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i.  mmwxximt THE CüROTT SITUATIOH m WUZIL 

1.     Based on studies made in the past few years, an effort is be in« made to establish, 
i» Brasil, a modern, compétitive ana dynamic economy.   In order to achieve tais aia, 
the following objective« nave been laid down: 

(a)   The «ttainBent of the niftiest possible rate of economic development 
oespstifcl« with available resources; 
The «radual induction of inflation; 

The redact ion of personal and regional income disparities; 
The attainment of international levels of efficiency in the public and 
nrivate sectors. 

ly observing the onangt« which have occurred in the productive structure, it is 
possible to conclude thct the proposed objectives are rtteinable.   The presentation 
of a ft« figures will suffice to illustrate these changes. 

3.     far example, the <3W» growth rate, which was in the region of 1.5 „or cent in 1963, 
began to ria« as fron 1964;   fría 19¿6 onwards   t established itself at around ? per 
cent, and in 197* it fatene* 11.3 per ourt, a figure attained by few countrUe in the 
world at «ny tiae.   4a a result of tMa rapid growth rate, in 1970 Ö» reached the 
figura of »138,000 million, 80 per cant more than the I960 total,   the latest estimates 
point to a figure i». the region of tBf44,00  million for 1971, representing a per oapita 
incorno of aromad 08*450. 

2. 

k' 
4.     In 1964 the level of inflation reached almost 90 per esnt, hot fro» then 
t fall until it reached 18 par oast 1st 1971;   in 1972 it should fall to around 
5 per cent. 

It should be notai that this trensforaation i« not merely a «neetisa at staisi«*, 

itative advsaoaa, bat alma entail« a change in tat mppwuat of Government and 
vate lamnatry.   The privi*« «««tor, with governmsnt support mainly in the fom of 

kax inoentlv«« sad financial saalstsno* for industrialisation, has become awars of 
Us« need to inoreaas it« ooapetitivenes*. 



1 

- 4 - 

i 

6.     TtK reduction of regional income disparities is being achieved through programmes 

for national,  economic and socicl integration.    Important features of this policy are 

îhtj building of strategic roads for the  ccr tornio integration   f Amazonie, the North 

East  and the  Central Highlands,     regional t vx incentives;     housing end eduction nrograrH 

and programes for the establishment of employees' savings funds.    It should be emphasis' 

•that th*  volume of resources generated by regionr.l tax incentives greatly exceeds that 

already obtained through intern.itional development agencien to b.   ueed for the same* 

purposes in the same regions. 

?.     The qualitative change r:jci be moei convincingly demonstrated by quoting two examples 

The firrt is the growth ir. th.   number of children attending school, as measured by the 

school rolls,  which have e.tpmded as a result of the investments mad*- in education; 

the latter amount to ^ io 6 per cent of <2iF,  a level comparable to that of countries 

with a higher income than ours.    The seconú example is the increase in foreign trade. 

It should be noted that  industrial policy is less and less geared to import sUBStitu«      í 

tion and »ore to aggressive export promotion.    This change is apparent in the composi-    | 

tion of tho foreign trade fctatistics. 

Ô,     In the following chapter« a.; attempt will be made to show how the industrial sector 

is neing reorganised in the light of the general picture presented above. 

9. In ohapffcer II wc will try to give, to begin with, a general view of the position 

of the industrial sector within the economy, and then a genoral picture of the degree 

of concentratien in the various branches of industry. 

10. In chapter III the institutional and Ugni aspects of industrial reorganization 

«id mergers will be . xplored.    An account will bo given of tho action taken by the 

government to provide the country with the legal and institutional instruments for 

promoting mergers or for removing any obstacles which may exist. 

11. Finally,  in chapter IV, we will consider governmental action to promote industrial 

reorganization and business mergers.    We will present and oomnent on the sain instru- 

ment» of objective action involved, such as financing programmes tax incentives and 

•tariff policy.   In this chapter emphasis will be laid on the measures taken to induce 

Business amaXgamations m a factor making for greater efficiency and increasing the 

ocmp«titive«©s8 of domestic Brazilian industry, both at horn« and abroad. 

É^^BSitfStt^^^^BB J 
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II.    THE EVOLUTION OP THE BRAZILI^ï BÎXUSTRIAL STRUCTURE 

1. We will now try to give an idea of how Brazilian industry is being transformed, 

t through certain indicators which arc not t ¡c only possible o¡.os - and certainly not 

, the best - but ore sufficient to give n general picture. 

The industrial sector within the economy 

2. In our country tho share of the secondary sector in the economy is gradually 

increasing.    The national accounts boar unquestionable witness to this phenomenon, 

t since industry is aooounting for an ever increasing share of CTOP and of n«t domestic 

inoorat. This is proof of the process of industrialisation through which the country 

is passing,  accentuated in the past decade. 

3. In addition, we find that in Brazil, between I960 and 1970, the percentage of 

the economically active labour force working in the secondary sector has increased, 

while the percentage of the labour force working in the primary sector has shown a 

marked tendency to fall. 

i4.     Furthermore, "between I960 and 1970 the average annua! rate of increase in the 
r* productivity of the primary sector was far higher than the rates for the other sectors. 

ÌThis means that the movement of labour away fro» the primary sector is est least partly 
i 
! explained by the increase in the sectors productivity. 

'Size of businesses in the different branches of industry 

¡5.     In Brasil there is no generally accer ed definition of r "large* f "mediwn" or 

¡•"small" entorpriso.   Various criteria arc utied, according to »he purpose which one 

}has in mind.   The Bank of Brasil, the Hational Economic Development Bank (Banco 

iHacional de Desenvolvimento Econdmioo) and the regional development banks adopt a wide 

variety of definitions, either according to the programmes to which the fund« which 

they administer sor« destined, or according to the sectors to be benefited by the 

resources. 

6.     às it is imponible to have a general and unanimously accepted criterion to 

classify establishments into "small", *m«dita" and "large", wo start from the supposi- 

tion that there would be no point in adopting the marne quantità   «e parameters fer 

every branch.   Establishments with the same industrial prooecsing value, the same 

capital or the sane number of employees in two different branches of industry can 

¡I 
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differ completely in effective size.    One of them may be small in -terns of the branch   J 

concerned,  nnd the other largì in terms of the branch in which it operates.    Such 

differences reflect the  particular structure of each hrrnnh.    We  shall therefore Beck    ; 

a lefls abstract  classification and thus tr. to -:^k>:  ^lloKsmc*   for the diversity between 

different branches of industry. 

7.      Concepts of "smnll", "modium" ma "large" also vary internationally,  according 

to the productive rtructurc of each country.    However, since our comparison is limited 

to Brazil, branches have been differentiated only in respect of industry in our countrj 

i.      There are various criteria for classifying establishments into "small", "•cdiul•,, 

and "large1'.    capital, number of employées, value of production, turnover, energy 

consumption, processing value (added). 

9. It mme to us that the industrial processing value*-'sums tip nil the others, bocar^ 

it represents the remuneraré ion of the various factors involved and, cons cedent ly, the 

income pmerated by the br*mch of industry concerned.    We shall therefore adopt it as 

the basic value for the classification criterion.    This does not, however, »can thai 

wo have reached the final conclusion that this is the best criterion. * ' 
Val 

10. The Bourca used for compiling the table showing industrial concent rat ioti (annex Ijt 

was the ÎBGE Foundation (Brazilian Institute of Geography and Statistic«), through two M' 

of its publications, the i960 Censo Industrial (industrial Census) and the 1971 |¡g|a{siF 

Eftatfttico do Brasil (Statistical Yearbook of Brazil). Both those doewiewts shew the f* 

total number of establishments in each branch d industry, distributed in ten classes 

according to the number of employers. The ten classes rango /roa the ola»» of eetahliifcnj 

ment« without employees to the clase with 1,000 or more caployees. Por each eia«» the |rh 

to'^al industrial processing value is alec given. 

