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Introduction

On December 1, 1966, the President of COQEST, Companhia de Desenvolvimento
do Estado, a regional development bank in a state of the Southeast of Brazil
received a 1et£er from Dr. Jo3ao Oliveira Director Presidente of FAMILOSA,
Fibrica de Produtos de Milho S. A. 1In the letter Dr. Oliveira requested an
interview to discuss a project which he felt would fall within one of the
categories of projects whose financing CODEST was allowed to participate in
according to its charter and repasse agreements with the State Government and
the Banco Nacional do Desenvolvimento Econdmico. The letter went on to outline
the history and operations of FAMILOSA, from its formation in late 1964, to
extract crude corn oil and corn fedder from raw corn, to the present year,
‘DUPing its first year of operation, 1965, the firm, using good marketing tech-
niques, established itself in both the crude corn oil and corn fodder markets
w;th 9 and 15 percent respectively of the total.

FAMILOSA is located in Pereira, a small town of about 50,000 inhabitants,
on the outskirts of one of the big cities in Southeastern Brazil. It has its
main offices and factory in Pereira but also has a permanent office in the
capital of the state, FAMILOSA is a Sociedéae‘Ananima (Corporation) consti-
éuted on November 30, 1964, and established at the city of Pereira. The
charter of the Corporation does not limit its life. Presently, FAMILOSA was
considering two alternative expansion projects. The first project was an in-
tegration downstream from crude corn oil to refined corn oil, which would give
tire company higher prolit margins. The second project was a product diversi-
fication into cyuda soya bean oil extraction (with the secondary procuct soya

bean cake), which would allow FAMILOSA to of{ér its customers the entire range



of vegetable o0il and vegetable based fodder products., If the second project
established (the company felt confident of their ability to successfully
penetrate this market) would provide the basis for downstream integration into
refined corn oil and refined soya bean oil.

Dr. Barros, president of CODEST, discussed the projects with the bank's
senior lawyer, checking that the bznk would be able to participate, and
having received a favorable answer, wrote to Dr. Oliveira expressing interest
in the projects. He requested Dr. Oliveira to call on the bank on Deéember
10 with details of TAMILOSA's operations.

Initial Interview

Dr. Barros had then telephoned the President of BANEST, Ranco do Estado,
the state owned bank and asked for hfs opinion of the management of FAMILOSA.
He was told that the Bank had already lent the firm NCr$100.000,00 for working
capital, (an increase from the originzl NCr$55.000,00 agreed upon in February
1965), and had been approached by FAMILOSA to increase this loan further by
an initial NCr$400.000,00. The BANEST had a generally favorable'impression
of FAMILOSA and tended to discount the possibility of FAMILOSA failing,
though the management of FAMILOSA was consiAered to be rather adverse to

’

receiving outside advice.

At the initial interview, Dr. Barros introduced Dr. Oliveira to the head
of the Appraisal Department, Sr. Resende and the three men discussed, in a
general form, the history of FAMILOSA and its intended expansioa plans.
Di. Barros formed the impression that Sr. Oliveira, though of a rather prickly
disposition, knew his business well and was not a figure-head Diretor Presi-

dentc. Sr. Resende then introduced Sr. Oliveira to Sr. Parente,'an economist



in the Appraisal section who was assigned to be the initial appraisal officer
for FAMILOSA. He then left the two men to ta;k over, in detail, the firm and
the project,

Sr. Parenée had already heérd of Sr. Oliveira's attitude toward advice
and criticism, from Sr. Resende. Since Dr. Barros had explained that the deve-
lopment's bank policy tended more toward consultation than that of a commer-
cial bank, Sr. Parente left out that point in discussion with Dr. Oliveira
and began to question the Diretor Presidente about the firm and the project.
Sr, Parente's initial conclusions were as follows:

""he credibility of the borrower appeared high, and is backed
by the report from the Benco do Estado. His ability to manage

. FAMILOSA well does not appéar suspect; nor does the viability .
of the firm seen in doubt, though there appears to be room for
improvement in profitability. Theé borrower does not seem, ‘how-
ever, to have thought out his projects well and it éppears that
the firm's decision to go into one or both of these new markets
is based to a large degree on intuition and faith in it's own
ability"

Initial Company Visit

This report went to Sr. Resende, and because it contained no significant
deleterious points, Sr. Parente was authorized to carry out an initial apprai-
sal of the company '"on site'. This decision was communicated to the directoré
of FAMILOSA and arrangements were made for Sr. Parente to meet the directors
and staff of FAMILOSA on January 17 and 18. Sr. Parente speng the first day

looking over the plant and talking about existing operations with the heads



of the depariments. On the second day, Sr. Parente started by discussing the
marketing aspects of the projects with the Diretor Commercial, Sr. Antonio
Almeida and then discussed the productidn problems that the prsjects would
entail with Sr. Julio Silva, Diretor Técnico of FAMILOSA. Finally he dis-
cussed the effects of the projects on the firm's income statements and ba-
lance sheets for the next three years with Sr. Abilio Moreira, the Diretor
Financeiro. Sy. Parente finished by meeting with the board of directors as
a group and after first checking with them the figures quoted to him, he
discussed the project and their estimate of their financial needs to ensure
that theré was no misunderstanding. He finished his trip by spending Decem-
ber 29 wvisiting the Banco do Estado, several of FAMILOSA's suppliers, and
'two of FAMILOSA's cuétomers, asking for their impressions of FAMILCSA'S.
management.

