
ALERT #20

ALERT #20



ALERT #20

2

Gaveteiro is a rapidly growing office and industrial supplies 
company in Sao Paulo, Brazil.  They are replicating the business 
model of multi-billion dollar businesses in the US and Europe 
which transformed the industry from thousands of small suppliers 
to a handful of large efficient mega-suppliers.  

Gaveteiro intends to become the mega-supplier of choice 
for small and medium sized businesses in Brazil as the 
industry develops as it did in the US, Japan, and Europe. 

With sales at $1 million a month and growth running at 
100% a year, the company has set a course to become a 
billion-dollar company.

The state of the industrial supplies market in Brazil is similar to that of Europe and the US when 
they were at the same stage of development.  Over the years, and particularly with the advent of the 
internet, the market transformed from local suppliers with physical stores to online “one stop shops” 
for all office or industrial supplies for each of their customers.  

As investors, we like to ride the waves of change by investing in the leading companies at the crest 
of the wave.  Change is coming to Brazil’s office and industrial supplies industry – the internet and 
efficient logistics make it inevitable.  

Gaveteiro’s management saw this and adopted the high-tech scalable business model of the leading 
suppliers in the developed world and brought it to Sao Paulo, Brazil’s industrial center.  

There’s no guarantee of success of course – all sorts of things can go wrong.  But we think Gaveteiro 
has all the makings of the winner we are looking for.

Gaveteiro – The small  
company that could transform 
the way Brazil does business 

ALERT #20
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• Very strong management.  This is one of the best management teams we’ve seen.

•  Significant growth potential.  There are no competitors in this market, which is one of the 
largest in the world.  This could easily grow to a $1bn plus company, which would be 50-100x 
return.  

•  Expanding profit margins.  Gross margins started at 1% three years ago, hit 19% in the first 
quarter of this year, and look like heading towards 27 % in three years.

•  Very reasonable valuation.  The pre-money valuation is around 1x revenue for a company 
growing at 100% per year.  By comparison, most similar companies trade at around 4x revenue 
with 4-5% growth; Amazon trades at 3x revenue with far slower growth and zero profit.  

The combination of expanding margins with rapid growth is very unusual – it is only possible in a new 
market or a new industry without any competitors – and usually leads to explosive profit growth.  

If the company continues to grow as we expect, it could reach the valuations of the large (and still 
growing) companies in North America and Europe such as Grainger, MSC, Fastenal, and Wesco 
which are valued at between $2 and $14 billion. 

  DEAL SUMMARY 

This is a direct equity investment opportunity.  The specific offer 
is for 27,082 shares at $44.31 per share ($1.2 million in total).   
This values Gaveteiro (pre-money) at $12 million.  

There is no minimum investment size.  However, we are limited 
to $1.2 million total, so we may have to set a maximum limit if  
the deal is over subscribed.   

  IN THIS ISSUE

Market -- the Industry, the Competition, and the Potential

Management – the team behind the company

Board Structure

Mission – what the company does and how it plans to grow

Margins and Marketing – how the business makes money

Financials and projections

Use of funds – What the company needs this money for

Risk factors – What could go wrong

Exit Strategy – Realizing our profit

Investment Structure

How to invest 
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  MARKET 

Brazil is currently in its worst recession since 1991, with rising crime and civil unrest.  Most 
investors would shy away from investing in such a place, but I’m a big fan of buying when everyone 
else is selling.  If you are a fan of Baron Rothschild’s famous recommendation to “Buy when there’s 
blood in the streets,” then the aftermath of the Rio Olympics may be just the time.  

We particularly like the idea of buying a company that is growing in a recession in the world’s 8th 
largest economy in Sao Paulo – the country’s largest city.  

Sao Paulo is the world’s 3rd largest metropolis with around 20 million people.  The province of Sao 
Paulo is home to around 1/3rd of Brazil’s economy.  If it were a country, it would be the 19th largest 
in the world, according to the CIA world fact book.  

The Industry

In the US, the industrial supplies industry is dominated by several multi-billion dollar companies.    