H.    It must be pointed out that in these statistic* the concept used is that of the 

industrial bstablishoent, nnd not the enterprise»    Bach enterprise »ay have eue ©r 

wore establishments,    although we recognize that this may lead to en under-oiti»ati©n 

of the results relating to the concentration of enterprises, we hav© fcccfi obliged t© 

use these data as they are the only data available to u«. 

FP' 
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Hero,   ir 3hort,  is the m.thna r-llowi ;n cl.-^ eifyir.g    •. 1-.U > öhrc    t.^; 

(p.)     We divided th»   toted  industrial  pr-c, *.--ii;*: v -.lu.      1"   .-,*.-  branch  by th. 

total number of osta1 lishn-tvts  i-- th.-   branch.    W-   *h. rfcy   ••fctcutud rj\ 

averse processing v-rlu    IV r . 'uV br.uich.    Tlu   "-tv   lut  l¿    .vtrog..- cPt.Vuliah- 

nont would be nn établi enne r.t   showing thia valu. . 

(b)    *V applied the srarn   prrc.dur^   for each  tra'loyra^nt  el'.**a  (of th^. 10 claas.'-a 

mentioned nbov-), calculating the nv^rcg   induetri".l processing value for 

each einer» 

(o)   N« th«» assigned the torn "ritdiun" to those ostfiblishoenta in elaaae* with 

averages closest to tbx   r.v-rnge processing valuo for the  branch of industry 

concerned;    we assigned the terns "«nail* to oistafelishji-cRta in the îla»ti 

with averages olosest to the lowest  wonfc of th*- ten classe»,    wo assigned 

the tcm "large* to establishments in the olnoses with averages closest to 

the highest class average.    In determining proximity to the various averages, 

geometric end not arithmetical criteria wore used» 

3.   lach branch was thus classified according to its average industrial processing 

raluc.    This procedure made possible a differentiation along the line« ©toted abov«. 

L4.    It sews clear from the tabic that concentration was more pronounced in tirasi 

>f the msabor of establishments them in terns of their shr.re of the total industrial 

processing value. 

,5.   The most dynamic brunches of industry'(non-fattaliio Bíí anas, metallurgy» 

engineering, electrical equipment» transput equipment and ehoiaieals) are in fact those 

#hieh show the greatest changes.   The table in the annex refUcts the natural, so to 

peak, trend towards concentration. 

6.   Th© »erger and take-over process is »till in m early stage.    The largest number 

>f tool graat ion« is occurring in those sectors on which the Governments »erger and 

ake-sver policy is feeing brought to bear*    insurance, finance and the sugar industry 

at shown in chapter IV). 

?.   The results for the aost dynastic branches of the economy (listed above), in which 

i natural trend towards concentration has been noted, reflect to soae extent th« growth 

f Brasilien industry over the past decade.    It is to be supposed that, fro» 19^9 to 

he prosent day, the process of concentration in these branches of industry has been 

«contusi ed. 

•/   8oe annex I, tables II and III« 



III.    POLICIES AFFTCrao INDUSTRIAL RICRGÜIIIZATIGÍT ATD MERGERS 

.  ,.„:. .  -H .,4  rf m.-• ur. r    rncouraied the Brazilian 1.      The ftovcrnmont lias,  th^ugl, an ortensi      L.t  ^i m ...jr.. ..   .notux g 
.   ., .   . .       •     •   i,   -,   -; -,i   T.,nM-«ri»itiPii    no as to strengthen the businfiBSCiPji to take th..  initiativ-  in industrial reorè ^i-ati-n,  -o  .^ e 

.   ,    . j *v ^ v,r ..-,vi -, it +n Mrr^tf on ecrual terme with foreign competitiveness of industry ar.d thxre-by .,.»P.U,- it to o?er..^  .n  AU. 

industry. 

-       Such an approach r-hoT-s ronfiane,-  in ir.t- rr-*  an,'  pernal competition as a stimu- 

lating factor in the a,axoh for gr-.ter opor.tio^l efficiency.    It  also display the 

Government»* refines, to entrust the task of promoting «nd improving the induitrial 

.truoturc to private initiativ, «nd to trie   Burpl^ntary action, "by the means at its 

disposal, to introduce any facilities «quired or to r^mov. existing legal obstacles. 

y he Institutional and legal .structure 

3. The legal requircmentn for the merger or take-over of business a» oirtablishcd 

in the law on complies (Dccroo-La* Ho.  2,627 of 1940).    This la« lay« do«n the general 

nqoiiMeitta to be observed by the partis concerted, auch as the holding of meeting, 

* _J.        —.4,. M    t*„     i»Hi« thf-ro arc no obstacles as far ai oivil the appointment of cop ex* appraisers,  etc.    inub -were nrt -i» UUB6C 

and con&crciel law is concerned. 

4. The procedures used for industrial reorganisation,  euch n8 the raising of new 

capital, change in corporate status, merger, takc-ov«, fowatian of conglomérateBf  etc., 

we always initiated by the parties concerned.    In mort cases the public (federal er 

state) authorities «r.erely.verify that the f> «nal retirements provided for in general 

lanche companies 1«, the  Comercial Code, l>u,iru^ i-^rtnrt.on la» a«d other per- 

tinent laws) have been complied with. 

5. In specific caeos th-.ro is special lcgiiilrticn which provides for approval by a 

governmental organ. Th.*. cases are, generally, those in which fiscal, technical or 

financial incentive arc «ffcrca, as, for instance, in the case o; tho merger of finanoe 

companies f -r conversion into an inveat«ont bank, the merger or toke-ovar of inaurenoe 

complies with an increase in the retention limit (Decree-law Ho. 1,115 of 24 July 1970) ,j 

the merger or take-over of sugar fact orlo« with an inorate in the. promotion dttot* 

limit» (Decree-Lav No. 1,106 of 27 August 1971), and the merger or takeover of any typ# 

of tarinola with exemption from income tax on it» revalued fixed mmU or evtn with 

financial support from a governmental development agency. 



6. With regard to "the fiscal  aspect«,  the nurf. r and t.-«ke-ov. -.r rivv. re I'..->s  ..ncouirtciv d 

obstacles in the income  tax laws,    Under th-   current   ru]-s tío beck valu,   rf r report y 

composing the fixed assets nf enterprises en be updat >: d evr-rj  yvr.r through th.   appli- 

cation of monetary correction Índicos,  without  payment  of income tr.x.    TM» measure is 

designed to  eliminate the distortions caused by inflation.    Wli.n,   h wrv, r,  revaluations 

above that limit  are ma.de, the balance it-; liabl<   t" corporation tax it  th.   rat<   oi" 

30 per cent. 

7. In practico,  because of the rapid inflation which we have h ml in th.   pant, the 

corrected values are,  as a rule,  lower than th   market values, with the result that th< 

¡updating of the values is subject to tax. 
¡ 

JB.      This obstacle has now been removed in the   ces.; of îru-rgers and toko-overs found to 

« of interest to the national  economy.    Having regard for the desirability of encouraging 

hie kind of amalgamation because of its beneficial effects in regard to increasing 

(the size of enterprises,   obtaining economice of scale,   and reducing costs with a view 

to making the enterprises  internet i onally competitive, the Government  issued Beorto- 

aw Ho. l,lG2 of 16 July 1971»  which instituted exemption from income tax in respect 

|f the difference between the corrected book value and the market  valuer     at the some 

lime it  established the Business Merg-r and Take-over Commission (COFIE), to be ros- 

|onsible for appraising and advising on applications for exemption and ior establishing 

ether there are grounds for considering the operation concerned to be of impórteme« 

or the national economy, the latter being an essential prerequisite for obtaining the 

ax benefit. 