Sr. Parente then returned to CODEST and prépared his initial report,
kelephoning FAMILOSA's directors from time to time to clarify points that
occurred to him after the visit, The report is included in its entirety:
FROM: Paulo Parente

TO: Ricardo Resende, llead of thewAppraisal Department
SUBJECT: 1Initial Report on TFAMILOSA

1) Legal and Organization Model

The officer can find nothing illegal about the firm and its
operations or its proposed project, and has found nothing to suggest

moral turpitude amongst the senior managers. The organizational struc-

ture appears adequate, if a little excessive, but there secems to be a

tendency toward empire building. This i$ rather unusual in a company of



this small size, and as a result the departmental coordination seems
very poor and the heads of department seem unable to accept criticism
or take advice. This lack of coordination at upper levels seems also
to have aéfected management-labor relations, since there appears to be
friction between the heads of department and the workers under them -
a condition which should not exist in a firm this size. But it should
be pointed out that managers of this firm all seem involved, and all
are working for salaries that ave definitely lower than they might ex-
pect to receive,

2) Marketing Model

The marketing record of the firm has been excellent and is probably
one of the firm's strong points. FAMILOSA broke intovthe market well in
1965, trading on good delivery date performance and competitive prices
to establish their reputation, and the marketing department appear confi-
dent of selling anything that the firm produces.

The forecasts that the marketing department has prepared for crude
corn oil and corn fodder for the next three years (Exhibits i and 2)
seem reasonable (even though part of the forecast sales increase will
be at the expense of competitors). The marketing logic behind the two
projects seems acceptable. Refined corn oil has a much higher mark-up
and is a faster growing market with a minimum growth rate of 7 percent.
Crude soya bean o0il is a much larger market than crude corn oil, with
a slightly higher rate of growth (6percent vs. Spercent) and a slightly
lower price (though the profit margin is comparable). It would provide

a full product range for FAMILOSA's salesmen to offer. One problem



about marketing seems of little concern to the cbmpany: .though crude
soya bean oil would be offered to the same type of customers that
FAMILOSA's salesmen are currently selling to, the éarketing organization
would have'éo service an ehtirely different category of customers in

the refined corn oil market. There has‘been no additional preparation
for this eventuality and the company appears to be rather confidently
expeéting its salesmen to be as effective with this entirely new class
of customer as they are with the c¢rude corn o0il customers.

3) Production Model

Though the basic production process is very simple, the initial
set-up was carried out very smoothly ;nd the firm's chief engineer
appears highly competent. Though the current equipment is well installed
and well maintained and the production managemené is generally good
(though inventory turn-over is poor), a lack of skilled workers and
the problem in labor management relations appear to have combined to
produce a less than efficient cost structure, thus reducing the firm's
profit margin, The plant and equipment required for either project
appear to have been carefully chosen, gut the technology involved in
refining oil appears, from several accounts, to be considerably more
complex than that for the extraction of crude oil. This fact appears
to have been given insufficient attention especially in the light of
the firm's current problems of insufficient skilled labor and poor
labor relations. This consideration would appear to favor soya bean
extraction rather than refining corn oil.

4) Financial Model

The Income Statemeni and Dalance Sheet for the last two years are



attached (Exhibits 3 & 4). It is obvious that current profits are not
large and there is not a good return on assets yet - nor are the current
and debt equity rates reassuring, even though a large part of the long-
term debt is held by directors (see exhibit 3C) of the company, and a
considerable proportion of the short—te?m debt is discounted accounts
receivable factored by the bank,

It appears obvious that FAMILOSA needs further capitalization -
expecially if it is to expand - to maintain some degree of liquidity
and safety. Also further capitalization could be used to reduce Ac-
counts Receivable discounting which is currently causing a large drain
on profits, .

It should be mentioned at this point that the accounting organiza-
tion lacks effectivenegs and managecment accountiﬁg records are sparse;
a not unusual condition for new firms, .- This condition though tends to
cause increasing problems as an organization grows in size and is al-
ready adversely affecting management coordination.

Projection of income statements and balance sheets for the future
have not been made and it is hard to diécuss future problems without
them. But the figures given by the management of FAMILOSA on costs and
profit margins suggest that either of the projects will have a favorable
effect on the firm's profit margins. FAMILOSA intends to offer as a
guarantee to obtain the FIPEME loan values the total amount of NCr$850.00b,00
(see Exhibit 5).

5) Recommendabtions

a. CODEST should consider supporting FAMILOSA's expansion.



b. The soya bean extraction project should be backed, since it
seems the best suited project for FAMILOSA at present.
¢. The management of FAMILOSA should be urged to increase the

capitalization of the company.

Initial Decision

Sx. Parente's report was discussed by the Initial Appraisal committee
on January 31. The committee normally consisted of one director; in this
particular case, Dr. Barros; the head of the Appraisal Department,

Sr. Resende; the head of the Legal Department, Sr. Diamante; and the report-
ing officer, in this case Sr. Parente.

Though Sr, Diamante suggested that CODEST should not proceed further
with this company until the financial accounting had been improved and the
internal management problems had been.so]ved, it was generally felt that FAMI-
LOSA was an aggressive company that needed help. It also appeared that there
was the distinct possibility that if CODEST did not "help FAMILOSA the company
would go gently down-hill and might even disintegrate under the increased
stress as the managerial problems became insolvable.

It was, therefore, decided to proceed Fo the Appraisal Stage and a letter
was sent to FAMITOSA stating that CODEST would be interested in further dis-
cussing the soya bean extraction project. It was felt that at this time CODEST
did not feel free to consider the Corn Q0il Refining project. If the board of
directors of FAMILOSA agreed to the above, an appraisal team would be sent to
FAMILOSA at the end of Qctober., A letier was received from Sr. Oliveira, in
which he accepted the bank's recommendation, mentioning that he considered the
refinaed corn oil project far more profitable and more useful in the develop-

ment of the State. Upon receipt of that letter, a team was picked to work



with Sr, Parente on the project. The other three members of the team were
Sr. Monteiro, an accbuntant, Sr. Cerqueira an engineer, and Sr. Lima, a
lavyer. All four of this group had been working in CODEST for several years
and were in the middle or late twerties.

Appraisal

The appraisal started in early March. Before leaving to visit FAMILOSA
Sr. Parente and his ream collected from the library at CODEST, those publica-
tions which they thought might be relevant:to their study. They thus had
available to them IBGE and FAO figures for the corn products industry.

