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Neo Investimientos Closes Mezzanine Fund

Rio de Janeiro-based Neo Investimentos (Neo) has
held a second and final close on its BRL 177 million
(US$97.7 million) mezzanine fund. The fund is the first
mezzanine fund to close in Brazil, and will focus on
middle market companies with revenues of between
BRL 30 million (US$16.6 million) and BRL 400 million
(US$220.7 million) per year.

“Middle market companies are starved for credit,
and even with lower interest rates, there is significant
repressed demand for funding,” According to Luiz
Chrysostomo, the partner at Neo who is in charge of
the fund. “The added advantage is that companies in
this sector have very little debt - it is the perfect match
for financial investors,” he added.

Chrysostomo believes that mezzanine financing will
also be attractive to company owners, because the
investment terms and exit strategy are clearer than with
private equity investment. He added the he expects
other mezzanine funds to close in the future.

The fund will not focus on any one specific sector, nor
will itinvest in start-ups, distressed companies or high
technology gambits. Neo isinstead targeting companies
that are themselves in the process of consolidation or
in sectors with consolidation potential.

Chrysostomo said that the fund already has several
companies in its pipeline and expects to conclude its
first investments in early 2008.

Investments will be made via convertible debt or
warrants with an option for the fund to purchase shares

ata discount at the end of the investment period, known
as an equity kicker.

According to Chrysostomo, mezzanine investments
have failed to take off in Brazil in large part due to
macroeconomic factors, particularly high interest rates.
The Brazilian Central Bank gradually has lowered rates
from 19.25% in October of 2005 to 11.25% in September
of 2007. During the period of high interest rates, credit
to businesses was very limited because of high interest
rates. As interest rates come down, lenders - including
mezzanine funds - are able to offer more attractive
financing terms, which was impossible under the former
scenario. “Interest rates are down and investment grade
is on the horizon. The scenario is positive for the sector
and for Brazil,” said Chrysostomo.

Chrysostomo also said that the there are additional
challenges to mezzanine financing that do not exist
with traditional private equity funds. “Mezzanine
funds require knowledge of both debt and equity
markets, which means that the operations are more
sophisticated,” said Chrysostomo.

One of the advantages of mezzanine investment is
that the exit is planned at the time of the investment,
according to Chrysostomo. He added that the fund
will not be focusing on stock market exits, although it
is possible the fund’s portfolio companies eventually
will go public. Furthermore, Neo has strict corporate
governance requirements, which will help prepare
companies to go public, should they decide to take
that route.
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