As far as the problem of the concentration of economic power is concerned, it can 

started that in Brazil there is no specific legislation on monopolios.   The matter 

s dealt with, first of all,  in the Constitution, which lays down basic principles for 

he conduct of business activities,  including freedom of enterprise and prevention of 

he abuse of economic power.    Such abuse is characterized by the control of markt?ts, 

e elimination of compétition and the  arbitrary increase of profits, 

.   Thii notion, waioh is only shetrhed out in the Constitution, was made explicit in 

aiy law by Lew Ho. 4,137 of 10 September 1562, regulated by Deere*- íTo.  52,025 of 

May I963.   Vr.dcr artigle 2, th# following ar* <xmià*roà term of th« mbwm cf -coraalc 

wen    the doaination of national markets or the total or partial elimination of 
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sompctitien,     rrising prices ui.juctifictty,  in tlv. COB.:  of neural or àçj^çrto monopolies | 

fcr th-  purpose oi  arbitrarily increasing profits i.-ithoui increasing production:    brinf-  , 

i.ng -Août monopolistic conditions or cricri" g in abusive speculation fcr the purpose of   § 

Dromoting a temporary rise   in -ricce:     anu A ormine an . cor.omic grouping, through the        1p 

romhining of cnterpriscE,  to the  detriment  of th..   ïr^  choice of buyers or sellers. % 

11.    Having traced out the institutional structure  erected to provide the legal beai«       T _ 

•• :.-..<>aPtri?l reorganization -nâ :.crf. iv.f  *<• will new d.-.scriV the positivo instruments J 

which the Government ìB ueing, not «•;.:?- to support these operations, but  also to induce   fn 

busircaamon to modernize and expand their activities and thereby tc unite their effort«   t" 

with thoBc of the Government in the caa&on conce rr. to attain the aiats defined as "Major  •* 

ffcrtional Objectivée". 

IV.    OOVHfflMHIT ACTION TO PROMOTE IITTJUSTSIAL ÎODOIKUttlIZaTIŒÎ MW WmWm® MIOSIS 

AN» f AKE-OVBS 

1.     Basically, the Oovrrnment is making use of oredit, fiaoal and business merger wad 

take-over policies as instruments to encoure«.- the businessman to oromoto industrial 

reorganization «nd rationalist ion,   ondtavouring always to attain the proposed goal 

of the national -jconomy -  economic c.evclopraont. 

>m 

cp« 

In.'rtiUticnts of credit., policy 
«.^**. N   i • «.«•. mu   i  »i .i.!» •  i   in.  ummi  I   I   il gii 

2. The supreme orgcr. of the national financial fystci» is the But tonel Monetary Cannoli, 

which íB reeponeibU for lnying down policy in thip fisld.    Th   principal governmental 

organ !••- of the   syst or. aro the Centre! Bank ff Brèail, the Banco d# Brasil S.¿., the 

National Economic Development Beri, the National Housing Bank,  and the Federal Iconoaio 

Bank (c&ixa Economica Fendersi). 

3. 'íhosc organ» operato through specific programa«« ?M funds in financing the private 

secv-r of the economy-' . 

*J   In addition to the brief description of the financing progr*»eB aiaed a* 
improving business efficiency presented in this document, we axe preparing a dceuaent 
which explains in detail the conditions, objectivée and priorities established by th© 
Government for the granting of this financing. 

ic 

Is 
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A.    Programmes of the  central tank ri Braril 

The Central Bank of Brazil,  ostablishoc  by Lew lío.   4t;;í5    f ¿1 December lvó4,  iß 

^c organ responsible for ex^cutin^ thr-  Government':; monetary  policy. 
I 

Through various funds,  it promotes or finança; activities in the agriculture!, 

limai husbandry and industriel fit-Ids,   ae well ae investments of a social natur-  such 

basic servios,  health,  education raid supply facilities.    Of thee.-  fund* w».- will 

jntion those designed to finance the folloiring activiti«?:     agriculture, industry, th« 

instruction of warehouses,  silos and supply centres, the purchaa,   of Brazilian tractors, 

rriculturpl machinery end ancillary impltmcnttä, rx.d project o lor the  establishment, 

>ansion reorganization and/or modernisti :n of food industries. 

The Bank also directs tha merger policy of the financial institutions, with a view 

extending the acope of the system and to  reducing operating costs. 

B*    EfrAgraanea of the Banco do Brasil 3.A« 

îlie Bgtoo do Brasil S A, is a State bank, and the nest important honking establish- 

in the country. 

As a financial agent of thé Sovernmcnt,   it acts through a number of programaos under 

ch it assists industrial enterprise« "by financing v;orking capital  nnd investment, 

financial assistance is mainly used for the purchase of raw materials and of finish- 

g «id packing materials, fer supplementing the working eapital of industrial crrttr- 

ises,  and for installing,  renovating,  expanding and acquiring machinery and equipment. 

:cific loans arc grant od for the import of machinery,  equipment  ma technical services 

m countries such as the united Kingdom and Belgium. 

c*    FroerEffaea of the national Economic Development Bank »   •    •    "  "    »———»—»——^———————    -    -    •        -.T.T.t--ri[||1|1  t    ^    .HII,!^,.!  .    ,    , 

In 1951 Congress authorized the Government to raise a compulsory loan in order to 

Jstitute an leonoaic Ro-o<pip»ont Fund.    A few months later, in 1952, the Fatiowú. 

sic Development Bank (BUE) was established to act as m agent in all transactions 

lected with the economic re-equipment plan. 
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10. The initial aim of 3TDE was to srrvo infrastructure  sectors of the economy such 

as energy, transport,  agriculture, warehousing and cold-stora/ro installations (frigorifi| 

and industries considered to be basic - sheers which w-rc no+,  at the time,   attracting, 

private capital. 

11. Today BOTE'S raair' activity ia to t'irrjic*. **<"• establishment and xpansion of -pvo- 

grammes and projects, is well as construction work and servicie designed to re-equip 

and develop the national economy. It var accordingly constituted as the principal 

financial investment agency ef th.- Gov rment and bas th.-. function cf supplying long- 

term loans at a reduced rate, cf interest to finance the above-mentioned operations. 

Its principal funds are the Economic R/-equipment Fund, the Financing Programme for 

Small and Medium Enterprises «id the Industrial Modernisation and Reorganization Fund. 

The purpose, of there funde is to finance projects for th.; establishment, expansion or 

remodelling oî industries; the racrger, take-over, recomposition., dismemberment or 

association of industrial enterprises, fixed investment e fertile establishment or 

expansion of enterprise?, with increased productivity, through loans and/or the furnish^ 

ing of guarantees: and increases in productivity through the inplciaentation of sectoral 

programmes or specific projects. 

12. BNDE'" major instrument for prometin,t industrial reorganisation and business mergoi 

and tnke-ovem is the Industrial Modernization and Reorganization Fund (FMRl), the 

purpose of uhich ic to finance the rcorganizsticn and modernization of Brazilian indus- 

trial sectors and enterprises with a view to increasing their efficiency and,  conse- 

quently,  their internal and external compet 'tivenese,  this being one of the  Government'fj 

major objectives. 

13. By this action BOTE is creating favourable conditions for strengthoning the 

Brazilian enterprise by enabling it to eliminate problems of administrative organization 

management capacity, technological development and,  in particular,  scale cf operation. 

D.    Programmes of the national Housing Bank 

14.    Istablished by Law Ho. 4,380/64, the National Housing Bank (BHH)  is the supreme 

organ of the housing finance 63'stcm, the Brasilien savings and loan system, the sani- 

tation finance system,   and the Fundo do garantía do Tempo de Service-, (a statutory non- 

contributory bono;it  fund for employed persons). 



