even more rapid growth, with the population 
rising from 6.7 million to 8.4 million over the past 10 years; at current growth rates, the 
majority of the population will live in the suburbs in 30 years: 

 

This population growth has been driven by high economic growth in the city, including a shift 
away from heavy industry toward service and technology-based activities. The entertainment, 
construction, and tourism sectors are also growing at a rapid pace. 



Despite the growth of these economic sectors, manufacturing is still incredibly important, and 
São Paulo’s industrial production is the largest, by far, of any Brazilian city. Leading sub-sectors 
include textiles, mechanical and electrical appliances, furniture, foodstuffs, chemical and 
pharmaceutical products, motor vehicles, transportation equipment, and farm machinery. 

Approximately 55% of the city’s population is employed, with a median per-capita income of 
R$ 39,799 compared with a median income of approximately R$ 24,000 in Brazil as a whole. 

While the economy of Brazil is expected to grow at a flat rate or decline in the next two years, 
growth is expected to return to 2-3% in 2017 through 2020: 

 

Along with this economic growth, the country’s population is expected to rise at a steady rate 
through 2020: 

 



The performance of the residential real estate market in São Paulo has been mixed, with rapid 
price growth in the years after 2009 followed by more modest price increases recently: 

• São Paulo Nominal Home Price Increase, 2009: 22% 
• 2010: 24% 
• 2011: 27% 
• 2012: 16% 
• 2013: 14% 

When adjusted for inflation, home price appreciation is lower by 
5-7% per year. 

These price increases trend closely with overall Brazilian real 
estate price appreciation between 2009 and 2013. 

The Brazilian economy and housing market have both slowed 
recently due to overdevelopment and the declining price of oil, but demand for apartments in 
multi-unit buildings remains high. 

For example, in the first nine months of 2013, condominium sales in the city rose by 31%, 
despite a 13-14% increase in prices. 

One comparable property is Parque Global on the banks of the Pinheiros River, which will cost 
$450 million USD (~R$ 990 million at current exchange rates) and contain 672 condominiums. 

It is intended for a higher-end clientele than V:House, and despite the “market slowdown,” the 
investors have presold 80% of the units in a matter of months. 

The asking prices for apartments in Parque Global exceeded the average in the city by 34%, at 
R$ 10,718 per square meter compared with a city-wide average of R$ 8,003 per square meter. 

A full set of comparable properties under development is shown below: 



 

Asking prices were not available for these properties (aside from Parque Global above). 

Sales comps were not available, but the following list of comparable “for sale” apartment units 
between 40 and 500 square meters in size should provide a sense of the current market rates: 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Comparable "For Sale" Properties for V:House - Unit Sizes Between 40 and 500 Square Meters

Construction Unit Size Asking Price Asking Price per
Property / Address: Neighborhood: Status: in Square Meters: per Unit: Square Meter: Comments:

Luxury Apartment in São Paulo Morumbi Completed 500.0 4,500,000R$     9,000R$              

Luxury tower with 1 apartment per 
floor; 8th floor unit; 2 acres of 

private gardens; superior amenities.

Offplan Penthouse - Pinheiros Pinheiros Under Constr. 274.0 4,700,000          17,153                 
4-BR unit; 2 garages; similar 

amenities.

São Paulo Luxury Apartments Chácara Klabin Under Constr. 265.0 1,833,230          6,918                   
3-BR and 4-BR units; up to 371 sq. m. 

units; inferior amenities.

Sao002 - Apartment Jardim Paulista Completed 137.0 1,770,000          12,920                 

3-BR unit; renovated in Aug 2014; 
3rd floor of 12-floor building; similar 

amenities.

Beach Condos - Praia Grande Praia Grande Under Constr. 80.0 575,000             7,188                   
2-BR and 3-BR units; 2 towers of 35 

floors each; 1-2 garage spaces.

Apartment in Trianon-Masp Trianon-Masp Under Constr. 47.0 297,000             6,319                   
2-BR unit; next to Avenida Paulista; 

inferior amenities.

Apartment in Moema Moema Completed 42.0 316,000             7,524                   
1-BR flat; garage for 1 car; similar 

amenities.

Median: 137.0 1,770,000R$    7,524R$             
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PHOTOS 

Property construction has not yet begun, but you can see an artist’s renditions of the exterior 
and interior areas of V:House below: 

 

 

 

 



 

 



 

FLOOR PLANS 

Both apartment (36, 46, or 64 square meters) and duplex (89, 118, 156, or 209 square meters) 
units will be available. You can see floor plans for all the unit types and sizes below: 

  

 

 

 



 

 

  

 



 

 

CASE STUDY INSTRUCTIONS 

In this case study, you will analyze the proposed V:House development under different 
scenarios and build a monthly cash flow and returns model over eight years. 