W W Grainger $13.4 

Wolseley plc $12.9 

Fastenal $12.4 

HD Supply Holdings $6.7 

MSC Industgrial Direct $4.3 

Office supplies is still dominated by the big box office supply stores Office Depot and Staples, 
although they are losing market share to online-only suppliers.

In Brazil, there are no broad based industrial supplies companies.  A few, such as Gimba (office 
equipment and supplies) and Tuitui (industrial equipment for wire services) have a reasonable go at 
making their offering available online in a narrow industry.  There are also a few specialist suppliers 
of safety equipment or food service equipment with online stores.  

Yet, there are no companies aggregating products to become total product suppliers to companies.  
Instead, offices, restaurants, and factories need to source basic supplies from a range of suppliers.  

The potential

With a GDP around 1/8th the size of the US, it’s reasonable to assume there would be room for 

https://www.gimba.com.br/
http://www.epi-tuiuti.com.br/
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3-4 billion dollar companies in this industry in Brazil.  Over time, Gaveteiro could become one of 
them.  However, in our investment timeline, it will probably get snapped up by a large US or Brazilian 
conglomerate on the way.  This would mean a lower profit multiple, but a faster return.

  MANAGEMENT 

The company is led by two partners, Joshua Kempf and Benedikt Voller, and CTO Luiz Rocha.

Joshua Kempf, Chief Executive Officer

Joshua is an American who cut his teeth with investment bank Goldman Sachs 
in New York for three years following the financial crisis in 2008.  

His first foray as an entrepreneur was centralfit.com.br, a fitness supplement 
and nutrition business based in Sao Paulo.  Already fluent in Spanish, Joshua 
developed his Portuguese skills while getting this business off the ground.  And 
while Centralfit has significant potential, Joshua saw a much bigger opportunity 
in the industrial product distribution business.   

Joshua doubles as Chief Financial Officer and is also in charge of logistics and sourcing.  

Benedikt Voller, Chief Marketing Officer

Benedikt is a German national who gained his business background at McKinsey 
& Company before moving into marketing with Groupon in Argentina, Mexico, 
and then Brazil.  

Benedikt heads up the company’s 50-strong sales team, which is growing rapidly 
despite him firing around 30% of all new sales people in the first three months. 

Luiz Rocha, Chief Technology Officer

Luiz is a Brazilian national with a background in data management and 
information.  Luiz heads up a team of four engineers building a scalable platform 
which will enable them to expand their product offering from 10,000 products to 
150,000 in two years.  
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Strong Focus On Costs

The two partners, Joshua and Benedikt were until recently paying themselves 6,000 BRL per month 
(around $2,000).  They very much have a “keep the cost down” mentality.  

We’ve seen a lot of warehouses, and this one is crowded and close to capacity.  We mentioned this to Josh and 
he said, “No problem, we can do more cross shipment (drop and ship) and build racking outside that door over 
there.  We’ll be good for another 9 months.”  Joshua doesn’t have an office; he has a desk.

We told Benedikt that he’s clearly running out of room for his sales team and he said, “I have plenty of 
room.  I’ve got this huge office which I don’t need – we can fit at least five more in there.”

It’s a great sign when the principals of the company are focused on squeezing every last bit of value out of 
their overhead costs.   

  BOARD STRUCTURE

Joshua and Benedikt each have a seat on the board, as do the two largest shareholders in the Series A 
and Series B rounds.  The fifth seat is taken by an independent director.  We’re big fans of management 
not having full control of the board.  Most of the time we’re going to back management decisions 100%.  
However, when management is diverging from investors’ understanding of the best strategy, it helps that 
they have to at least consider our advice.  

We wouldn’t consider investing in a company where we thought we may need to replace any of the 
management, but it’s always a good to know that the investors have this option.  

  MISSION

Gaveteiro’s business is conceptually very simple.  The company purchases a wide range of office and industrial 
products from manufacturers and importers, and supplies them to small and medium sized companies.  

Gaveteiro aims to become the leading supplier of office and maintenance equipment to SMEs in Brazil by 
being the first one to offer a full range of supplies with customized pricing and 100% automated ordering.   