It provides financial assistane-,   for the- housing seder,   cither by financing con- 

iction enterprises or by financing working capital and  fixed investment i'or enter- 

ics engagod in the production, transport  ti on or distributi ~>r; of construction materials. 

Among BNH1 s objectives ve '..i. 11 mention thos.   -rhich are ¡TiOFt    lcaely co-^rdinat» d 

i the Government's development policy: 

(a) Reducing the oost of housing "by increasing supply to meet local demand; 

(b) Obtaining economics of scalo in production. 

(c) Increasing productivity in the construction and construction materiale 

industries* 

(d) Obtaining a better geographical distribution of investments by reducing 

regional disparities, 

(e) Promoting an increase in privato savings,  and,  consequently, in the rate of 

investment ; 

(f) • Increasing investment in the  construction ^nd construction materials industries. 

E.    Programmes of the Federal Economic Bank 

The Federal Economic i ani: is the principal organ of the system for small savings 

for financing home purchases. 

It also acts as a financial agency of the Government and,   as such, it administers 

Lous programmes providing financial assistance to industrial enterprises. 

One of the most important  is that operated with the resources of the Social 

gration Programme (PIS) to finance the establishment,  expansion and modernization 

snterprises and the purchase of technical assistance services. 

P.   Other programmes:    FINGÍS and FBTEP 
m-m^-^^m m*> m mm • m m  — w^wi >W •# * «»•'• '•*"* m m ••«••'«M 

The Special Industrial Financing Agency (ITQMME) was established on 22 December 1964» 

he Industrial Machinery and Equipment Acquisition Fund.    Later on it was converted 

an autonomous federal agency, and subsequently into a public enterprise incorporated 

srivate law.    It is linked to the Ministry of Planning and General Co-ordination, 

ugh WISE,    Its purpose is to moot the credit needs of the equipment-preducing sector* 

inances the latter*s sales and helps with the expansion,  re-equipment and moderni2a- 

of the industrial sector. 
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n- a^ie^eáBiiJLtsisSSL^IimssJ^. <ra«p) „ . u^d Co*POTy 1Utad, 
the Minis^ of Ptani», ^ Ooncral Co.„rtinaUon ^^ ^    R ^^ 

f««ihllty *«iic. on industri,!,  vWm,  ogre-indori,! sad wimal hurtandly 

project, ar.d =,.rtwsi w.d rc(rionra ,jOT,lotmiirt prcgrÄCS, 

Instrumente of tav r"1jT 

M.    In » ettept to adjust to B^Uta circunstnno.e,  and having rtEari forth« rt. 

of development  o,d th„ problem  arming fro,,, the fat grcth   f the economy,  . rli«, 
«« polio, ». induced in ,*ioh ,«.oaBC to bc „^ „ ^ ^^ 

eoonoBlc end social development. 

».    Acting pr^ticany, «,„ „ovemnent decided to «»uno= p.« of «. ,M „„„ 

an* to alle, it to he used dircctlv in the promotion of selootod prior«, «ttvi.l«    , 
ginneries, tourism,  air services, rfc-afforMrta+im^ •A <„ *u    ^ * r^ aixorostatior.) ena in the develop*«*! of uconomi« 
1.» developed region« (the North-East, Ammonia, tho Central Wost). 

fits derived fro« exports, and the production oí specific goods. 

A.    Customs Dolicv 

25. The Curtos Policy Council  (CPA),   „tetHshcd ^ fe„ ,„.   j^ „f 

U « indent ,-hioh thc aovn^ont u~cS t« stinul*. or develop thc WH«, 
trial stock. 

26. CPâ aets through its authority to: 

*    (a)    Propoee changes in cuutoos legislation 

(b)    Advise on thc granting of euatom« privilege«; 

(©}   Drw; up or review iilrt* of Bimilar predootB. ' 

(O   Modify *•*.,, «itMn a give« n**. to protoot pr^t. of into«* to 
national oconooy. the 



£.    Inccr...   t nx  inco:rt IV'.. 

By permitting ¿batanen* s ir, t„, ass.se   cnt  of gror:r  inco;   • and ioductione in pueblo 

p tao Oovomacnt crested m cxccll-nt  s.--urce n-L~ flsnds tr  tt uevd in teonori- und. r- 

^ngs.    Here are seao examples: 

(a) ácrieultttrttl,  animal husWndry,  industriel and taocoaBunicßtions undertaking* 
in the HcrtiHSzust. 

¿«ency responsible»   Superlnt cadency for the Development of the Horth-ltwt 

(SUBBIE) 

(b) Agricultural, tardasi hus>-rdr;-t industrial ani bacie services undertakings 
in ámesonia« 

Agency responsible!    Superi., sondr.ney fnr ihr Development of teaaonia (SQDiMl); 

(o)   tfcidôîtrJcings fk r catching, prcr casing «nù Marketing fish. 

Â«©nov responsible;    Supcriirtcndency for Fisheries Sorclepaent (S»»«)» 

•Other forma of industriel pronotion through taxation en. the    -   ?ti   -¿i granted 

economic development  aetivitics.   Oooc examples of exemptions frora incoo*, tax arot 

(a) For enterprises installed in priority rogions; 

(b) Por the revaluation of fixed asse" s in the esso of the morgcr or take-over 
of enterprises, 

(o)    On profits froa exports» 

The Government also offers inocntives tor the industriel itati on mû dovelopaorst of 

:rprises through toxee suoli m tfcoto on imports and on industriali sod products,   fhea« 

«Uves include, basically, exeoption fro« tax en tht import of «quipaont intended 

specific industrial aetiVties which art   eonsiderod to have priority, cither because 

the naturo of the activity itself or beeaaee of the region in «fcieh they are located. 



I- •    i • - rgcj^w djtíjk^ovc^j^i c¿.'. 

3C     If - follow tV  cur,    of .onorale i, -dopt.,,.!   ,t tïv   i t.mational level, wo find 

ihr*   fiero- «wmitition  «nd tLc   ir.cr-rain* ,ac <u  t. chnologi, :à  progrese cell for 

laccale cnt.rrri.es .¿.ich cu: ..ifioi.ntly rrtioncli** thir .reductive proceses. 

Thus the concentration  of .nt.rpriocr  hrs W-. r, uric,d chalet,ri ni i c of the Kaftcrn 

economy in recer.t tinee. 

33. The Govomncnt is oonvincod thet a uell-oricfltcd process of mergers and takc-overe, 

^ the experience of the developed count rire «hot«, leads to bettor cost, production and 

efficiency w-diiionB through r. dyricmic »a^«t outlook, there»' enclin« enterpriacB 

-o pass through various  ntr-gca ."f their d. vêleront  in c. single *tcp. 

32. In urdr-r to induce busincsonrn to opt for greater concentration, tax and financial 

incentive« heve b.on introduced in favour of enterpriser which aerge or take over anothe 

enterprise.    In some caste the inducement  is lircctod at  specific sectors such as barici 

iTuroronce and the sugar industry:     in others it is aimed at all sectors tdthout dis- 

crimination. 

33. The inrin instruisent used is the tra incentive instituted by Decree-Law Ho. 1,162 

of 16 July 1971.   This Pecreo-Lai: governa the granting • f exemption, temporary and 

exertional, from income tar. in the  cr.se of mergers and takeovers,  in return for a 

cooaitiarnt tlu-á capital will be raised, for the purpose cf transferring to the colico- 

tivity the advantages flowing fron the tar len.fit in particular and from the benefit, 

restating from the procese in -renerai. 

34. Each of the hypotheses provided for above is euscoptible to so many variation« that, 

general criteria valid for all cases cannot be laid do;«.    In some caeca, for exemple, 

according te the different aims uhi ah the Government may have in mind, the financial 

analysis may be mere important.    In speei. ic oases cf groupings, the order of importance 

of the benefit e provided for »ay vary, greater prominence being given to obtaining an 

increase of eealt and to reducing costs end prioca on the home market  in aectora of 

great inflationary impact.    In other oases the principal objective may be to secure an 

appropriât, level of profit ability for one arbore enterprises,  while in yet others it 

may be to echicvo better dimensions for specific industriel infrastructure project«. 

