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Description

Private Equityrefers 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.

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

4 Venture capitaé an investment capital realized by
Institutional and private investaeosfund early stage
companies which present high potential of growth.
The Venture Capital funds manage large amounts o
money to spend them in new businesses characteri.
by highrisk and high profitability

The target of theéenture Capital Fursito seek
companies with high potential of growth, innovative
business models, and to ensure high return on the
iInvestment.



How Venture Capital contributes to ar
enterprise?

Firms financed by Venture Capital funds obtain
several benefits:

They obtain the capital needed for their growth
plans.

They gain an important partner that will not
withdraw their support
begininng.

They obtain support with great experience in

matters of bussiness plans, execution and financir
contacts.
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Benefits for the Enterprise

The investment made is usually mid or long term.

The decision making and corporate governance
processes are upgraded.

They enlarge their network of contacts in order to
expand in actual or new markets.

The business entityos

The Venture Capital firms knowledge can contribu
to deli neate the compa
strategy.



VC evaluated potential company investment based on
-1

A Management team

i Concept

A Scalability

i Market conditions

4 Fit to the funas objectives

i Capital needs

4 Potential returns



Characteristics that funds look for:

Companies that:

Have good knowledge and are qualified in the area of
Interest.

Have high possibilities of achieving high quality and
technical specifications.

Have a convincing history that can be presented to
external investors.

Understand the importance of liquidity.
Have a good reputation.
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Characteristics that funds look for:

Companies that:
Understand the importance of working as a team.
Work toward specific objectives but maintain flexibility
Have a good relationship with the investment team.

Understand the costs of capital and are not easily
offended.

Have realistic expectations of the results of their
activity.
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TheEconomikenpactof VentureCapital
B

i These enterprises which receive venture The Economic Impact of

capital, convey faster growth, create Capital
more jobs, pay higher wages and are Venture ata Glance
more innovative than their counterparts Jobs ot U5, Vanture-Bocked Compamies.~ § Ravarasaat S,
which receive alternative financing 12.1 million . i
sources (NVCA, 2009). i $2.9 trillion
Private Sactor 3 ::u_.w
»  Top states for ventuteacked jobs and T i ParamtofU15.60P
revenues: California, New York, io21%
Massachusetts, Pennsylvania, Texas
) Job Growth Revenue Growth
A Total Venture investment from 1970 Vomture-Backed

2008 $456 billion into 27,000
companies (NVCA,2009).

SourceTheEconomiienportanceof VentureCapital
backedcompanieso the U.SeconomyiHS Global
insightfifth edition




Venture Capital has played an important role in creating
many hightech industries

4 Information technology

i Blotechnology

i Medical devices

i Network security

4 Online retailing and social media
i Clean Technology

Source The Economicimportanceof Venture Capitalbackedcompaniedo theU.SeconomyIHS Globalinsight 5th
edition



Exit Options

There are 4 different ways in which a Private Equi
or Venture Capital Fund can withdraw their

Investment in a firm:
Direct Sale to another enterprise
Direct Sale to another Fund
Stock Marked IPO

ResaleoSel | i ng the Fundos
stockholders of the firm.
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Institutional Investors



Institutional Investors

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 fun
and mutual funds.

We are particularly interested in Mexican Pension

Funds (AFORES), which recently were allowed to

iInvest in Venture Capital (Circular CONSAR-23).
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Pension Funds (AFOREs 1T SIEFORES)

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

VC funds.

SIEFOREs: Pension funds divided by account
hol der 6s age.

SIEFORE SIEFORE SIEFORE SIEFORE SIEFORE
Basic 5 Basic 4 Basic 3 / Basic 2 Basic 1 /

* age<?26 » 26<age<36 * 36<age=<45 =+ 45<agex<55 * age<b56
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Pension Funds Investment limits
I e

: 0.6% 1.0% 1.3% 1.6% 2.0%

x Value at Risk 0 0 L 0 0
v el @ e 0% 15% 20% 25% 30%
k) )
= I'; ‘;:f&?:ei’ghange 30% 30% 30% 30% 30%
=