Upon arriving at FAMILOSA for the first day of the appraical, they were
introduced to the marketing director, Sr. Almeida. A pleasant man, Sr. Almeida
shook hands warmly and escorted the team into a well-upholstered meeting room.
He then sat down at the head of the table apd asked, rather seriously, just
how Sr, Parente thought they should proceed. Sr. Parente replied to Sr.
Alweida that although he, Sr. Parente, had a good understanding of FAMILOSA
and its marketing and production situation he felt, perhaps, it might be a
good idea to acquaint the other members of the team with as much of the market-
ing aspects of the firm as Sr. Almeida felt was necessary at the time. Sr.
Almeida, therefore, spent the next half hour outlining the organizational chart
and the operations of the firm. The organizational chart may be seen on Exhi-
bit 6.

Sr. Monteiro took notes on this discussion and later summarized his
notes as follows: "The firm currently produces crude corn oil and corn fod-
der. It distributes throughout all of Brazil. Crude corn oil is sold to

refiners who refine il into edible cil. Corn fodder is used for animal feed.



The firm proposes to improve its product line in the project.

"There are two types of refined oils which are consumed by the people
in this country: One refined oil is animal in origin, the other type of re-
fined oil comes from vegetables, Vegetable oils appear to be demanded more
today by consumers than animal oil. Sr. Almeida feels that the market for
vegetable oils is by no means fully tapped. He feels that the demand for
vegetable oils, especially corn o0il and soya oil, is increasing quite rapidly,
with soya bean oil having a very large market - larger than corn oil,

"Sr. Almeida also explained that soya bean oil has a comparative advan-
tage because of its low cholesterol content. He feels that the consumption
of coya bean o0il is increasing basically because of this characteristic which
more and more people seem to be aware of.

"puring the discussion, Sr, Almeida was most enthusiastic about the in-
crease in growth of fodder over the next several years. He was somewhat vague
when asked by Sr. Parente as to what percent ihcrease he feels thé market will
have over the next three or four years, but finally stated at least 8§ to 10
percent when pressed on this matter by the team., Sr. Almeida's assistant, Sr.
Costa, who had come into the room during the discussion, volunteered the fact
that perhaps the increase in the market for corn fodders>wou1d not be quite
this high. Sr. Almeida did not comment on this, and the team did not question
it.

"Sr, Alwmeida then discussed the change in the distribution system of the
firm which would be required to handle the new products.

"Initially he described the existing distribution process for crude corn

0il and corn fodder. The crude coxn oil was bought by a few companies that



had refining facilities and two of these also produced crude corn oil but not
enough to meet their refining capacity. The sales were made directly by tele-
phone, between Sr. Almeida himself and the buyers' purchasing agents. He also
felt that, in some sense, hid prices were coﬁtrolled because at the same time
he wasn't able to negotiate different prices with different customers. He
thought that maybe during the meeting of the "Federacdo das Industrias de Re-
firacdo de Oleos Vegetais" there was some kind of exchange of information on
prices for crude vegelable oil,

"Corn fodder was sold in a different way - by traveling salesmen to big
retailers and wholesalers under direct supervision of Sr. Almeida. 1In this
area, prices differed from region to region because of transportation costs
and éompetition. Salesmen were paid a fixed minimum salary and a variable
percentual on sales depending on the prices by which the fodder was sold.
There was also a bonus for new customers. This made their salesmen aggres-
sive and very sensitive to purchaser's demands, but sometimes Sr. Almeida won-
dered how much this price-push mechanism was costing FAMILOSA in terms of
sales volume,

"The deliveries were made by [reight trucks but this process was sloﬂ
due to the fact that they were not always available when needed. They were
also too expensive to run, especially because only very seldom was it possi-
ble to allocate 'return-load" of raw materials when on a delivery trip. Deli-

veries were direcct bucause FAMILOSA didn't possess and didn't think worthwhile

to have distribution warehouses.

"Once, some time ago, Sr. Almeida suggested to Dr. Oliveira the purchase

of some trucks to make deliveries. This would enable them to plan those de-



liveries and make them coincide with raw material purchases. But, in his
very characteristic manner, Dr. Oliveira said.that they were in the Produc-
tion business and not in the trapsportation business. The matter wasn't
worth discussing further.

"The suggested distribution plan to the soya product was similar to the
one of corn products. It was argued that it wouldn't require big increases
in the sales force because most of the timé consumption required for fodder
sales was on route and therefore, the time consumption wouldn't have to be
duplicated,

'""He also stated that he 'felt that the firm's introduction of soya

.

bean o0il and soya fodder as products would help to further round out the
firm's product line and that it would stimulate the firm's sales by making
FAMILOSA more of a full-line company.' Many of FAMILOSA's customers have
been asking for these products, and he felt that their introdgction would
make the company more competitive in the market place.

"Sr. Parente questioned Sr. Alweida closely about proposed production
rates for the new products. 1In attempting to answer this question, Sr.
Almeida stated that he expected the firm to“produce 978 tons of crude soya
bean o0il in 1967 and to sell most of this. He also stated that he expected
the firm to produce 3,912 tons of soya products. He further stated his ex-
pectation that the firm's sales of crude soya bean o0il would increase by some-
thing less than 10 percent per year. The production of soya fodder would
have to follow suit since soya fodder is a by-product of the crude soya oil
extracting process. Sr. Almeida ended the afternoon's conversation by

stating that he saw no problems from a marketing vicwpoint of breaking into



the market and of obtaining a good share of it rather quickly."

The team returned to their hotel to talk over what they had seen. Be-
fore discussing'the project, they turned to the statistics which they had
brought with them from the CODEST library. They found that according to the
FAO the edible o0il consumption in the country is low; amounting Lo approxi-
mately six to eight kilograms per inhabitant. This figure compares with 19
to 21 kilograms in Canada and the United States, and 16 to 17 kilograms in
Argentina and Uruguay. The team also reviewed IBGE figures on the consump-
tion of edible oils from 1245-1964., These figures are shown in exhibit 7.

The team found'gome information regarding.fodders in the IBGE publi-
cation "Brazilian Industrial Production” published in 1958. These data are
shown in exhibit 8. Brazilian Industrial Production predicted an increase
of demand for fodders at 2 percent per year for the period through 1970,

This was the same percentage gain prediction that had been given to Sr,
Parente when he talked with the officers at the Banco do Estado.

