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Funds look out for opportunities in small
businesses
By Maria Luíza Filgueiras | São Paulo

Small and medium-sized businesses tend to stay out of the financial market’s spotlight. Banks want to finance
large companies, take them public, and private-equity funds concentrate on those with sales above R$1 billion.
Others are on the lookout for tech and financial startups. Yet a growing group of investors has chosen to put
their chips precisely in the segment of small and midsize businesses of the real economy, where there is a
higher number of firms, the dispute is lower and the growth opportunities are higher. 

They have been allocating considerable amounts to that. Among funds already raised and being raised,
private-equity firms including HIG Capital, DXA Investimentos, Principia Capital Partners and Stratus have
R$3.6 billion for acquisitions of small and medium-sized companies.

HIG has the highest volume. The firm has already invested about R$3 billion in Brazil and has another R$2
billion raised for acquisitions. On Monday, HIG bought a commercial building in Santos, São Paulo. In April, the
fund had acquired Elekeiroz, chemical company that belonged to Itaúsa, the holding company that controls
bank Itaú Unibanco, for R$160 million. “We have at least 10 transactions under way. We are a patient investor
and look to the long run,” says Fernando Marques, director of HIG. This is the reason, he says, for the fund to
be active in negotiations in an election year, when other investors prefer to wait.

In addition to the two recent acquisitions, the fund also has in its portfolio footwear retailer Mr.Cat, gym chain
Selfit and Bigsal, a provider of animal nutrition products, among others. At Elekeiroz, HIG will maintain the
current management, taking seats on the board. “The company has already been increasing its profitability in
recent years and we will explore potential new strategic paths, such as some line that the company still doesn’t
produce,” Mr. Marques says.

With $200 million under management and in the fundraising phase
of its second vehicle, of $100 million, DXA Investimentos buys
stakes and small businesses and doesn’t take over the
management. “We seek companies that are not necessarily startups
in their markets or with focus on technology, which sets us apart
from venture-capital funds,” says Oscar Decotelli, president of DXA.
“Our purpose is to help the business owner to make the business
gain traction, but we don’t need to take their business.”

Oscar Decotelli
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Because of this, the tuning must work. In February, DXA sold its stake in ZeeDog, a pet accessory products
company. It was the fund’s first investment, in 2012, and the company increased its revenues tenfold in the
period. “We set up a growth strategy with franchises and international expansion,” he says. It currently has
3,000 sales points in 20 countries. The exit process was peculiar. “We’ve had already signed a contract of sale
to another private-equity fund when the founders got a loan to repurchase the stake,” Mr. Decotelli says. The
return was 12 times the invested capital.

It is a similar strategy to the one DXA wants to apply in Bebê Básico, chain of children’s apparel that the firm
wants to take to the international market. At fashion accessory chain Uncle K., the dynamic between fund and
partners didn’t work. DXA wanted to accelerate the chain’s expansion and included new product lines, such as
shoes and scarves — but the founders disagreed with the pace and DXA ended up leaving the operation. The
fund also invests jointly with other investors in operations higher than the usual size of its targets, case of
Modern Logistic, a cargo company created by former executives of airlines Azul and JetBlue. DXA put part of
the capital and coordinated the fundraising with other investors.

Principia and Stratus are also in the phase of raising funds, Valor has learned. The former, created by ex-
partners of Victoria Capital Partners, wants to raise $400 million. Stratus has been working with medium-sized
companies for nearly 20 years. According to one source, the firms may take 12 to 18 months to start operating
the funds.

(Juliana Schincariol contributed to this story from Rio de Janeiro)
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