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Description

Ã Private Equity refers to the investments made in 
enterprises that are not listed in the stock market with 
the purpose of increasing its value and obtaining a 
return on the investment in a medium or long term 
period.

Ã Venture Capital is very similar to Private Equity with the 
main difference being the type of enterprises in which 
they invest. Opposite to Private Equity which focuses on 
well established firms, Venture Capital finances smaller 
or younger enterprises with a high growth potential.   



In otherwordsé

Ã Venture capital is an investment capital realized by 
institutional and private investors to fund early stage 
companies which present high potential of growth. 
The Venture Capital funds manage large amounts of 
money to spend them in new businesses characterized 
by high-risk and high profitability

The target of  the Venture Capital Fund is to seek 
companies with high potential of  growth, innovative 
business models, and to ensure high return on the 
investment.



How Venture Capital contributes to an 

enterprise?

Firms financed by Venture Capital funds obtain 
several benefits:

Ã They obtain the capital needed for their growth 
plans.

Ã They gain an important partner that will not 
withdraw their support if things donõt go well in the 
begininng.

Ã They obtain support with great experience in 
matters of bussiness plans, execution and financing 
contacts. 



Benefits for the Enterprise

Ã The investment made is usually mid or long term.

Ã The decision making and corporate governance 

processes are upgraded. 

Ã They enlarge their network of contacts in order to 

expand in actual or new markets.

ÃThe business entityõs image is strengthened. 

Ã The Venture Capital firms knowledge can contribute 

to delineate the companyõs corporate and product 

strategy.



VC evaluated potential company investment based on:

Ã Management team

Ã Concept

Ã Scalability

Ã Market conditions

Ã Fit to the fund́s objectives

Ã Capital needs

Ã Potential returns



Characteristics that funds look for:

Ã Companies that:

ÄHave good knowledge and are qualified in the area of 

interest.

ÄHave high possibilities of achieving high quality and 

technical specifications.

ÄHave a convincing history that can be presented to 

external investors.

ÄUnderstand the importance of liquidity.

ÄHave a good reputation.



Characteristics that funds look for:

Ã Companies that:

ÄUnderstand the importance of working as a team.

ÄWork toward specific objectives but maintain flexibility.

ÄHave a good relationship with the investment team.

ÄUnderstand the costs of capital and are not easily 

offended.

ÄHave realistic expectations of the results of their 

activity.



TheEconomicImpactof VentureCapital 

Ã These enterprises which receive venture
capital, convey faster growth, create 
more jobs, pay higher wages and are 
more innovative than their counterparts 
which receive alternative financing 
sources (NVCA, 2009).

Ã Top states for venture-backed jobs and 
revenues: California, New York, 
Massachusetts, Pennsylvania, Texas 
(NVCA,2009).

Ã Total Venture investment from 1970-
2008 $456 billion into 27,000 
companies (NVCA,2009).

Source: TheEconomicimportanceof Venture-Capital 
backedcompaniesto theU.S economy, IHS Global 
insight, fifth edition



Venture Capital has played an important role in creating 

many high-tech industries

Ã Information technology

Ã Biotechnology

Ã Medical devices

Ã Network security

Ã Online retailing and social media

Ã Clean Technology

Source: TheEconomicimportanceof Venture-Capital backedcompaniesto theU.S economy, IHS Global insight, 5th 

edition



Exit Options

There are 4 different ways in which a Private Equity 

or Venture Capital Fund can withdraw their 

investment in a firm:

1. Direct Sale to another enterprise 

2. Direct Sale to another Fund

3. Stock Market ðIPO

4. ResaleðSelling the Fundõs stocks to the other 

stockholders of the firm.



Institutional Investors



Institutional Investors

Ã Institutional investors are organizations which pool 

large sums of money and invest those sums in 

companies. They include banks, insurance 

companies, retirement or pension funds, hedge funds 

and mutual funds.

Ã We are particularly interested in Mexican Pension 

Funds (AFORES), which recently were allowed to 

invest in Venture Capital (Circular CONSAR 15-23). 



Pension Funds (AFOREs ïSIEFOREs)

Ã Pension funds are important players in the VC 
industry, since the long term investment horizon allow 
them to invest in not so liquid but highly profitable 
instruments. These instruments can be provided by the 
VC funds.

Ã SIEFOREs: Pension funds divided by account 
holderôs age.

Source: CONSAR



Pension Funds Investment limits

Source: Accivalwithdata fromCONSAR(Circular 15-23). 

