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A fund (Fondo Guanajauto- the “Fund”) to be established as an Investment
Corporation (Sociedad de Inversiones) incorporated in Mexico. The Fund,
expected to be US$10-12 million, is sponsored by the State Government of
Guanajuato. The Fund will have an operating life of ten years.

The objective of the project is to support the development of small bisinesses in
the state of Guanajuato, particularly for the growth of early-stage firms. The
project is an experiment with novel approaches to economic development,
combining development objectives with the discipline of venture capital,
thereby producing attractive returns while making a tangible impact on the local
economy. The project will not only address the need for equity financing for
small and/or early-stage firms, but also respond to the increasinginterest in how
venture capital could address the needs of the local private sector in Mexico and
further explore the transferability of venture capital practlces to regional
development.

MIF (Small Enterprise Investment Facility [II-b):  US$ 4,000,000*
Co-financing:
State Government of Guanajuato US$ 3,000,000*
NAFIN (Nacional Financiera) US$ 2,300,000
Other Private Investors US$ 700,000 -$2,700,000
*maximum capital commitment
Total US$10,000,000-$12,000,000

US$4,000,000 is MIF’s maximum capital commitment. MIF’s investment will
not be more than 40% of the total fund size. The local private investors have
so far expressed their interests in investing up to US$1,700,000. The targeted
fund size at the first closing is US$10 million, while the minimum fund size is
US$8 million, thereby the MIF’s minimum subscription at the first closing will
be US$3,200,000.

The project consists of the establishment of an investmert fund to support small
businesses, particularly early-stage enterprises in the State of Guanajuato. The
project is highly experimental and presentsthe first case of a local government-
sponsored finance vehicle, trying to build risk-return characteristics different
from those of a traditional venture capital portfolio. The Fund is initially
targeted at US$ 10 million and will be open for other investors during the first
18 months with an estimated target of US$12 millicn. The Fund will seek
investments averaging US$250,000-350,000 in approximately 80 companies
over its 10-year life. Investments will be in the form of equity, quasi-equity and

various debt instruments, in such a way as to reduce the Fund’s risk, generate a
moderate operating income, accommodate the growth and working capital needs

of business, and limit the Fund’s ownership to 2 maximum of 50%. The equity
investment agreements will include the sale of the Fund's share to the owners,



MANAGEMENT:

ENVIRONMENTAL
/SOCIAL REVIEW:

EXCEPTIONS TO
BANK POLICY:

third parties or employees. Exit will typically occur in the fifth to sixth year of
investment

The Fund will be managed by an investment Mmanagement company to be
constituted under Mexican law and its major partner will be the Chicago-based
Shorebank Advisory Services (“SAS”), an affiliate of the Shorebank
Corporation, the first community development bank jn the United States, For up
to the first 36 months of the Fund’s operations, SAS will play a lead role in
performing due diligence, completing investment proposals and deal stru ing

The Project Document was approved by the Environment and Social Impact
Review Committee on November 2, 1998,

None.