Unlike in a financial model for a core or value-added opportunity, in an opportunistic, “ground-
up” scenario like this, you assume that the developers draw on debt and equity over many 
months as the property is developed. 

Additionally, you will assume that the owners pre-sell units before development begins; this is a 
common requirement in many markets, including Brazil, since it reduces the risk for both the 
investors and the new owners. 

To build this model, you will start by entering the key assumptions for the property, such as its 
rentable and gross square meters, the asking price for the plot of land, the development costs, 
and the selling price for each unit, as well as the number of units presold each month. 

You will use this information to project the number of apartment units sold and the total sale 
value each month. 

In Brazil, typically a portion of each apartment’s selling price is due upon purchase, with 
another portion due during the construction period, and the remainder due upon completion of 
the unit. You will need to reflect these payment terms in your model. 

Then, you will project the development expenses and determine the required debt and equity 
draws each month, as well as the debt principal repayments and interest expense. 

You will conclude by calculating the Cash-on-Cash Multiple and IRR to both the developers and 
the investors (your firm) in this project, creating summaries of your findings, and running 
sensitivities to determine the viability of the investment under different scenarios. 



Finally, you will write and present the 20-slide recommendation that Five Forts Partners is 
expecting from you. 

PART 1 – Key Assumptions and Operating/Market Scenarios 

The Project will have 303 units total, but the construction process will proceed in three phases 
to reduce risk. 

Instead of pre-selling all the units in V:House at the same time, the developers will begin by 
selling “mid-sized” units to prove the viability of the Project, then proceed to bigger units, and 
then conclude with smaller units. 

You can see the plans for all the phases below: 

Phase Number: Units to be Presold: Average Unit Size: 

Phase I 50 125 square meters 

Phase II 153 150 square meters 

Phase III 100 100 square meters 

 

Note that in Brazil, typically 30-40% of the units in a project must be presold before the 
developers and investors can draw on a construction loan. 

This requirement means that any cash flow shortfall in the earlier phase will have to be funded 
by equity rather than debt. 

Note also that each phase’s construction period will begin ONLY when a certain percentage of 
the units in each phase are presold. 

Key Assumption: Value or Calculation Method: 

Rentable to Gross Square Meter %: 80.0% 

Floor Area Ratio (FAR): 4.0 

Month 1 Payment for Land: 50.0% 



Remaining 50.0% Payment for Land: Month 6 

Upfront Payment for Presold Apartments: 30.0% 

Required Payment for Presold Apartments 
During Construction Phase: 30.0% 

Payment Method for Presold Apartments 
During Construction Phase: Straight-Line Over Construction Period 

Required Payment for Presold Apartments Upon 
Construction Completion: 40.0% 

Percentage of Apartments in Each Phase That 
Must Be Presold for Construction to Begin: 60.0% 

Percentage of Apartments in Each Phase That 
Must Be Presold for the Next Phase to Begin: 60.0% 

Length of Construction Period in Each Phase: 24 Months 

 

Please use the following assumptions for the operational and financial profile of the property: 

Key Assumption: Base Case: Downside Case: Upside Case: 

Lot Price per Square Meter: R$ 1,800 R$ 1,600 R$ 2,000 

Apartment Selling Price per 
Square Meter: R$ 8,200 R$ 7,500 R$ 9,000 

Sales Velocity per Month (in Each 
Phase): 6 Units 4 Units 8 Units 

Apartment Sales Price Inflation, 
Years 1 – 2: 8.0% 6.0% 9.0% 

Apartment Sales Price Inflation, 
Years 3 – 4: 6.0% 4.0% 7.0% 

Apartment Sales Price Inflation, 
Years 5 – 8: 4.0% 3.0% 5.0% 

Expense Inflation, Years 1 – 2: 7.5% 6.0% 8.0% 



Expense Inflation, Years 3 – 4: 5.5% 4.0% 6.0% 

Expense Inflation, Years 5 – 8: 3.5% 3.0% 4.0% 

Hard Costs per Square Meter: R$ 4,200 R$ 4,500 R$ 3,900 

Developer Fees % Monthly Sales: 10.0% 10.0% 10.0% 

Soft Costs % Monthly Sales: 11.0% 11.0% 11.0% 

 

Unlike in a value-added or core deal, there is no strict Loan-to-Cost (LTC) Ratio here. 

Instead, the developers will draw on equity when there is an operating deficit and fewer than 
40% of the total apartments across all phases have been pre-sold. They will draw on debt 
whenever more than 40% of the total units across all phases have been pre-sold. 

In the Base Case scenario, this produces LTCs that are still in-line with LTVs for value-added and 
core deals. 

Please assume that the investors and developers BOTH contribute equity as it is needed, in an 
80/20 ratio. 