To achieve this mission, Gaveteiro has to:
• Minimize working capital so that the more they grow, the LESS money they need
• Invest heavily in an IT platform to minimize the cost of scale
• Retain customers so that new customers are lifetime customers
• Migrate to Marketplace
• Launch a mobile app
• Grow rapidly to get ahead of the competition – and stay there
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Here’s how they are doing:

Overcoming working capital limitations

One of the biggest headaches facing growing companies – and one of the key factors that we look at 
– is the amount of working capital needed as they grow.  For a company like Gaveteiro, most of the 
working capital is tied up in inventory and accounts receivable.   That is, they spend money on stock 
and then have to sell it before they can recycle their money.  

Gaveteiro’s approach is to minimize their working capital by optimizing their warehouse and asking 
for long payment terms (45-75 days) from their suppliers.  Here’s how it works.  

Strategy to minimize working capital 

Store	  in	  
warehouse	  

Purchase	  stock	  from	  
manufacturer	  

Sell	  to	  
customer	  

Accounts	  
Payable	   Storage	  @me	   Accounts	  

Receivable	  

Pay	  as	  late	  
as	  possible	  

Keep	  for	  as	  
short	  a	  @me	  
as	  possible	  

Get	  paid	  
asap	  

Process	  

Working	  capital	  
func@on	  

Strategy	  

10	  days	  	  
working	  capital	  

48	  days	   30	  days	   28	  days	  

                Source: Sovereign Man

So far, they have brought working capital needs down to just ten days.  That means they only need 
an extra $330,000 to finance an increase of $1 million per month of sales – which would double what 
they are doing at the present.  

The company is also increasing the amount of cross shipping for orders for either capital intensive or 
space intensive goods.  

Cross shipping means receiving inventory into the warehouse immediately prior to shipping it to 
a customer.  Through developing strong relationships with suppliers, Gaveteiro is increasing the 
amount of cross shipping they do for physically large and big ticket items.  
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This optimizes their warehouse space – meaning they can grow the company without expanding 
to a new warehouse – and reduces their working capital.  In many cases, cross shipped orders 
create negative working capital because they get paid by the customer before they need to pay their 
suppliers.  

Free money – and a profit to boot!

Investing in Information Technology (IT)

Gaveteiro’s website is its showroom and shop, so the company is investing heavily in the support 
systems behind the website to create the best e-commerce platform in the industry.  So far the 
company has incorporated:

•  Implemented Totvs ERP.  Due to Brazil’s labyrinthine tax code and reporting requirements, 
it is impossible to just bring an Enterprise Resource Planning (ERP) solution from another 
country into Brazil.  The Totvs ERP software Gaveteiro has implemented is designed for far 
larger companies, and gives them plenty of room to grow. 

•  Integrated ERP with Salesforce.com.  Salesforce is America’s leading Customer 
Relationship Software (CRM) which manages and largely automates account management.

•  Contract Management.  The engineering team have built a unique hierarchy of users and 
workflow approval process for customer orders.  Nobody else does this.  The way it works 
is that each company can have an account administrator, a buyer, an approver, and unlimited 
requesters who can log into Gaveteiro.com.br.  Then any user can request a welding torch, 
highlighters, safety gloves etc, the manager can approve the order, and the ultimate decision 
maker can authorize or cancel it.  This removes one of the most tedious and often time-
consuming chores in the bureaucracy that many of these companies have. 

Automated approval process on Gaveteiro.com.br

 

In the future, Gaveteiro plans to incorporate this process into the customer’s ERP software to 
make it simpler and more cost efficient for the customer, and of course reduce the chances of 
their customer buying elsewhere. 

•  Customized pricing.  Each customer has negotiated different prices across the board with 
Gaveteiro.  When customers log into the website, their prices are automatically displayed and 
are used in the shopping cart and check out.  In most e-commerce platforms, discounts need to 
be calculated separately.  

Manger	  
approves	  

Purchaser	  creates	  
order	  

Final	  approver	  
authorizes	  
purchase	  

Order	  
processed	  

automa@cally	  

Page  8  
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•  Identify upsell opportunities.  Based on customer purchasing history, and what other 
customers also purchased, Gaveteiro’s platform identifies products the customer will likely be 
interested in purchasing.