Derivates Yes Yes Yes Yes Yes

Foreign values 20% 20% 20% 20% 20%
2 Listed securities 10% 15% 20% 30% 40%
e
E Structured instruments 0% 5% 10% 10% 10%
e
o FIBRAS 0% 5% 5% 10% 10%

Inflationary Protection Yes (50% min) No No No No
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Potential vs. Reality
S S

Variable rate investments

Siefore Siefore Siefore Siefore Siefore
ARORES Basic 1 Basic 2 Basic 3 Basic 4 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 0.00% 7 14% 9.30% 12 24% 14.80%
instruments** ’ 0 ' 0 ' 0 ’ 0 ' 0
% Invested in international variable rate 0.00% 2 780 4.00% 5 03 5 999
instruments** ' 0 ' 0 ' 0 ' 0 ' 0
% 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

otaldifferential (Potentiald Actual investment ir
ariable rate instruments

$ 69,553.83 ‘

VENTURE CAPITAL * Data without capital fromadditional SIEFOREBgcember2009 TECHOPOIC0 oR ORTIEENY

CONFERENCE ** 0% to December 2009
20] O *** Limit from 15-19 cicular CONSAR
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CKDOSs

CKD (Certificadosde Capitalde Desarrollg is a new security
class intendedto link infrastructureprojects with Mexican
pensionfunds CKDs arestructuredo beacquiredexclusively
by eligible institutional investors in the Mexican market,
particularlyMexicanpensionfund manager{AFORES)

This new mechanisnwas formally announcedn the Official
Gazettan August4, 2009(CircularCONSAR15-23).

The CKDs are issuedthrough a trust fund and should be
authorizedoy the CNBV andBMV.
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CKDOSs

CKD canbeissuedby companiesvhich do not haveaccesso
capitalmarketsjncludingprivateequityfunds

Mexican pensionfunds (Afores) havean $ 88.7 billion pesos
potentialinvestmentopportunityin this instrument,of which
only $ 135 billion pesoshavebeenspent(December2009.
We canseethis informationwith moredetailin thenextslide
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Potential vs. Reality

Structured instrument investments

Siefore Siefore Siefore Siefore Siefore

AFORES Basic1 Basic 2 Basic 3 Basic 4 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 $ 13.595.75

instruments

Total differential (Potentiald Actual

investment in structured instruments $ 75,464.65

UENTU[?EC_APITEL * Data without capital fromadditional SIEFOREBgcember2009
CONFERENCE ** 06 to December 2009

20] O *** Limit from 15-19 cicular CONSAR
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4

CKDs listed in the Mexican market
N

Name (QUOTE) Issue Project
RCO $6,500 millions MXP Federal Highways
(RCOCB)
Wamex Capital $750 millions MXP Finance small and medium enterprises
(MIEMXCK)
Macquaire $3,415 millions MXP | Energy, communications and water treatment
(EIMMCK) plants
Atlas Discovery $1,160 millions MXP Buy shareholder control in infrastructure
(ADMEXCK) companies
Nexxus Capital | $1,457.4 millions MXP SMEs
(NEXXCK)

Source Bolsa Mexicana de Valores
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Latin America receives 1% of PE global investment (approximately $28.1
billions USD ) Mexico receives 16% of Latin America's capital

Panel B: Private equity flows in Latin America = VELA figures for Latin America except for data on Mexico,

Conty 660 f661 1000 00 O K05 K6 SO S S 2000 201 02 03 N0 05 206 NA| TOTAL

| Bras e« 4§ B B0 136 107 TS M0 M 1 4T 626 16 80066 [ 208%
1 Argenting 0« « 30 & 71 60 63 1466 196 75 06 16 10§ M| W0 125] 6636 | MK
d Chie oo W B O R 4§ oW 2 T 0T 82 1 1me 4N
6 Colornbia oo 0 18 6 M. - B2 18 - B 0] MBI 20
6 Regond e e e e 44Ty B0 B0 10T W oW B 8 1410 . | ATI08 | 168%
1 Othe D4 T R TR T IS0 246 8 6 M M0 M2 B0 1M 18] 101662 | %62
T0TAL T8 60 Wg 1 B0 1E61 3%0 BG 4000 A0 1004 615 080 64 1306 3919 162| 260754 | 00.0%

Source; VELA (Private equity flows for Argentina, Brazdl, Chile and Colombia); dara from Mexico's private equity s the data supporting thi artcle,

However, this is a small amount since Mexico generates ~ 37% of Latin
Ameri caodos GDP.