After mentioning this, Sr. Parente also informed the team of a few of
the Bank's other predictions in the marketing area. The Bank suggestéd that
since the country's population was growing at ébout 3 perxcent per year, this
growth itself would provide an increased market for refined oils. One of the
bank officers had strongly made the point that improvement in diet was one of
the higher priorities in terms of the current economic development plans. FHe
also suggested that as people became increasingly better educated and econo-
mically better off, the populaiion would be able to increase its consumption
of oil. He further felt that the current efforts to increase and improve

herds of cattle should substantiate at least 2 percent growth of the fodder



market,

In discussing FAMILOSA's competitors, the Bank official made the state-
ment that Miranda Enturprises was trying to increase its capacity in all lines
by approximately 10 percent duriﬁg the next five years. Miranda was a major
competitor and a full line competitor of FAMILOSA's. - The Bank knew of no other
plans by other competitors to increase their capacities and Sr. Parente had
previously checked this out with trade sources and had found that no one knew
of any other company planning to increase its capacit?. All of FAMILOSA's
competitors appeared to be operating at 80 to 90 percent of capacity. ﬁeither
the Banco do Estado nor trade sources knew of any startling developments among
competitive~producté according to Sr. Parente.

In reading from his notes from his last visit, Sr. Parente pointed out
to the team that the trends shown in the projects for crude corn oil and corn
foddeyr vis a vis the three major divisions of the country were expected to
continue. In essence, the FAMILOSA officials felt that the relative demand
in the South would decrease over the next several years, as the demand in
the middle and northern areas grew some.

The following day Sr. Parente and his teaﬁ talked to two customers and
a supplier of FAMILOSA., The opinion that they got from everyone was that as
a marketing organization, the company had an excellent record. The mérketing
manager was especially praised. The supplier stated that he appeared to have
an uncanny ability to understand trends and to exploit opportunities available
to the firm. In both years of FAMILOSA's existence it had sold almost all the

corn fodder and corn oil that it could produce. The company had limited it-

self to about a three to four month inventory of both products.



One of the directors of one of FAMILOSA's customers, who seemed a very
competent man to the teanﬂ suggested that with the exception of an increased
demand for corn‘fodder in the winter season in the south, there were no
seasonal influctions which might influence FAMILOSA's sales. According to
this executive, FAMILOSA followed standard industry practices with regards
to terms of sale. He bemoaned the fact that there was very little price com-
petition in the crude corn oil or crude soya oil industries.

The team returned to FAMILOSA for another discussion with Sr. Almeida and
Sr. Costa. The talk ranged over many subjects., Sr. Almeida at one time took
a great deal of thé_téams' time a= he walked them through the new and expan-
sive storage faciiities for corn in grains which FAMILOSA had built in the

last two years. It appeared that this storage was certainly sufficiently
ample to maintain a large supply of this raw material. Dr. Oliveira took
pains to re-emphasize that FAMILOSA was still a minor factor in the market,
having a total of 9 percent of the crude corn oil market and roughly 15 per-
cent of the corn fodder market. TAMILOSA's major competitor in crude corn
0il has roughly 1/3 of the total market. In SF. Oliveira's words, this
represented an excellent situation since it gave FAMILOSA a great deal of
opportunity in the markets. 1In the corn fodder field FAMILOSA is one of
three or four approximately equal competitors.

Sr. Oliveira and Sr. Almeida were quite insistent about the opportuni-
ties in moving into the crude soya bean o0il field. Sr. Almeida especially
stressed that he felt that the firm's plans to break into the new markets
were reasonable and conservative. FAMILOSA was postulating in taking over

only approximately 3 percent of the crude soya o0il market the first year and



less than 5 percent of the soya fodder market. In 1967 these markets were
expected to be 27,000 tons and approximately 95,400 respectively. Sr. Almeida
also produced soﬁe selling pricesﬁﬁhich the firm had projected for the various
products they were interested in. These prices are shown in exhibit 9. Sr.
Almeida expected the Miranda Corporation which had a lhird of the market in
crude soya o0il to continue this percentage hold on the market. A second com-
petitor had roughly 29 percent of the market in 1966 and all other competitors-
had about 35 percent of the market. He expected the second competitor to con-
tinue with roughly its share of the market too. 1In soya fodder the Miranda
Corporatiog had approgimately 36 percent of the market. A second competitor
had roughly 31 per;ént, a third one had roughly 8§ percent and all others had
approximately 21 percent of the market. He felt that the third competitor,
the most recent entyant into the market, might go from 8 to 10 percent of the
market in the next three years, while Miranda and the second competitor might
possibly increase their market shave slightly. He expected one or two of the
old, weaker competitors to drop out of the field eventually or to lose some
of their market share both to the more aggressive competitors and to FAMILOSA.
During the day the team talked to several'of the sales personnel and
were favorably impressed. The younger salesmen seemed sharp and enterprising.
Great respect was in cvidence by most marketing pcrsonnel for Sr. Almeida's
ability., One or two younger salesmen had already been hired and were‘being
trained partially as replacements for current employees, but the team felt
more for the expansion of marketing effort in the future.

The Production Area

In gathering what material they felt they needed to get in the marketing
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area, the team then turned to the production process. They started with an
intervigw with Sr. Silva. He first provided them with a brief flow chart of
the production process which had been developed about a year ago. This is
showa as exhibit 10. §8r. Silva then took the team on a tour through the
plant., Sr. Parente, who was beginning to develop a lively interest in ma-
chinery as a result of his last few assignments with CODEST, was especially
interested in the current state of the machinery and equipment at FAMILOSA.
The factory floor was reasonably clcan and the equipment gave every indica-
tion of being well cared for. Sx. Parente later checked out this impression
with Sr. Cerqueira and learned thalt his amateurish impressions were correct.
According to Sr. ée;dueira, Sr. Silva had shown him a preventative mainte-
nance schedule and log which outlined a program second to none that he had