•  Automated order generation.  The platform can automatically populate recommended 
orders and order quantities based on previous order history.  This saves time and money for 
both the client and for Gaveteiro.

Over the coming months, the engineering team will complete Gaveteiro’s Marketplace, which will 
enable the company to sell products without stocking them.   

Moving to Marketplace for long tail items – the Amazon.com model

Until now, Gavetiero has focused on stocking and selling high volume supplies such as stationery, 
packaging, safety equipment, and garbage bags.  This minimized the number of unique stock items 
which had to be manually entered into the system.  

Over the next 12 months, Gaveteiro will standardize the product classification and entry information 
so that suppliers will be able to enter the details into the system and Gaveteiro staff just have to 
approve it.  

This will enable what Gaveteiro calls Marketplace.

Marketplace items will be sold alongside stock items, but the difference will be that items in 
Marketplace will be stocked by suppliers.  This will enable Gaveteiro to offer an almost infinite 
number of items without having to pay to stock them and warehouse them.  

This is aimed at long tail items, of where there are millions in the industrial supply universe.

Long tail items are offerings that are such low volume that they add very little to the profitability of 
the company.  Most wholesalers ignore them and let the specialty outlets handle specialty goods.  

The way Marketplace will work is that Gaveteiro contacts specialty manufacturers and offers to 
list their items.  When sold, the manufacturer ships the goods directly to the customer, reducing 
Gaveteiro’s costs to processing the order and collecting the hefty commission of 10-20%.  

This will only add a few dollars’ profit per item per year, so to make a realistic impact on the bottom 
line, the company will need to list hundreds of thousands of them.  
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This is the plan.  

Unique product offerings will be led by Marketplace from 2018

                Source: Gaveteiro

With the right infrastructure in place, the incremental cost of adding Marketplace items is almost 
zero, each SKU turns profitable from the first order.  

However, it’s more than just the incremental profit from each SKU that the company is after.  
Gaveteiro is creating the Amazon.com of industrial supplies.  

If you think about where to buy a book, you’ll think either Amazon.com or barnesandnoble.com.  
But when it comes to general consumer goods – either to sell or to buy – Amazon.com is the clear 
choice as America’s largest online consumer shop.  

Amazon.com got there by making it simple for vendors to sell products on Amazon.com and 
developing a reputation as the easiest low-cost place to purchase nearly everything.  

Nobody in Brazil offers a full range of industrial products online.  Even Amazon.com.br is nothing 
but an online bookshop in the country that gave birth to its name.  

If Gaveteiro nails down this first-mover advantage as THE place to go for the online industrial 
supplies market, then its valuation will be in the billions.  We’re not banking on this of course, but 
we’re certainly excited about the potential.

Page  9  

	  2,500	  	   	  5,000	  	   	  7,000	  	   	  14,850	  	  

	  42,500	  	  

	  90,000	  	  	  7,500	  	  

	  60,000	  	  

2013	   2014	   2015	   2016	   2017	   2018	  

Marketplace	  items	  

Stock	  items	  

Total stock keeping units 
(SKUs) on Gaveteiro.com.br 
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Going mobile

Incredibly, today some clients purchase with Gaveteiro via SMS to the salesperson.  In 2017 
Gaveteiro will offer first-to-Brazil technology that allows buyers to consult sales mix and prices and 
close orders directly on the Gaveteiro Mobile App.  

This is particularly important for Gaveteiro, because like most developing countries, Brazil has a far 
greater penetration of mobile internet devices than computers.  

Growing rapidly

Gaveteiro doubled its revenue in 2014, in 2015, and we expect it will double again in 2016.  

Percentage wise, this growth will slow down from next year.  However, given the way that 
management is specifically building Gaveteiro for growth, we expect the company to continue its 
rapid growth for at least the next four years. 