Investment Limits for AFORES.
Limits by basic SIEFORE

SB1 SB2 SB3 SB4 SB5
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k Value at Risk
0.6% 1.0% 1.3% 1.6% 2.0%

Variable rate
0% 15% 20% 25% 30%

Foreign exchange 

instruments
30% 30% 30% 30% 30%

Derivates
Yes Yes Yes Yes Yes
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Foreign values
20% 20% 20% 20% 20%

Listed securities
10% 15% 20% 30% 40%

Structured instruments
0% 5% 10% 10% 10%

FIBRAS 
0% 5% 5% 10% 10%

Inflationary Protection Yes (50% min) No No No No



Potential vs. Reality

* Data without capital from additional SIEFORES, December 2009

** % to December 2009

*** Limit  from 15-19 cicular CONSAR 

Variable rate investments

AFORES
Siefore

Basic 1

Siefore

Basic 2

Siefore

Basic 3

Siefore

Basic 4

Siefore

Basic 5

Total capital in  SIEFOREs (million pesos)*
$ 1,141,800.00 

% of Total capital** 10.00% 24.00% 31.00% 29.00% 6.00%

% Invested in national variable rate 

instruments**
0.00% 7.14% 9.30% 12.24% 14.80%

% Invested in international variable rate 

instruments**
0.00% 2.78% 4.00% 5.03% 5.99%

% Limit of investment *** 0.00% 15.00% 20.00% 25.00% 30.00%

Differential 0.00% 5.08% 6.70% 7.73% 9.21%

MX$ (million pesos)
-

13,927.68 23,711.47 25,608.46 6,306.22 

Total differential (PotentialðActual investment in 

variable rate instruments)
$ 69,553.83 



CKDõs

Å CKD (CertificadosdeCapitaldeDesarrollo) is a newsecurity
class intendedto link infrastructureprojects with Mexican
pensionfunds. CKDs arestructuredto beacquiredexclusively
by eligible institutional investors in the Mexican market,
particularlyMexicanpensionfundmanagers(AFORES).

Å This new mechanismwasformally announcedin the Official
Gazettein August4, 2009(CircularCONSAR15-23).

Å The CKDs are issuedthrough a trust fund and should be
authorizedby theCNBV andBMV.



CKDõs

Å CKD canbeissuedby companieswhich do not haveaccessto

capitalmarkets,includingprivateequityfunds.

Å Mexicanpensionfunds(Afores) havean $ 88.7 billion pesos

potentialinvestmentopportunityin this instrument,of which

only $ 13.5 billion pesoshavebeenspent(December2009).

Wecanseethis informationwith moredetailin thenextslide.



Potential vs. Reality

Structured instrument investments

AFORES
Siefore

Basic 1

Siefore

Basic 2

Siefore

Basic 3

Siefore

Basic 4

Siefore

Basic 5

Total capital in SIEFOREs (million pesos)*
$ 1,141,800.00 

% Total capital** 10.00% 24.00% 31.00% 29.00% 6.00%

% Invested in structured instruments 0.00% 0.73% 1.48% 1.61% 1.49%

% investment limits*** 0.00% 5.00% 10.00% 10.00% 10.00%

Differential 0.00% 4.27% 8.52% 8.39% 8.51%

MX$ (million pesos) - 11,705.58 30,157.22 27,772.01 5,829.85 

Actual Investment in structured 

instruments
$ 13,595.75 

Total differential (PotentialðActual 

investment in structured instruments)
$ 75,464.65 

* Data without capital from additional SIEFORES, December 2009

** % to December 2009

*** Limit  from 15-19 cicular CONSAR 



CKDs listed in the Mexican market

Name (QUOTE) Issue Project

RCO 

(RCOCB)

$6,500 millions MXP Federal Highways

Wamex Capital 

(MIFMXCK)

$750 millions MXP Finance small and medium enterprises

Macquaire

(FIMMCK)

$3,415 millions MXP Energy, communications and water treatment 

plants

Atlas Discovery 

(ADMEXCK)

$1,160 millions MXP Buy shareholder control in infrastructure 

companies

Nexxus Capital 

(NEXXCK)

$1,457.4 millions MXP SMEs

Source:  Bolsa Mexicana de Valores



Latin America  receives 1% of PE global investment (approximately $28.1 

billions USD  ) Mexico receives 16% of Latin America's capital

However, this is a small amount since Mexico generates  ~ 37% of Latin 

Americaôs GDP. 



VC Industry in Mexico compared 

with VC Industry in Brazil



LAVCA 2009



Best countries for each category



PE/VC in Brazil

Source: ABVCAP Conference 2010



PE/VC in Mexico



Brazil: Origin of investors as % of Committed 

Capital (2009).

Source: ABVCAP Conference 2010



Mexico: Origin of investors as % of Equity 

Invested



PE & VC in Brazil, 2009

Source: ABVCAP Conference 2010



PE & VC in Mexico

ÅCommitted Capital 2008: USD 4.9 bn

ÅCommitted Capital 2007: USD 3.4 bn
Investors

Å62 funds

Å55% of the funds have one investment 
vehicle.

Managing 
organizations

Å113 companies in the portfolio (2008)

Å# employees: 28,151

Portfolio 
companies

Source: Deloitte, 2009. Sample: 29 funds.



What is needed to develop the VC industry in
Mexico?