ever seen., Evidently Sr. Silva was known throughout the company as a fanatic

on machine maintenance and repair. Sr. Silva had been in charge of the in-

stallation of the equipment in 1964 and is known to have almost a family re-

lationship with it. There were several jokes about this in the factory - but

the jokes were always tinged with a hint of great respect. The stockrooms

were clean and well laid out. Sr. Silva commented that he had had no trouble

getting unskilled labor but that skilled labor was a bit of a problem even
though the company was located in one of the most industrialized states of

the country, Utilities on the other hand appeared to have no trouble what-

soever,
Sr. Cerqueira was able to make some helpful suggestions about site pre-

paraltion for the new construction to Sr. Silva. Sr. Cerqueira later told the

team that he was quite impressed by thke fact that Sr., Silva was willing to
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accept suggestions from him, as a matter of fact, accepted them with en-
thusiasm. "He was almost too enthusiastic," remarked Sf. Cerqueira, "1'11
be interested in seeing what he really does in this regard. It may bé that
the word has drifted down to his level that we do like’to make suggestions
at the Bank, This could be a political smoke-screen set up to facilitate
our acceptance of the loan.' At any rate Cerqueira told the team that this
man wvas of lively intelligence and good engineering background. He seems
very loyal to FAMILOSA. He also secems imbued with a deep desire to get on
with the production of the soya products.

The team was th as impressed with Sr., Silva's assistants whom they met
during the tour of the plant. They appeared to be good men, but certainly
not of the caliber of Sr. Silva. When questioned about this, Sr. Silva
stated rather sadly that he had tried to recruit the best possible people
to assist him. '"Up to three months ago I had two of the best assistants
possible. But I guvess they were just too good. Each is now a chief engi-
neer with another small company. It's a problem to get, and to keep good
people, 1 really wish I knew how to do it."

In looking through the production record,.the team noted that FAMILOSA
had beecn able to raise its production rate to 70 percent of capacity in a
two-year period without noticeable problems in the production process. They
agreed that the plant chosen for the new process was somewhat too large.
However, the members of the team felt that it would provide room for the firm
to grow and was probably a good investment. They also agreed that the amount

of excess plant was not large enough to make them feel that the firm should

cut down.




Sr. Monteiro did point out that by his calculations FAMILOSA expected to
be utilizing.well over 80 percent of capacity by 1969. He said this made him
wonder About two things. First, he wondered whether their sales forecasts
were too optimistic and thereflore, productioh assumptions might not be too
high. Secondly, taking the opposite tack, he wondered whe;her if the sales
production was correct whether the firm might not consider installing more
capacity now. Sr. Cerqueira said the latter point was well made since they
could obtain equipment which would double capacity for something less than
cne and a half times the cost of the currently projected equipment. There
were large economies of scale and large-scale production he pointed out,

In a side trip to BANEST, a week later, Sr. Cerqueira discussed possi-
ble technological obsolence of the equipment chosen by FAMILOSA with an offi-
cer of the Bank who knew the vegetable oil processing industry rather well,
The officer of the Bank stated that he saw no new technical break-throughs
coming in the industry. On the other hand, he pointed out thexe was little
fiexibility in the equipment. The equipment being used for anyone of the
four products in the firm could not be shifted to another of the products.
Yet, he stated, since all four products were staples he expected the demand
to continue for each of the four,

Bcginning their exploration of the firm's finances, the team looked at
the production costs for 1965 and 1%6v for refining corn oil and corn fodder.
These are shown respectively in exhibits 11 and 12. Sr. Monteiro then pro-
ceeded to work up a pro-forma production-costs statement on corn oil. This
statement for the three years through 1969 is shown as exhibit 13. He has

assumed an inflation rate of 40 percent in this period, he remarked to Sr.
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Parente, He also worked up a pro-forma production-costs statement for crude
soya bean oil and soya fodder taken together. The first two years of this
pro~forﬁa forecast, 1967 and 1968, are shown as exhibit 14, Sr. Monteiro
commented that he would havg to work out the third year of the forecast for
the combined crude soya bean oil and soya bean fodder production, and he
would have to work out a-pro—forma for corn fodder.

Sr. Monteiro and Sr. Parente also spent a great deal of time looking at
FAMILOSA's financial organization. They found a iedger—card system which was
often up to a week behind posting. When asked about this Sr. Monteiro, the
head of the financial department, shrugged his shoulders and said, "This hap-
pens. Whenever we have any trouble we get together with our local public
accountant who supplies us with some extra help,’ he said. Sr. Monteiro later
interviewed this public accountant, and stated he is distinctly unimpressed
with the man's abilities. 1In developing the future costs of production, Sr..
Monteiro was forced to do most of the work himself, Sr. Moreira either was
unwilling to help or was unsure how to help in predicting the future-cost
statements. Sr., Monteiro thought that he ought to develop a pro-forma funds-
flow statement, pro-forma income statement and a pro-forma balance sheet.
When he discussed this with the team, Sr. Parente askéd him just how he would
go about doing this? What questions did he have to have answvered to do so?
Sr. Monteiro replied thai he needed znswers to questions such as: 1. amounts
of the accounts-receivable expected to be outstanding - i.e., the terms on

which the firm sold its goods and the speed with which customcrs actually

paid. He needed to know whethcer inventories were cxpected to be built up

or were expected Lo be kept at their same level. He neceded to know when
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new buildings and equipment were expected to be received and the depreciation
rates fgr this equipment. Tt was necessary to have current fixed-asset depre-
ciation schedules, Information was needed on the dividend policy 6r future
policies of the firm, the repayment schedule of notes outstanding at the vari-
ous commercial banks,'the repayment schedule of long-term notes. Finally,

he needed to know something about the adequacy of current administrative and
marketing onganization “overhead" to handle expanding growth,

Sr. Monteiro, with Sr. Parente's help, dug some of this information from
the reluctant grasp of Sr. Moreira. They received most of their help from Sr.
Coelho, a young man of about 23, with a degree in accounting, and who at least
understood the questions that Sr. Monteiro was asking. Both Monteiro and Pa-
rente felt that often Sr. Silva did not exhibit a very good understanding of
accounting principles. |

Sr. Silva admitted that there was no budgetry system in the firm, Sr.
Parente asked how expenditures were controlled. Sr, Silva pointed out that
all large expenditures were routed through him for his personal signature be-
fore they were made. Sr. Cerqueira asked how decisions were made as to the
adding of additiornal personnel to the firm...lt became evident that decisions
of this sort were roulted through the president. No cash forecast was made by
FAMTJ.OSA. Sr. Moreira explained that, "We always have enough monay in the
Bank." Sales records on various customers were kept by FAMILOSA but the team
was unable to uncover any formal periodic review of these reports, Ratio ana-
lysis on income and balance sheels were not performed except when we '"really

necd theam "

The teams talked to several other people “in the accounting éepartment



about the operations of the department. They.cﬁncluded that the caliber of
the personnel was not very high. No other accounting graduates, other than
those mentioned alveady, were employed by FAMILOSA in any phase of the busi-
ness.