We expect Gaveteiro to continue to grow rapidly through 2020 as  
it increases its customer base and product range

            Source: Gaveteiro, Sovereign Man analytics

Page  10  

4	   10	   18	  
32	  

60	  

106	  

182	  

306	  

2013	   2014	   2015	   2016F	   2017F	   2018F	   2019F	   2020F	  

Revenue	  forecast	  in	  millions	  of	  BRL	  
(divide	  by	  3.45	  for	  millions	  of	  USD)	  
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  MARGINS AND MARKETING

Gaveteiro is running a customer acquisition model.  Once customers are on board, their sales have 
continued at a very steady rate.  So the company focuses on acquiring more customers through 
increased sales people and new product lines.  

The selection of higher margin product lines naturally leads into higher profits.  

The three contributors to profit growth are:

•	 Growth through Margin Expansion 

•	 Growth through Product Line Addition

•	 Growth through Customer Acquisition

Margin expansion 

Over the past three years, Gaveteiro’s gross margin has improved from 14% to 19% as it expanded its 
product mix and negotiated better terms with suppliers.  That’s a hefty 35% increase.  

We expect continued margin expansion over the coming years with  
increased purchasing power and higher margin products

              Source: Gaveteiro, Sovereign Man analytics

Page  11  

14%	  

19%	  

24%	  

2013	   2016	   2020	  

Gross	  Margin	  
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Gaveteiro achieved this margin expansion through expanding into higher margin product lines and 
increased purchasing power.  Our assumptions are significantly more conservative than the business 
plan, but even with this growth in margin, profits will soar due to the multiplier effect:

Profit growth = sales growth x margin expansion

Product Line Addition

Gaveteiro opened its doors with a line of low cost, low margin office supplies.  Each year the 
company is expanding its range of products offered based on a combination of market demand, profit 
margin, and capital requirements.  

The higher margin products are typically bigger ticket items which can drain the working capital of a 
company if they sit in inventory for too long.  

As Gaveteiro has improved its working capital management and expanded its customer base, it has 
been moved into the higher margin segments.   

The company is adding several product lines each year

        Source: Gaveteiro

Office	  supplies/office	  technology	  (printers,	  etc)	  

2013	  

Cleaning	  products,	  Safety	  equipment,	  Furniture	  

Material	  handling,	  Packaging	  Supplies,	  Welding	  and	  Cu\ng	  Equipment	  

Abrasives,	  Professional	  Kitchen	  Equipment,	  Fasteners	  (nuts,	  bolts,	  screws)	  

Power	  and	  Hand	  Tools,	  Electrical	  Supplies	  

Power	  Transmission	  (belts,	  hoses,	  ball	  bearings),	  
Pumps,	  Automa@on	  Equipment,	  Machining	  Supplies	  

Hea@ng/Cooling	  supplies/equipment,	  
Plumbing,	  Paint	  

2014	   2015	   2016	  	  
to	  date	  

2016	  	  
to	  come	  

2017	   2018	  

Page  12  
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The addition of new product ranges opens up new industries (and new customers), as well as 
expanding sales (and margins) to existing customers.  

Customer acquisition

Even through Gaveteiro is an e-commerce company, it acquires the bulk of its customers through 
old fashioned cold calling.  The second floor of its office (attached to the warehouse) is packed with 
50 sales people constantly on the phone with computer monitors showing which sales people are 
making the most money.  It’s like a scene from a Wall Street movie – the entire floor is focused on 
bringing in deals and making money.  

Page  13  

 The junior sales team

This is precisely the scene we want to see in companies we invest in.  Especially as each new 
customer is potentially a multi-year stream of revenue, at least in the case of Gaveteiro.

What Gaveteiro is incredibly adept at doing is getting customers to stick around and place regular 
orders.  In many industries, such as mobile phones and restaurants, the biggest problem is churn.  

However, over the three years since the company started, customer purchases have been remarkably 
steady.  
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Monthly sales by date of customer acquisition  
(BRL thousands)

      Source: Gaveteiro

This means sales people can focus on acquiring new customers rather than spending a lot of time 
maintaining current customers.  