Please use the following assumptions for the debt: 

Term: Construction Loan: 

Percentage of TOTAL Apartments in Project 
That Must Be Presold Before Loan Draw: 40.0% 

Loan-to-Cost (LTC) Ratio: N/A – Depends on the assumptions 
and scenarios 

Interest Rate (Fixed): 12.00% 

Interest Accrual: 
Interest accrues for the portion of 

interest that exceeds the property’s 
cash flows in a given month 

Maturity: N/A 



Optional Debt Repayment: 
Assume that any excess cash flow is 
used to repay debt FIRST before it is  
distributed to the equity investors 

 

As with most real estate deals, there will also be a “waterfall” structure for distributing the 
returns between the equity investors (Five Forts Partners) and the developers (Valyrian 
Developments). 

Since this is an opportunistic deal in an emerging market, the hurdle rates are higher than they 
would be for a value-added or core investment. 

Please use the following assumptions for the waterfall returns structure: 

IRR Level: Investor Share: Developer Share: 

Up to 20%: 80% 20% 

Between 20% and 25%: 70% 30% 

Above 25%: 60% 40% 

 

PART 2 – Construction Timeline and Monthly Sales 

In this part of the case study, you will complete a “construction timeline” for the property that 
shows the number of units sold in each phase, the cumulative units sold, the total value of units 
sold, and the status of the development (pre-construction, construction, or post-construction). 

You should base these figures on the assumptions given above in Part 1. 

This timeline should extend out a maximum of eight years since your fund does not consider 
opportunities that take longer than eight years to realize. 

As such, if you run into scenarios where the construction period frequently takes more than 
eight years, you should NOT be considering an investment in this property. 

Once you have projected the # of monthly units sold, the cumulative units sold, the percentage 
sold, and the total value of apartments sold in each month in each phase, turn your attention to 
the sales figures. 

Remember that an upfront deposit is required for each apartment sale, followed by continued 
payments over the construction period, and then a final deposit once construction is complete. 



Set up these formulas and calculate the Total Monthly Gross Sales at the bottom of your 
schedule. 

PART 3 – Expenses and Equity and Debt Draws 

The main expenses include Land Acquisition Costs, Hard Costs, Developer Fees, and Soft Costs. 

Tenant Improvements and FF&E (Furniture, Fixture & Equipment) are not relevant because the 
apartment units are all presold without regard to individual tenants’ preferences; it is up to 
them to customize the apartments as they see fit. 

You can calculate the Gross Income by taking the Total Monthly Gross Sales and subtracting all 
these expenses. 

Then, turn your attention to the debt and equity schedule and assume that equity is used until 
40% of the total units in the complex have been presold, after which the Construction Loan is 
used to cover any operating deficit. 

Base the interest expense on the beginning monthly balance to avoid circular references. 
Assume that any interest expense that cannot be satisfied by the property’s Gross Income 
accrues to the loan principal instead. 

Assume that loan principal is repaid whenever there is sufficient cash flow to do so. 

If there is no outstanding loan balance or the loan has already been repaid in full, then cash 
flows from the property should go to the equity investors. 

PART 4 – Waterfall Returns Schedule 

In this section of the case study, you will build the waterfall returns schedule and distribute the 
returns between the developers and the investors. 

Please make sure you: 

• Consider the TOTAL cash flow to equity investors, i.e. that you factor in both the equity 
invested in a given month and the net cash flow after debt service in that month. 
 

• Base the distributions on the TOTAL IRR for the property, not just the IRR to the 
developers or the investors. 
 

• Create a summary at the end showing the unleveraged cash flows and returns, as well 
as the leveraged cash flows and returns and the IRR and multiples for both the 
investors and the developers. 

PART 5 – Summaries, Sensitivities, and Case Study Presentation 



In this last part of the case study, you will create an annual financial summary for the entire 
model, a “Summary” spreadsheet with the key assumptions and output, a Sources & Uses 
schedule, and several sensitivity tables. 

You will also draft the 20-slide case study presentation with your investment recommendation. 

It is up to you to decide what goes in these summaries and sensitivity tables. 

However, remember the purpose of these schedules: an annual version makes it much easier 
to tell at a glance how much money was invested and earned. 

As such, your annual summary should present a mix of “high-level” and detailed information so 
that it is easy to understand the model. 

Similarly, the Summary page for the development should present the key statistics for the 
property such as its size, the amount of funding required, the construction dates, and the 
returns, and it should do this without delivering too much information. 

For the 20-slide investment recommendation presentation, please refer to the questions given 
at the beginning of this document. 

In particular, make sure you state the main risk factors and ways to mitigate them if you are 
recommending the deal.  

If you are recommending against the deal, make sure you also explain what might cause you to 
change your mind. 