The team in its discussions came back often to the question of the cash
possession of the firm. The current ratio as of 1966 was 0.9, at the end of
1965 the current ratio had been 1.4. Sr. Monteiro questioned whether the loan
being asked for was enough to correct this position? Sr. Parente raised the
question of getting short-term loans from a commercial bank to support work-
ing capital needs.

Accountgnreceivable were found to be disccunted by FAMILOSA, about 75
percent were discounted at the time of the study. The remaining 25 percent
of receivables appeared fairly sound in the review of these receivables,

One major cuslomer appeared to be in danger of default, but the outcome was
uncertain, With that exception only, however, the receivables appeared to be
sound,

Inventories of the firm had ranged from about one to four months of

net sales during the last two years. They were evaluated on a FIFO basis.

The firm appeared to have been very successful ia gaining extended
lines of credit f{rom its suppliers. Sr. Coé&lho laughed when he mentioned
that, "every effort is made to avoid paying accounts for as long as possible."
The team checked on this fact with local banks and suppliers. While putting
off payment was undoubtedly true, the practice did not appear to endanger
FAMILOSA since altl firms in the area tried to do the same. Turning in charges

for credit which FAMILOSA had at the time of the study was slightly higher
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than usual for the area, but FAMILOSA's officials explained that this was
to be expected since the firm was a new enterprise.

Fixed-assets, as mentioned earlier, were found to be depreciated on
the straight-line basis over a ten year period. No mortgages were found to
be outstanding as nssets. |

At one of their nightly discussions Sr.zParente asked Sr. Monteiro whether
he didn't feel that the rate of return as a percentage of sales for the firm
was very low during the first two years. Furthermore; Sr., Parente questioned
whether return on invested capital was sufficient? Sy, Lima asked whether
these two rather low rates of return might be simply the result of a new
enterprisce? “Sr. Monteiro thought they were but questioned whether the break-
even point for the firm did not appeaf to be quite high., Sr. Parente expected
that these figures would have to be calculated for the pro-forma statements
for the firm, He pointed out that the soya bean 0il extraction process ap-
peared to be a higher margin process.

Sr. Oliveira felt that FAMILOSA needed a loan of NCr $900,000 to be
shared by FIPEME and the BANEST. 1n discussing this, Sr. Parente wondered
whether it was not necessary to have the stock-holders in the firm put in more
share-capital first. FAMILOSA planned to pay the loan back over a four-year
period, starting at the end of the second year after the loan was obtained.
In calculating capacity to repay, Sr. Parente suggested that thc team use a
40 percent inflation rate.

In mulling over the project, Sr. Parente's thoughts often returned to the
high debt-equity vatio, which illustrated the degree of under-capitalization

of the firm. If he wondered about FAMILOSA'S‘projections to pay dividends



starting in 1968 at the rate of roughly 20 petrcent of net profit; finally he

wondered whether to recommend to CODEST to make the loan of NCr $500,000

assuming that the other NCr $400,000 could be made from BANEST. He had Sr,

Monteiro draw up a list of tie equipment which would be purchased. Sr. Mon-

teiro asked whether he wanted a payback period calculated on the loan, and

whether or not to use discounted cash flow in calculating the return for

the project. At this point the team began to prepare its report.




CHARACTERS

Dr, Oliveira - President of FAMILOSA

Dr. Barros - President of CODEST

Sr. Ricardo Resende - . Nead of Appraisal Department
Sy, Paulo Parente - Economist in Charge of the Appraisal Department
Sr. Antonio Almeida - Diretor Comercial of FAMILOSA

Sr. Julio Silva - Chief Engineer of FAMILOSA

Sy, Abilio Moreira - Diretor Técnico of FAMILOSA

Sr. Diamante - Diretor Legal of FAMILOSA

Sr. Monteira - Accountant CODEST

Sy, Cerqueira - Engineer CODEST

Sr. Lima - Lawyver CODEST .

Sr. Costa - Sr. Almeida's Assistant

Sr. CoBlho - Sr. Moreira's Assistant
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xhibic 2

CORN FODDER

. FORECAST _FOR__DEMAND

awmm by
zographic 1965 1966 1967 1963 1569
rea U % Vi _ % U %~V % U % v A U 7 \' A U % v e
outh 23857 &0 3554 60 23126 57 3631 57 22356 54 3688 54 21536 51 4975 51 20675 48 6678 4§
iddle 11928 30 1777 30 12983 32 2038 32 14076 34 2322 34 15202 36 3512 36 16358 38, 5287 3¢
mnny 3976 10 593 10 4463 11 701 11 4988 12 g20 12 5490 13 1268 13 6C30 14 1948 14
cher aresas . _ o _ _ _ . .
TOTAL 39761 Hoo. 5924 100 40572 100 6370 100 41400 1lu0 6830 100 42228 100 owmm.Pbo 43073 100 Hwoeu,woo_
AMILOSA 623 15 523 9 650 16 775 12 8280 20 1366 20 9108 22 2104 22 woowo. mu, 3236 23
IRANDA - " 3736 9 577 9 3933 10 617 10 4140 10 683 10 4347 10 1004 10 4364 11 14740 1A
ther B 564 15 899 15 6086 15 956 15 6210 15 1025 15 6334 15 1463 15 6460 15 2037 15
ther C 6210 156 925 15 6210 15 975 15 6210 15 10625 15 6210 15 1435 15 5210 14 2306 Lo
cher 17520 45 17783 44 3047 4&  1636C &40 2732 L0 16047 38 3707 38 15820 37 3its 7
TCTAL 39761 100 5924 100 40572 100 6370 100 41400 100 6830 100 42228 100 9755 100 buONu.woo 15933 106