One technique that they implemented was having the customer key in the first order – and every one 
after that.  If you’ve ever shown someone how to do something on a computer, you’ll know that the 
best way for them to be able to do it next time is to let them do it the first time.  

This method means that sales staff spend their time making sales and acquiring new customers rather 
than taking orders.  

This may sound rather obvious to you and me, but in the developing world, most sales are still done 
on the phone and door to door.  

0	  

500	  

1,000	  

1,500	  

2,000	  

2,500	  

2013	  customers	  
2014	  customers	  

2015	  customers	  

2016	  customers	  
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Alignment of sales commissions with company 

One thing that struck me about Benedikt is that he knows 
what makes sales people tick.  

Benedikt and his team have put a lot of thought into 
aligning sales commissions with the benefit of the 
company.  

That is, sales people don’t have an incentive to rip off 
customers to get a single big commission, but to find a 
price that will maximize long term profit to the company.  
This for me is a big breath of fresh air.  

Rapid development of sales staff

Since 2013, Gaveteiro has hired 75 sales staff, of which 5 quit, 20 didn’t meet their minimums and 
were laid off, and 50 remain.  As sales staff mature, Benedikt has been able to promote some into 
management and training roles, that accelerates the hiring and development of more staff.  

Sales staff contribution soars over the first 12 months

           Source: Gaveteiro

Page  15.1  

Wall-mounted monitors let everyone know 
who is winning each sales event

Page  15.2  

8,892	  

23,838	  

36,748	  

48,157	  

66,121	  

1st	   2nd	   3rd	   6th	   12th	  

Monthly	  revenue	  generated	  	  
by	  sales	  staff	  by	  month	  worked	  	  
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The math from here is pretty simple.  The contribution margin (after commissions, sales taxes, sales 
costs, freight etc) is 7%, which goes directly to the company’s bottom line.  

After 12 months, each sales person is bringing in 4,600 BRL (around $1,350) in profits per month.  

So, why not quadruple the number of sales staff?  

That’s actually the plan.  Over the next three years Benedikt expects to increase the sales staff from 
50 to 200.  

  FINANCIALS AND PROJECTIONS

Given the contribution of new sales staff, we expect Gaveteiro to return a profit in 2018. 

We expect the company to turn profitable in 2018

        Source: Gaveteiro, Sovereign Man Analytics

Page  16.1  

-‐2	   -‐3	   -‐4	  
-‐1	  

0	  
3	  

10	  

26	  
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Income	  before	  tax	  (BRL	  millions)	  
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Gaveteiro income statement forecast

    Source: Gaveteiro, Sovereign Man analytics

  USE OF FUNDS

The main use for these funds is to provide liquidity to the company for around 9-12 months before 
it begins its major round of financing of $3-5 million.  The board (which is NOT controlled by 
management) is keen to raise a small amount of equity at the current valuation in order to postpone 
the major funding round.  The idea is that in another year the company will have growth by 
another 80%, be closer to break-even, and be significantly de-risked, justifying a significantly higher 
valuation. 

  RISK FACTORS

There are an almost unlimited number of risk factors with this or any investment.  In this section 
we’ll give my view on the factors we consider most relevant.  

Competition risk

The largest risk factor, in our opinion, is that the competition wakes up and takes action.  They 
probably won’t.  We’ve seen more companies than we can count that have just sat still in the water 
watching the competition go sailing on by and not even lifted an oar.  That’s precisely what WILL 
happen to most of their competition.  

But there is a chance that either one of the online office supplies companies decides to catch up to 
Gaveteiro, or a foreign entrant with much deeper pockets takes a look at the Brazilian market.  

Risk 1: A large local competitor, such as Gimba, decides to diversify and copy Gaveteiro’s 
business model.  This would be a case of Gimba catching up to Gaveteiro in terms of online 
offerings.  This may not have any effect on Gaveteiro given the size of the market, but it could slow 
down Gaveteiro’s growth.  