I! 
P 
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|5.    This -type- of flexibility rcniir,;^  i.. the risse saniert   of projects i^ whr.t   justifies 

|hc importance of a délibérâtivc organ such M OOTTT:,  which wrx,  also created by Docree- 

«w Ho.  1,102.    Thir-  agency,  '.Men ic  linke-" to the. h ini ¿try .f Finance,   see]:* to adjust 

ho instruments of analysis in each exse to th.? di,i  rent  -fc^octivts and priorities of 

ho Government «s  cconoaic and social  policy. 
S 
.6.    Thorc arc,  however,  general ¿^uidelinci; governing CO^IE's activities.    Thev arc 

11 
Irte i to the diffrrcrt  objectives  m* rrc~ccur~ticr.s vhich the Government  had in mind 

hen it promulgated Decree-Lev.'No.   1,102,   laying down the   general methodology to bo 

bllowed in tho analytical processor. 

Enterprises will be appraised in IT"   tive «md abeoltrtc t«.n.iB.    Thx> relative analysis 

|E purely referential in nature.    It  is intended to situr*«- the applicant enterprise or 

iterprieos vdth reference to certain structured part-set ere (priority sectors,  priority 

:gions and priority types of integration). 

As far as scoters aro concernei,  analyses of each sector«?, characteristic costs 

id basic technical and productive relationships rivide information on tho Brazilian 

adustrial structure in regard to its optima pattern in terms of the possibilities of 

iccossfully utilizing internal economics and economies ot so«!«, and iKrtnging about 

temei coonoisics or multiplier effects in relation to inputs i.r products.    Those 

^dicatoi-s show whether the enterprises in the sector arc under-sized or whether tho 

Nsent degree of concentration is less than that economically desirable. 

f.    The regions concerned are those which *hc Government  has •% particular interest in 

Lnulating in order to correct imbalances. 

The types of integration concerned arc th so whioh,  in principio, are »ore in line 

th the objective of greater efficiency and louer operational costs. 

In order to have a detailed picture of the specific contribution of each project, 

e enterprise ldll be judgod by a aeries of partial eiitoria.    The ueual tests are, 

principle, four: 

(a)    An economic tost vihich will verify whether real  economic advantages would 

result from the mergers proposed.    In this tost  is included tho analysis of 

tho social benefits end the benefits to the enterprise in terns of an increase 

in efficiency § 
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(b)    An economic and f inane ici test which '.111 verify the capacity or the cntci 

prises involved to  attain the rrep sci objectiver; 

A  Ciccai test which will vcrif;,  t'..    •re: li¿;:iliti^e   :!' the firms to be 

associated and their r-oaru'-iilitiefr  of ru.eting th-jr,- 

(c) 

(à) A test regarding the valuation of th.. asset E and the proposed criteria and 

revaluation. 

42. The basic inetnantît UEed i*or this analysis trill be the model echodulo instituted 

in OOFIE resolution ïïo. 1,  containing an information section in which the entrepreneur« 

describe thfir enterprises in teme of their legal,  administrative and corporate nature» 

their principal operations,  the  cash flow Mid financial  recuite,   a list of tlwir fixed 

assets,  and a report on the valuation o.:, tluir aesete.     it  also contains an explanatory 

section in which cnturyri&eB submit  a technical and economic diagnosis of the anticipât« 

offectB of the» raorger, take-over or raising of caeitrl.    This information may be supple-1 

nontod by further particulars sur-lied by enterprises, in rasponee to requests for 

clarifications and by other data from internal sources and from organs such an the 

Centra. Bank, the Banco do Brasil S.A.. WIR, the Industrial Developer/* Counoil,  etc. 

43. The economo teert fedii  ..valúate the information collected with a view to quantify 

the effects of the project   and in the  light of its importance in tenne of priorities. 

44t    TÎMï oain variables which have to he  considered aros 

(a) Increased production, 

(b) Reduction of coste  resulting fra:, uoonooiico oí  scale: 

(c) Increased sales an the horae market and an increase in or the coram encoacnt 

of salee abroad: 

(d) Ef • oto -n the labour force; 

(e) An improvement in operational and adnini strati ve efficiency; 

(f) Indirect effects on the productien    f inputs and the utilization of products; 

(g) Strengthening of the capital market, 

45«   The economie and financial teat iß made on the basis of balance-sheets and profit 

and loss account H.    It consists of studying the most significant relationships over the 

past three years, with reference to the state of the assets,   cost  structure, profitabilif 

and the proportion of share and loan capital.    Thin analysis will bo particularly intend] 

in regard to the defence of the capitel market,  t.dth a view to avoiding the over- 

capitalization of corporato funds to be placed or, the narket  or the "watering do«nM of 



^situas capital.    In order ti protect th.- h,:.3th  ->f th, wirket  aid th..  solidity of 

Critics,  it  is nccr.Bsary t -, -a^ae the abilit;- -f ^trrpris.-^ t- nrovicV a future 

turn on thrir coital m inerrí.^.d l- th.   r-vclur.tion. 

Thv purpos- of the fiscal tect  i a tc ascertain,  on the basis of the   stri mont rf 

\f. enterprise's liabiliti.-n,  *hc  fiacr.l nn-3  r~.r—fi:-c.-J  d.Tjtn .-yid the  amount  of 

^dcetcdnoss ia relation to th.   . nt.rrriG.** r-cset:.. 

The aia of the asset» valu,- t ,st  ic to verify the accurr.cy of the  list of anorta 

purchase valuon «id statements ^ to their deterioration, tc test the- indicée and 

«nilac used for revaluation parooscc «id tc d-t,raiac v*ctb r the market value obtained 

compatible with information available en the state of the *im,tv. 

.   The result» of there partir! tests and r.f th.-. analysis win bo harmonized and 

ifhted according to their iaportanoe.    Tims a general picture COM he chained of the 

ncfits and o«*» of the presets sutaitted, which crai V used rhon the   finrd decision 
taken. 

The organs ufaich assess merger and tslto-ovor project® which may cmalify for «overa- 

ct incentivos «tro, bosido. 0OPI1, tho Central ¿nrfc of Brazil, TO», thu Superi«!endenoy 

Private Insurance and the Sugar mid Alcohol Institute, 

Mergers and take-overs carried out with the support of 00F1E wd mm, have involved 

granting, by OOfîl, of income trac exaaptions to tho value of CrCO?Ö, 940,000 and 

annoiai aaaistraice from BÎBE to the value C, Cr$2lS?,C 15,000. 

The ooonorelal bank merger and take-ov r policy directed V the Control Bank hau 

•ptd to rcduöe the number r.f head office establishments from 455 on 31 Decomber 1950 
159 on 31 July 197?. 

AB a result of »ergere and conversions of financial companies, the* number of invest- 

ît banks has risen iron 7 head office establishment e on 31 December 1*;66 to 42 on 
July 1Ç72. 

Take-overs of sugar »ills carried out thus far have had financial support fro» the 

er and Alcohol Instituto (tt¿) to tho value of Cri 262,578,000.   fwonty-fow Bills 

c been absorbed in th« process. 