BALAXCE SHEET

(1)

ASSETS

1965 1966
CASII . 310 354
SHORT TERM
- Accounts Receivable 359 ‘ 485
Inventories . 356 ’ 428
Misc. Items 2 3
LORG TERM
Shares and Participations -0- " -0-
Compulsory Loans 5 5
{isc. Debtors ' 24 ) 34
FIXED ASSETS
Lands 75 75
Building 290 2%0
Machines '‘and Equipment 330 330
Furniture ) ’ N 90 90
Vehicles ) 50 50
Trademarks and Patents -0- -0-
Monetary Correction ' 165 ’ 767
less Depreciation (42) (126)
DEFERRED ASSETS
Anticipated Payments 810 930

TOTAL _ASSETS 2824 3 715




BALANCE SHEET

(In Thousands NCr.

LIABILITIES

SHORT TERM

Suppliers

Comimercial Banks,

Discounted Accounts Receivable
Lines of Credit -

Provisious

bividends

Incowme Tax

Doubtful Debtors

Misc. Items

LONG TERi
Bances de Desenvolyimento
FINAME
Misc. Items *

NON DEMANDABLES

Capital Social
Reservas

Monetary Correction of Imobilized
Working Capital

Suspended Profits

DEFERRED LIABILITIES

TOPAL LIABILITIES

*See exhibit 3 C

$)

1965

384
185

55
-0-
-0-

-0-
120

-0~
235

1000
-0-

36
-0-

810

2824

1966

643

373
100
-0-
-0-

24
-0-
228

-0-
-0-
311

1000
-0-

135
-0-

930



Miscellancous Debtors - J.ong Term (Thousands of NCr.$§)

Debtor

Date of
the Centract

Amount
Qutstanding

Conditions of
the Contract

Interest

Cuarantees

Jodo Oliveira,
Director of FAMILOSA

Abilio Moreira,
Director of FAMILOSA

Antonio Almeida,
Director of FAMILOSA

National Equipment Mfa,

TOTAL

Co. %

31.12.64
31.12.65

31.12. 64

31.12. 64

68.
64.

68.

68.
43,

(%}

4 vede

puration

Promissory Notes
[ 3]

Mortgage on Equip:
ment sold.

# Amount Outstanding to be repayed in 10 installments at the end of each fiscal year.

%% In addition to monetary correction.




Miscellaneous Debtors - Long Term (Thousands of NCx. $)

Debtor

Date of
the Cecntract

Amount
Outstanding

Conditions of
the Contract

Interest

Duration

Guarantees

JoZio Oliveira,
Director of FAMILOSA

Abilio Moreira,
Director of FAMILOSA

Antonio Almeida,
Director of FAMILOSA

National Equipment Mfg.

TOTAL

% Amount Outstanding to be repayed

Co. ™

-

31.
31.

31.

31.

12,
12.

12.

12,

64
65

64

68.5
64.

68.5

by

Promissory Notes

1

Mortgage on Equip-
ment sold.

in 10 installments at the end of each fiscal year.

%% In addition to monetary correction,




Exhibit 4

TNCOME STATEMEL]

1965 1966
NET SALLES 1027 1520
less Cost of Goods Sold 695 976
GROSS PROFIT 332 544
less Selling Costs 216 : 316
less Admin, Costs 56 79
less Financial Costs 15 . 25
{
OPERATING. PROFIT , 45 124
less lventual Receipts
less Eventual Payments
PROFIT BEFORE INCOME TAX 45 - 124
less Provision for Income Tax 9 24
NET PROFIT 36 : 100
DISTRIBUTIQR OF NET PROFIT
Participations -0: -0-
Provisions 36 100
Dividends -0- -0~
Reserves -0- -0-
-0- -0-

Earned Surplus



Guarantces Offered by FAMILOSA to Obtain FIPEME Loan

Mortgage of Properties...................... ... ... .. .. NCr. $450. €00, 00
Promissory notes of FAMILOSA guaranteed by the

Investment Co. of Pereira........................00o 00 200. 000, 00
Mortgage on the machines, equipment and metalic

structures to be bought under this project.................. 200. 000,00

TOTAL. . ... U L NCr. $850. 000, 00




Organization Chart of FAMILOSA

President ﬁ] / {
Secretary

Joao Oliveira

. S

———

Controller Production .Manager Marketing Manager

(Diretor Financeiro) (Director Técnico) (Diretor Comercial)

Abilio Moreira JGlio Silva Antonio Almeida

Treasurer

(Tesoureiro)




Exhibit

Exhibit

8

7

Consumption of Edible 0ils (in tons)
i 1945 | 1950 1955 1960 1964 |
; i i
Crude Corn 0il [ 5220 m 5750 7180 8830 10162 :
|
Crude Soya 0il 10810 12410 15300 19320 23200 |
H I
_ | ”
Refined Corn 0il 3540 4280 548C | 6810 8240 {
Consumption of Fodders (in tons)
1945 _ 1950 ! 1955 ! 1960 1964
i ; ;
Fodders | 61820 67370 ! 74010 | 79700 85320 w
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Estimated Selling Prices in NCr. $

1965 . 1966 1967 1968 1909
Crude Corn 0il - 510 715 1,000 1,400 1,960
Corn Focder i 84 118 165 231 323
Refined Corn 0il 1,546 2,164 3,020 4,240 5,950
Crude Soybean 0il 450 630 662 1,240 1,730

Soye Fodder 74 104 146 204 292
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FLOW CHART OF PRODUCTION PROCES