Page  16.2  

2013 2014 2015 2016 2017 2018 2019 2020
Revenue 4.0 9.7 18.1 32.3 59.8 105.7 181.5 305.9
Cost	  of	  Goods	  Sold 3.5 8.2 15.0 26.2 47.8 83.1 141.1 232.5
Gross	  Profit 0.6 1.5 3.1 6.1 12.1 22.6 40.5 73.4
GP	  margin 14% 16% 17% 19% 20% 21% 22% 24%

Operating	  costs (2.0) (4.0) (7.2) (7.4) (11.9) (19.1) (30.5) (47.6)

Operating	  profit	  (loss) (1.5) (2.5) (4.1) (1.3) 0.2 3.5 9.9 25.8
Operating	  profit	  margin 0% 3% 5% 8%
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Risk 2: A foreign competitor could enter the market.  Gaveteiro will be vulnerable to concerted 
market entry efforts by one of the large US players, especially over the next three years as they 
transform from a startup into a major player.  In this case, Gaveteiro may be forced into a merger at a 
lower valuation than we would otherwise be looking at.  This would result in selling our shares at a 
smaller profit than originally anticipated, or even at cost.  

Gaveteiro is mitigating this risk by moving as far ahead of the competition as possible in terms of its 
sales interface, IT support, and integration between systems. 

Execution risk

Execution risk is always significant with an internet-based company.  Just one line of code or the 
failure to check one scenario can close down the firm for a week or more.  There are three key risks 
here:

Risk 1: Reputation risk.  We consider that the main risk here is that the company could make 
a series of missteps which ruins or badly damages the company’s reputation.  This would be 
devastating.  Depending on the problem, this could postpone profitability and even send the 
company bankrupt.  

We don’t’ see this as a likely event because the company management agree that this is their main risk 
and are managing the platform integration accordingly.  To mitigate this risk, a salesperson intervenes 
with every order (which is treated as an opportunity) to ensure fulfillment.  They will phase this out 
over time as they integrate their systems.

Risk 2: Error risk.  As Gaveteiro is an internet based company, anything that shuts down the 
website for a day is a disaster.  Even if this doesn’t happen, there are several support systems (CRM, 
ERP, website) that don’t yet fully integrate.  A series of missteps here could cause the company to 
delay profitability or reduce growth.   

Risk 3: Management risk.  There is always the chance that one of the members of management 
simply isn’t up to the task and needs to be replaced or some other intervention is needed.  What we 
particularly like about Gaveteiro is that the board is not controlled by management: Series A and 
Series B investors each have a seat at the board along with the independent director.  Just the fact that 
management doesn’t control the board outright means they are going to listen to their investors.  

Political risk

There is always some political risk when investing in South America.  The main risks that we’ve seen 
on the continent recently are currency controls, taxation, and nationalization.  

We consider these risks minor, particularly now that left-leaning President Dilma Rousseff has been 
impeached.  Nevertheless, here’s how they would affect the company:
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Risk 1: Nationalization.  This has happened in Venezuela, but is unlikely in Brazil.  Gaveteiro is 
too small to be targeted by nationalization, however a national sentiment that creates the situation 
in which foreign firms are being taken over would make it almost impossible for Gaveteiro to find a 
buyer or to list on a foreign exchange.  This would either postpone profits or lead to a total loss. 

Risk 2: Currency controls.  Currency controls are a last ditch effort by desperate governments to 
prevent their currencies from depreciating.  These never work.  However, they can be devastating on 
the economy and could send Gaveteiro bankrupt. 

Risk 3: Increased taxation.  The main problem in Brazil is the complexity of the tax system rather 
than the amount.  A higher tax regime will be moderately negative on Gaveteiro once it is profitable.   

Economic risk

Brazil is in its worst recession since 1991.  This is one of the reasons we like this company – it’s 
thriving in a downturn.  Here are what we consider to be the main scenarios:

Scenario 1: The economy continues in a downward spiral.  A weaker economy could result in 
slower growth for Gaveteiro, a delay of profitability, and in the worst case, bankruptcy.  

Scenario 2: The economy flattens out and doesn’t recover.  Given how Gaveteiro has grown so 
far, we don’t expect this to have an impact on growth.  However, a protracted period of zero growth 
could make Brazil less attractive to foreign companies.  This could postpone a potential trade sale 
and/or postpone or reduce the valuation of an initial public offering (IPO) in the US.  