54.   AB a r-sult  of the Policy acta ini etc red "by those organs, the following amalgamations 

have already taken place with government incentives: 

typo of enterprise 
1 ií'wabcr of projocts       «trader of eirt«iT>rt.sej 
 _apprpved  iavolveâ 

I.   Merger«i 

Xnêtt0trirl enterprises; in general 
Cowaercial "banks 
Invest m cart "banks 
Ineuroncf' coinppjiies 

II. §ak^-cv<;rs: 

Industrial  crrtcrprieoe in general 
Commercial benks 
Insurance companies 
Sugar mi11B 

1 
10 
41 

2 

2? 
12ÍI- 

21 

3 
a 

119 
4 

59 
251 

50 
53 
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ANNEX I 

TABLE I 

GWCSSmATXM OP INDUSTRIAL ESTABLISHMENTS IH BRAZIL 0959-1 ?6?)» 

i B 
uSSßSÜto.9. et industry Number of establishment E .    Share of processing value. 

~^-c«** Per cent 
1959 1969 4 959 1969 

.JjOTwt»m9 sainaran 
Small eßtabliahments 
Medium establishments 
Large establishments 

3. 

100.0 
66.2 
32.7 

1.1 

100.0 
62.5 
35.4 

2.1 

100.0 
8.6 

32.4 
59.0 

100.0 
2.1 

33.3 
64.1 

100,0 
54,2 
34.8 
1,0 

100.0 
35.7 
62,6 

1.7 

100,0 
3.4 

46,7 
49.9 

100.0 
2.2 

50.I 
47.7 

100.0 
49.3 
48.2 

2.5 

100.0 
32.6 
59.) 
7.5 

100.0 
4.8 

49.6 
45.6 

100.0 
2.5 

36.3 
61.2 

100,0 
60.8 
34.4 
4.8 

100.0 
24.6 
57.5 
7.9 

100,0 
5.1 

37*4 
57.5 

100.0 
0.8 

40.3 
58.9 

100.0 
65.6 
33.3 

1.1 

100,0 
38.3 
58.5 

3.2 

100,0 
2.3 

30.4 
67.3 

100,0 
0.6 

36.0 
63.4 

100,0 
59.8 
39.7 
0.5 

100.0 
39.9 
59.6 
0.5 

100.0 
12.2 
74.6 
13.2 

10C.0 
7.0 

79.6 
13.4 

100.0 
61.3 
31.8 
0.7 

100.0 
43.2 
56.2 
0.6 

100.0 
12.3 
57.3 
30.4 

100,0 
6.4 

72.9 
20.7 

Metallurgy 
~ SaalT establishments 

Medium establishment8 
large establishments 

Engineering 
anali sstabiishntnts 
Medium establishments 
large ©stabliahnents 

Is gleçtrioal ecfuim«Mft 
Small establishments 
Medium establishments 
Large s stabil shment s 

anali establishments 
¡"tedium establishments 
Largo estaBlichments 

L . Wop/' 
~"~ÌHOÌ establishments 

Meditas «Btablichnsnts 
Law» establishment! 

L'_... fyi|tfm m 
3cnall establishments 
M-dium establishments 
Largo establishments 

t or4r Ï^AÏP
A

1SLÎiÎ ÜSd/Ö,ir f0r Wßi°h "° ^ ,Uti,,Uo8'   1?59 WH. chosen 



- ?2 - 

TAüLSI   (continuici) 

Branches of industry Number of eetablishmants, 
"~ per cent 

B 

1252 1969 

Share of processing value. 
per cent 

1959 19J2 

Ut.    Pap^r f»d board 
""""*    Small establishments 

Medium establishments 
Large establishmente 

Jj^bber 
"jWdí establishments 
Medium establishments 
Lergo establishments 

10,_   Leather^  skins,  etc. 
"Small establishments 
Medium establishments 
Large establishments 

11.    ,CheBdoal| 
"" IraaïT establishments 

Mediti» establishments 
Large establishments 

jgi    ..PhMmotuticaX, and wcUoinal 
products 
Small establishments 
Medium establishments 
Large establishments 

Small establishments 
Medium establish-nents 
Large eetabliehœents 

^nall establishments 
Medium establishments 
Larga establishments 

1¿^^Yey6Íle| 
~    ümaTl establishnants 

Wediuffl establishments 
Large establishments 

100.0 
21.9 
73.8 
4.3 

100.0 
25.6 
70.0 
4.4 

100.0 
0.5 

48.3 
51.2 

100.0 
1.8 

494 
48.8 

100.0 
64.0 
32.2 
3.8 

100.0 
48.9 
48.7 

2,4 

100.0 
4.1 

13.8 
82.1 

100,0 
2.0 

30,3 
67.7 

100.0 
70.2 
29.5 
0.3 

100.0 
40.6 
58.0 

1.4 

100.0 
64 

63,7 
29.9 

100.0 
4.1 

70,2 
25.7 

100.0 
41.3 
55.5 
3.2 

100.0 
54.1 
43.7 

2.2 

100.0 
1,1 

38.2 
60.7 

100,0 
5.0 

4»*3 
48.7 

100.0 
41.9 
52.6 
5.5 

100.0 
34.2 
51.1 
14.7 

100.0 
1.8 

41.0 
57.2 

100.0 
1,2 

26,6 
72.2 

100.0 
51.9 
35-6 
2.5 

100,0 
50.3 
45.5 

3.7 

IOO.O 
4,2 

374 
58.2 

100,0 
2,2 

33.8 
64.0 

100,0 
47.8 
51.5 
0.7 

100,0 
38.6 
58.2 
3,2 

100.0 
3,1 

54.? 
42,0 

100,0 
4.0 

48.' 
4Î.9 

100.0 
32.7 
63.6 
3.7 

100.0 
28.7 
62.7 
8.6 

100.0 
0,8 

52.0 
47.2 

100,0 
4.T 

44,9 
504 



iABIE I (continued) 

h 

Branches of indmtrv 

tMng. footwyx 
îîlïWvIv 
LI 3 stabil «ha»nt a 

Maat» aataldi stetste 
Lorgt tttaoli steatite 

^e sa tJ set#jBj:«Bj awWMwHP** w )âa 

Mtdiu» ettabUetetttts 
Lsrgt eat afeli eluwntt 

astabliehsenta 
Radios «rtabliehsttnta 
Lare« t et eMi stasate 

Tobscoo 
ssaui «statolistatute 
IMS« ettablistatata 
tail» tetaeUstaeate 

artaou autant e 
Medie» «eteMlsteeate 
Lsxf« tstabli statuts 

Médius establishmenta 
tafge eeteMlsteeitte 

A fi 
PaebT of ajteblishsanta.    Share of proc« 

ËLut per etat 

J222 

100*0 
34.5 
45.Î 
04 

100.0 
T4.1 
14.9 

1.1 

100.0 
oO*o 
174 

1.Ô 

160.0 
TT.7 
t?.3 
5.0 

1OO.0 
S9.7 
^.1 
1.Î 

100*0 
3©.o 
49.! 

0.9 

1969 

100*0 
464 
52.5 
1.0 

100.0 

31.7 
24 

100.0 
61.0 
37.2 

1.8 

100.0 
T0.1 
11.6 

2.3 

100.0 
57.7 
».1 
1.2 

100.0 
*7.7 ms 
34 

1959 

100.0 
0.1 

71.0 
20.9 

100.0 
113 
424 
45.8 

100.0 
10.1 
25.1 
64.8 

100.0 
34 

17.3 
79.1 

100.0 
10.2 
47.3 
42.5 

100.0 

5<**8 
36.7 

1969 

100.0 
S.1 

«5.1 
26.8 

100.0 
$.7 

I2.Ì 
40.5 

100.0 
2.6 

45.2 
52.2 

100.0 
2.0 

Ü»*0 
73.0 

100,0 
8.6 

41.7 
#.7 

100.0 
2.5 

55.« 
41.9 
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The dafinitions of "industrir-l oetabli-phaent" and "industriai processing value" 

are those adoptad by the IBG2 Foundation. 

"SrtabUBhnsnt" 

"â unit of production in which a single product or various rslated products aro 

obtained, using the enr.c raw notariale or tlu Bams industrial processes.   To each 

establishment corresponds, in nnst ca?an,  T, physical or loc?,l unit (factory, works, 

nina,  quarry, g&ltworke, sawmill,  mill for proc-£3in& acri cultural produca, utc). 