FIRM

ﬁncam Corn M
JAC ¢o bruto de
NKHHTOJ

_ 10 units LIIIIIII

{1,650 ton annual

Maw Corn
(Farelo gordo
de milh

100 un Hnw

capacity)
! —|
iCorn Fodder ~
. (Farelo magro <&
, wmilho) _
90 unite |

(14,350 tor annual

capacity)
T Raw g ; mmc% w
| Soybe i Soybean 011
;100 c:krm ! Extraction h wo uuits i
TTCST000T o0 anneal {1400 town annual
capacity) ﬂnnwuuvw capacity)
IVt N %

S / e e e Y

, o ///// Soybean Foddex
DROJECT )

o Ceake) )
20 uaics T
Auuaoo ton arnual
capacity)
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PRODUCTION TABILE

For the Years Ending at December 31, 1965, 1966

_AH: Units an. Thousands NCr.$)

I
1965 1966
: " Company Company
, ynits Value Units Value _
CRUDE CORN | OIL EXTRACTION PROCESS # : ] _
Production Load '
(Value and In Units) _ _
‘Variable Direct OOmnN 3 | 465 | 462
Variable Indirect ommn _ 39 . 39 _ .
Fixed Indirect Cost : | 11 f 14 -
|
Production (Factory Cost) 515 515 |
(+) Partial Ianventory (Finished Goods) _ ’ ;
{(Unfinished Goods) | 174 !
(-) Final Inventory (Finished Goods) _ ’ “
(Unfinished Goods) 174 ., 210
Sales Cost of Sold Merchandise * 341 ° . _ 479 :

(crude . corn oil) - .

. In Units, Weight, or Volume.
. Labor and Direct Costs.

Power, Gas, Water, Steam, Indirect Costs (To be discriminated if over 5 percent of indirect cost.)
Indirect Salary and Social Engagements, Rent, Depreciation, Others (To be discriminated if over 5 percent of indirect cost.

i
i

N
N

i




£ 0L 0

PR Wi S -

CRUDE " COR OIL EXTRACTION PROCESS
Production Load
(Value and In Units)

Variable Direct OOmﬁm

Variable Indirect ommn
Fixed Indirect Cost

3

Production (Factory Cost)

(+) Partial Inventory (Finished Goods)

(Unfinished Goods)

(=) Final Inventory (Finished Goods)

(Unfinished Goods)

. Sales Cost of Sold Merchandise
(corn fodder)

In Units, Weight, or Volume,.

Labor aand Direct Costs.

PRODUCTION ‘TABLE

For the Years Ending at December
(In Units and Thousands
1965 1966 M
' Company Compaany
Un.ts Value Units Value
|__481 | 476
40 39
“ 15 M 18
_ 536 — 533
| _ 182
| 182 , 218
_ 354° _ 497

31, 1965, 1966

NCr. $)

Power, Gas, Water, Steam, Indirect Costs (To be discriminated if over 5 percent of indirect cost.)
Indirect Salary and Social Engagements, Rent, Depreciation, Others (To be discriminared if over 5 percent of indirect cost.




. PRODUCTION TABLE
. For the Years Ending at Deccmber 31, 1965, 1966
1967 - 1969 (Estimated)
(In Units and Thousands NCr.S$)

1965 1966 1967
Company Company Company Project
Units Value Units Value Units value Units value
CRUDE CORN OIL EXTRACTION PROCESS | m « _ | |
Production Load ” ~ ,
(Value and In Units) | _ _
Variable Direct OOmnN 3 | 465 | 462 _ 828 n
Variable Indirect Cost 139 39 N \
Fixed Indirect Cost 1l R | 19 :
: \
Production (Factory Cost) ! 515 ! 515 918 ,
(+) Partial Inventory (Finished Goods) q — F : ’
(Unfinished Goods) i 174 210
. , : ‘ _
(-) Final Inventory (Finished Goods) i i , — _
(Unfinished Goods) 174 m 210 | 326 ! —

Sales Cost of Sold Mcrchandise | 341 - w _ 479 | 802 ! |

(crude CORN oil

. 1n Units, Weight, or Volume,
. Labor and Divrect Costs.

N

Power, Gas, Water, Steam, Indirect Costs (To be discriminated if over 5 percent of indirect cost.)

Indirect Salary and Social Engagements, Rent, Depreciation, Others (To be discriminated if over 5 percent of indirect cost.




1968

1969
Company Project Company Project
Units Value Units Value Units Value Units Value

| " w “ ” _

| | | i |

| 1204 ﬂ {1884 _ _

" 109 _ b 149 | _

_ 27 . | 42 ! m

| 1340 | ' 2075 |

. _ | | q

L 326 | AV ~

, | ! f
446 L C i 546 n

_ L ‘ !
1220 | . 1993 W

units = Tons
\ Valye = Ner $1,000
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PRODUCYION TABLE

For the Years Eading at December 31, 196+, 196,
1967 - 1968 Ammﬁwsmﬁomv

(In Units and Thousands NCr.$)

1965 » 1966 . | 1967
- Company Company “ . Company Project
Units Value Units value 'Units Value Units . Value
CRUDE SOYBEAN OIL EXTRACTION PROCESS ~ i _ | _ _
Production Load . o _

(value and Ia Units) ~ _ ﬂ
Variable Direct OOmnm 3 | | ' _ 975
Variable Indirect ommn , | . . (72
Fixed Indirect Cost | | 17

1
Production (Factory Cost) _ ] __omb
(+) Partial Inventory (Finished Goods) A — _ _
. (Unfinished Goods) ! o
(-) Final Inventory (Finished Goods) _ — | _ A
(Unfinished Goods) |, 1 1272 .
Sales Cost of Sold Merchaadise “ ‘ _ | | 792 M

(crude soybean oil and soybean fodder) _

. In Units, Weight, or Volume.
. Labor and Direct Costs.

BN VOIS
.

Power, Gas, Water, Steam, Iandirect Costs (To be discriminated if over 5 percent of indirect cost.)
Indirect Salary and Social Engagements, Rent, Depreciation, Others (To be discriminated if over 5 percent of indirect cost.
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Units

Value

1968
Project

Units Value