Scenario 3: The economy makes a modest recovery.  Any recovery will make the 8th largest 
economy in the world look interesting to foreign investors and we could find ourselves cashing out 
sooner than we expect.

Currency risk

Currency risk is two-fold.  

Risk 1: The currency could continue to depreciate in line with other resources based 
currencies.  I’m not particularly concerned about this.  The currency is already down 56% from its 
2011 high, so probably has an even chance of appreciating from here.
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The Brazilian real has lost 56% of its value since its 2011 high

           Source: Google Finance

Nevertheless, the currency could depreciate by another 50%.  This would have little impact on 
Gaveteiro as an ongoing concern.  However, in US dollar terms, it would obviously create a foreign 
exchange loss.  On the other hand, it could go up and create a foreign exchange gain.  

Risk 2: The central bank could start printing the currency into oblivion…. again.  We 
consider this very unlikely under the current bank leadership, but were the leader to be replaced and 
the spigots turned on, it could result in a major foreign exchange loss on our investment.    

  EXIT STRATEGY – REALIZING OUR PROFIT

Management has indicated to us that they will look for a trade sale once the company starts throwing 
off cash – either within Brazil or to a large US company.  Otherwise they will list on a US exchange.  

There are over a dozen industrial distribution companies in US and Europe with revenues of $1 
billion.  None (with the exception of Bunzl, a supermarket/hotel supplier) has a significant presence 
in Brazil.  Their market entry strategy, when they decided to enter Brazil, will almost certainly to buy 
an existing operation.  
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Most the companies in the industry in Brazil are family owned with poor governance and internal 
controls, so buying them would be incredibly difficult for multinationals.  Gaveteiro, with its 
international board and holding structure will be one of the most attractive targets.  

In the case of a trade sale, we expect to exit within 4-6 years at a valuation of at least 10x.  

If this doesn’t eventuate, then the exit will be longer, but we would expect to realize significantly 
higher gains. 

  INVESTMENT STRUCTURE

Gaveteiro is ultimately held by Tigrina Ltd, a company incorporated in the British Virgin Islands.  
This makes the investment straightforward because the governing law is very simple and transparent.  

Under Brazilian law, a company is required to have at least two partners (either companies or natural 
persons) so the holding passes through two US shell companies incorporated in Delaware.  The 
US was chosen for the two pass-through companies as 1) certain officials in Brazil view “offshore” 
companies with suspicion; and 2) Gaveteiro’s ultimate purchaser is likely to be a US company 
planning to expand into South America. 

Holding and investment structure of our investment in Gaveteiro

     
          Source: Gaveteiro, court documents
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NEXT STEPS

1. Please thoroughly review this report and let us know if you have any questions by replying to 
SMPI@sovereignman.com

2. We will discuss your questions with the company’s founders and send out the answers within the 
next 2-3 weeks.

3. Afterwards, we’ll provide instructions on how to participate in this opportunity.

In Freedom,

Simon Black

Policy on fees and commissions

Sovereign Man, Sovereign Man Private Investor, Simon Black, and Sovereign Man staff do not accept fees or commissions 
related to any of our investments.

Safe Harbor disclaimer

All material herein and videos are for informational purposes only and should not be construed as an offer or solicitation 
of an offer to buy or sell securities. Sovereign Man Private Investor (SMPI) is not a licensed broker, broker dealer, market 
maker, investment banker, investment adviser, analyst, or underwriter.  There are risks involved.  Investing in securities 
such as the ones listed within are for high risk tolerant individuals only and not the general public.

A company’s actual results could differ materially from those described in any forward-looking statements or announcements 
discussed herein.  Information within this Alert contains “forward looking” statements within the meaning of Section 
27(a) of the U.S. Securities Act of 1933 and Section 21(e) of the U.S. Securities Exchange Act of 1934.  Forward-looking 
statements are based upon expectations, estimates and projections at the time the statements are made and involve risks and 
uncertainties that could cause actual events to differ materially from those anticipated. 
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