When in the erone physical or local unit there vari two or more unite of production 

using" different raw mataríais or différant manufacturing processes (as can happen, 

for instano©, with the mmufacture of footwear and cardboard boxa« for packing, 

cotton processing and the extraction of cottonseed oil), two or mors eetablistaents 

trsre counted, provided that tho different activitiae were so separated that it wae 

possi DJ s to obtain ths nacessary information for each of the units of production 

concerned." 

"Industrial processina value" 

••The industrial processing value Wet calculated by subtracting from the cost 

of production the sums spent on rw mataríais, paeiáng and packaging »ateríalo, 

fusi,  lubricante,  electric power and contracted servi cas, including aoountn paid to 

workers working at home; as a result, this aura rapraoents the value added to the 

valus* of tho raw material and of the material consumed in production by the 

industrial operatione performed in the establishment." 
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TABLE II 

PBOCgSUD IWXOTRïi   fllOBffAOB 3HAKE OF Bàia BRAJCB OF IP03TRY 

H TOTAL PROCESSUS VALUE 

1. HorvHaatallic min«ral« 

2. Matallungy 

3. Engineering 

El«ctrioal and oommanicatiooa 
aquipamvt 

5.    Transport aqulpaant 

6«    wood 

Furnitur* 

8.     Pasar and board 

9,     Rubber 

Leather) skinSf sto« 

CheaÌo*la 

2. Textilee 

3. CTothing, footwear and 
textil« food« 

Foodstuff« 

<a> %F ajpiw^^%ia# 

Print la« and publishing 

lÜBoallanaotuí 

Jyist JMMÊ H5I Mi 1969 

T.4 8.0 6.7 5.0 5.0 

9.4 9.9 11.9 11.4 11.4 
2»2 2.6 3.5 3.$ 6.0 

1.7 3.4 3.9 6.4 6.3 

>* 2.3 7.« 10.5 S.7 

3.9 3.6 3.3 2.2 2.6 

2.2 2.4 2.2 1.6 1.6 

2.1 3.0 3.1 2.5 2.6 

2*0 2.0 2.3 2.2 2.1 

1.3 1.4 1.1 0.S 0.6 

9.4 12.3 13.4 17.3 17.7 
20.1 18.4 12.0 11.7 10.1 

4.3 4.2 3.6 3.1 2.6 

19.7 16.1 16.6 14.6 12.9 

4.3 3.6 2.9 2.7 2.6 

1.6 1.6 1.3 1.4 U5 

4.2 2.8 3.0 2.1 5.0 

*»7 2*4 1.6 1.2 1.7 

TOT At 100.0      100.0      100.0       100.0      100.0 

ÎCWRCEi m 197i# J.O.T. 
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UßSSX II 

A STU5T 0? WC CA33S OF INDUS7M.4Ì KSOROaftZATXOir 

FIRST CA33 

G maral Iftfermtion 

1.1 Snterprises involved 

(*} ifeterp-ri«# Ä* 

(b) &t' rprie« B* 

(ft)   Enterprise C. 

1.2 FrotrsMM» carried out 

(a) Herring of the enterprises- 

(b) Modernisation and industrial «xptMioa. 

1.3 Geveristeat incentive 

Exemption fr©<e incoas tax on appreciation rasoi tine from the revaluation of feeds 

¡tintiti»* part« of the fixed assets ef the enterprise» at narked prices, la the font 
•ii'ed for in Beeree-I*w He.  1,1.2 of 16 July l$7l. 

The enterprises 

J.l   Snierpriae & - one ef the «ost traditional and oldest Irmsilian astallturrioftl 

rprisee.    It -.«« establish*«! in 1ÜC6 by a -roup of pioneers ©f British erigi» and 

many years occupied an Outstanding position in our industrial sector. 

2.2   It operated in a factory complex situated in t«i» district of §a© Crietcvmo m 

edi-e o; the urban ceatr», vfcich consisted of plants far **tre ¿f»wliV-» the «Mtufaetvre 
il«, electrodes» stampiajs and hollow enasta! ware. 

?.3   the installed capacity, takine all products into consideration, »as 10,/)0 t/ysai 

tuet ion reached the levtl of 5,51? t in 1$61,  equivalent to approxisately i% pr*r cent 

pacity.    The entire »-ire-drawinf production »*s int «»'ed for plants annufaeturinf 

js and electrodes-    sinil&rly, the entire output of steneinfs *•£ consuawd internally 

te manufactura of hollow enamel vare.    The nails, electrodes and enamelware were sold 
ird parties. 
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2.4    The enterprise had  a capital   of  21,125,000  cruzeiros,  reserves of 35 million   : 

cruzeiros and fi;:e¿ assets of 9,2.50,000 cruzeiros;     it  employed 635 persons and was I 

managed by five directors,   four of whom "belonged to the family that  owned the establish^, 

ment, that  is to say controlled the voting capital.     It war a puMic company. g|fi 

an 

op 

is 

2.5 Enterprise B - thin wan an iron and steel enterprise established in I525. It 

operated with t\io factories, one in the interior cf the Stato of Kins.;? Gerai3 and the 

other in the State of Rio de Janeiro, ir the vicinity of the capital. Ite activities 

also included metallurgy, bénéficiât ion, re-afforestation, the production of charcoal 

and other ancillary activities. A large part of the inputs used 1: :-re produced by the 

enterprise itself, such as for example, iron ore, limestone, dolomite, gypsum, charcoal 

gas and oxygen. 

2.6 The Minas Gerais plant had a nominal capacity of 119,800 t/y«*r; in 1971 it 

operated at 87 per cent of capacity. The plant in Rio de Janeiro State had a capacity 

of 96,600 t  and operated  at  92 per cent  of capacity. 

2.7.   Enterprise B had registered capital of 35,100,000 reserves of the order of 

26 million cruzeiros and fixed assets of 33,250,000;     it employed 2,476 persons and was 

managed by five directors, three of whom belonged to the controlling family and were 

aleo directors of enterprise A.    It was also a public company. 

2.8   Enterprise C - a private company - was the controller of the group.    It was 

established in l?5o 8»¿ had registered capital of I5 million cruzeiros and fixed asaetee 

of 7,394,000.    All the directors were members of the family that  controlled 

enterprises A and B. 

r< 

The project ^.rc 

_d 
3.1    The new enterprise 

3.I.I    The partir« intereated intended te morge the three enterprises and to 

establish a new enterprise under the name of Companhia ¡Siderurgica D', with headquarte 

in Rio de Janeiro, in the State of Guan&bara. 

The new capital would be 85 million cruzeiros,  divided equally »into ordinary and 

preference shares.   The aanagement would cease to be in family hands and a change woul 

b« made to a professional management, \;ith an Executive Board consisting of specialist 

selected on the open market for the functions of production, finance and general 

management.    The majority group would participate in the Board of Management, which 

would make regulations and issue guidelines on matters; of general company policy. 

t: 
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n 
3.2.1 Since, under the conation* ir, which they operated, they „er, incurring 

i«T«.T" :r;0ÎJrr'Uona "fficienoy',;iih au the oit«í-t »*«*» •"«*. « «It 
, itahility of the enterprise,, the partie, concerned decided to transa the. inte 
IngXe creation and to refcnauLt*  o„eratic„al ^ nalageBent 

operating on a larger scale. 

3.2.2 The form chosen ;;as th, merging of the- enterprises, based on a moderni.a- 
t and expansion plan.    The plan was work^ «.,• <w „      áí * 

Ä 
k d °at for «=««w*i«m in stages, and technical 

stance from European enterprises was available. 