VC Industry in Mexico compared
with VC Industry in Brazll



LAVCA 2009

I e
2009 LAVCA Scorecard Results

Rank / ¥-o-¥ [scores)

1 - UK a0
2 vi lerzsl 31

3 as Sealn 78
F e e Chile 75
H i Braz 75

=5 vz Trnkad & Tobage &3
g Al Eodombda 57 -

10 Y2 Uruguey 54 Benchmarks

11 - Costa Riea 53

12 &l Pery 1] - Latin America

13 ¥z Panama 40
=14 L Srgentina a5
=14 v E Selvedor 45

16 v5 Oeminian Bepubfic 13

i} 10 20 30 4o 50 60 p I m 1] 10m

Chile and Brazil seem to have broken out of the pack, with scores that are closer to
developed nations than other countries in Latin America

Eorer: JTCE LA WCA = ELY Serwwcees! Raporl




Best countries for each categor
_

Scorecard Indicators

Best in class for each category

M. -
I =

o
3

Overall score 76  Chile (UK benchmark = 90)

Laws on Y,/ PE fund formatiecn and operation 4 BR, CH

Tax treatment of VC/PE funds & investrnents 3 BR, CH, CR, SA,MX, TT, LY

Protection of minarity sharehalder rights 3 BR, CH, OO, MX, TT

Restrictions on institutional investors investing in WG/ PE 4 BR

Protection of intellectual property rights 3 CH, CR

Bankruptcy procedures/creditors' rights/ partmer liability 3 BR, CH

Capital markets development and feasibility of exits 3 BR, CH

Regiatratiumrmr‘.-e reguirements on inward indestments 4 TT

Corporate govermance requiremeants 3 BR, CH, OO, MX, FE

Strength of the judicial system 3 CH, CR

Perceived Corr ptiﬂn 3 CH, UY

Quality of local accounting/use of international standards 4 AR, BR, CR, SA, PE, TT

Entreprensurship 3 AR, BR, CH
Ky
AR Amentina SA  Salvador
BR  Srazll MX  Mexco
CH  Chile TT  Trinidsd & Tobago
CO  Colombla PE  Peru

CR  CostaRica UY  Unsguay



PE/VC In Brazll

Distribution of Investment Vehicles by Type
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Obs: Venture Capital includes Seed, Early Stage and Later Stage VC. Private Equity includes Growth Capital and Later Stage
Sample: 224 vehicles, 88% of population

Source: ABVCAP Conference 2010




PE/VC In Mexico

Distribution of investment by type

More than one Private Equity
30% 52%

Sample: 96 Funds
Source: Charvel, 2007




Brazil: Origin of investors as % of Committed
Capital (2009).

ASIA OTHER LATIN AMERICA
MIDDLE EAST 4550 5 430/

1.07%

ENGLAND _al
1.84% . EUROPE '
 6.93%

BRAZIL /
60.49% /

Sample: 255 reporting vehicles, % of Committed Capital

Source: ABVCAP Conference 2010




Mexico: Origin of investors as % of Equity
Invested

Sample: 96 Funds
Source: Charvel, 2007




PE & VC In Brazil, 2009

Investors

Managing
Organizations

Portfolio
Companies

Source: ABVCAP Conference 2010

US$ 34 bn
Committed Capital

140 PE&VC Firms
236 Investment Vehicles
1,747 Professionals and Staff

554 Portfolio Companies

From 2005 to 2009:
» 489 new/follow-on investments
* 37 backed IPO’s (R$31.3bn)




PE & VC In Mexico

A Committed Capital 2008: USD 4t
Investors A Committed Capital 2007: USD 3bh

A 62 funds

A55% of the funds have one investmen
vehicle.

A 113 companies in the portfolio (2008)
A# employees: 28,151

Source: Deloitte, 2009. Sample: 29 funds.



What Is needed to develop the VC industry In
Mexico?
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