3.2.3 The phases of the plan were as followsi 

(a)   Fer enterprise 3* 

Phase A 

Intermediate program« 
Phase B 

Co)   Per enterprise Ai 

1970/1971 

1972/1973 

1974 

First phase 

Second phase 
1972/1973 
from 1974 

3.-Î.4   For enterprise B, phase A was to include the development of the blast 

^es   the Of^rth fur*ace8 and other lallations with the purpose of increase 
Production capacity fw pi^.n, hot .ti and rolled products. 

3.2.5 The intemediste programe proposes a concentration of production of 

* Products, eastine, and for^s, no* concentrated in the plant in Rio de JsJL 

3.2.6 Phase B would include,    consolidation of specialisation by %ht 

**»al pia«!., expansion of the installation and perfect^ 0f th« process in o**r 
crease production. 

3.2.7 For enterprise A, the programe would develop as folio*«    in the first 
the^enterprise would ro-equip the «a^acturing plants with tho aia of iaprwlng 
lality of the products and production capacity. 
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In the second phase, all the plaits in the manufacturing complex of the State of 

Qvanab&ra would be transferred to the Stat* of Rio ie ¿cjaeiroj    this change would free 

land of high value whos--» sal'; would finance part  of thf project. 

3.2.8   This, in summary form is the expansion and modernization plan worked 

»ut by the enterprises, the principal benefits expected "being indicated. 

4.     Aaaeiaaent by the Goverment of the merffer project 

4.1 The enterprise* presented the project mentioned to the Ministry of Finase« a 

a baale for a request for exempt ion from incme tax on the appreciation arising out of 

the revaluation of the fixed aeaets at market prices. 

4.2 The projet was examined by COTOS, the body reapoasible for giving rulings 

reftrdiaf the merits of applications and establishing whether the require»«»* of oeiaf 

of t*t*rest to the national econoay is met. 

4.3 The request f-»r exemption was drawn up according to the guideline s préparée 

CCfll, inaiuding the information regarding the project for merger apd expaasioa.   I» 

the analyils, the following matters wer«, dealt with, l^t er allaj 

The objective» ef the merger 

The expansion programme 

The investment budget 

Sales 

The economi o and financial situation 

Estimât ed value of assets 

Technical and managerial trainin« 

feonomie merit. 

4.4 The enterprise« enunciated the objective« of the »erger in the following fai 
wia the first place to unite the enterprises and in the ser jad place, through the 

concentration of resources and effort », a« proposed, te achieve the following results 

Reduction of cesta of production by the introduction of a aciernization asá 

plan; 

lacrease in operational efficiency through specialization in the plasta and the 

integration of various plants;    further training of manpower;    ut il i tat ion of mora 

modern processes and equipment ; 

^mm 
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-..'.ir. 
rvxce, of qualified professionals in th* Executive BcaM,    utilization of modern data- 
oeesring methods; 

Greater profitability as a function of an increase in production,  a reduction in 
er*tional costs and an increase in efficiency. 

Increpe in sales in the intarmi and external market, remiti«« from the increase 

jrodnctioo capacity and th« iicprov*«cirt of the quality of the product, 

Maintenance of low selling prices in th« domestic markr.t. 

4.5   TfcM« objectives «er. c*nsiuor*i to b« perfectly viabl., taking inte account 
analysis of th« information presented. 

4.r   The assessaont of the spanala» programe shewed that its execution would have 

irect and attediate influence on production and costs and consequently on the 

activity of the enterprises.    Considering the lines of production of the various 

its and their location in relation to ta* sources of supply of input» and the 

bting centren, the aöhlevmont of the profita quoted could be accepted a« obvious. 

ms ««if-avident that the lack of physical and legal integration wan responsible for 

inadequata utilisation of available resource, which oompromised profitability. 

4.7   The aerger - in the fens proposed in the project, would make possible the 

felistaent of contiguous production lina«, rationalisation of the flow of material, 

finished products, economic In transput at ion and atóete and the other *eonmi«s 
v?e re mentioned. 

4.6   The capital investment budget showed expenditure from 19V of the ordsr of 

600,000 cruiairos.   ***t of the resource would be of internal origin, that i. %c 

resources already availably resources to b* «aerated during the programe 

¿action of liquid pr-fits) and resources generated by the disposal of part ©f the 

estate holding.   ConaWerin« that the transfer of manufacturing plants fro* the 

of Gue:*b*ra to the Stats of Rîo de Janeire would fr«e real «state in torn* witn 

•!jr rising valúas ana that ta« development of sal« ana costs gave hope for a good 

t ftargia, the astiaste had good changas of viability. 

4.9   Analysing the achievements of the Brasilia* iron and rtael industry in the Wl 

^ss year and the aarket prospects, including experts, it was verified that the 

rises were in a position to achieve the prometed aims. 



4.10 Economic and financial analysis carried out from the point of view of the 

structure of the assets, the cost structure, liquidity, profitability and guarantee of 

capital by third parties showed a situation of equilibrium tending to improve with the 

introduction of th, expansion plan. Th, analysis was carried out on the basis of data 

extracted fro© the balance sheet and trading account covering three business years, _ 

acooapanied by certificates from external auditors. 

4.11 The enterprises revalued only real estate.    Such real «state comprised land 

and industrial buildings, houses and rural land.    In fulfilment of a requirement of 

the CGKi; regulations, evaluation reports were presented in which the real estate was 

described, »entionin« its location, size and building specifications;    in addition, ti 

was am account of »ethodolegy adopted and the qualifications of the valuer indicati»« 

the extent of his responsibility for the work. 

4.12 The aanageaent of the enterprises still belongs te the fwiily group» with th^ 

eonseqmence of a Ion« period of stability in the »anag*»ent and considerable aecuattlatj 

©f experience.   However, availing thecselves of the advantages of professionalised 

management, these in control resolved to employ an Executive Board in the new enterpi 

reserving for themselves the function of formulating rules and guideline! with regará 

general ptiicy* 

5.      after analysis of the project as a whole, CCFIK decided to rule that the plan fofj 

the aerger of the enterprises was of interest to the national economy and transmitted 

to the Ministry of finance with a recoaswndation that the exemption resetted should ' 

granted.   The »erger has already been given legal effect and the plan is being 4»pl«i 

SECOND CASE 

1.     Penerai infornati.on 

l.l   Inierpriaes inrolvedt 

(a) Factory A 

(b) Factory B 

(c) Factory C 

(d) Factory B 

¿Kw^^ags&gig 



I.?    Programmes carried out 

(a) lierf'or of th*-.-   ^irter^ri^er- 

(b) Modernization and expansion 

1.3   Government  incentive 

Financing by BNDE for the merger ant" modernization plana. 

The enterpriser 

The enterprises were private  joint-stock companies v/ith family control of shores, 

, located in the State of Santa Catarina. 

The project 

3.1   A general account of agricultural industry in Santa Catarina. 

3.1.1 Agriculture represents almost 52 per cent of the product of the primary 

Èor in the economy of Santa Catarina, which account» for half of the income of the 

e.    Sugar cane is one of the eight main crops in the State,  appfoxiaately 4*000 

Leultural properties being devoted fo the cultivation of sugar cane, but it contributed 

rcely 1 per cent of the tuoeme of the State. 

3.1.2 Sugar cane growing in the State is located in the coastal area of 

•lanopolis, in the lower Ita jai valley , and in the coartai area of Sao Fraaciioo* 

re are five plante as shown in the following table. 

it 8 legion 

Quantities 
(in thoueaad sacks) 

Official Nominal larveat 
quotas capacity 70/7I 

Florianopolis coastal area 

Floriancpolia coastal area 

It a jai valley 

Itajai valley 

S. Francisco coastal area 

Total 

23ÍJ 420 257 

20Ü 120 23 
200 252 1Î5 
200 100 41 
200 150 60 

1,036 1,042 516 
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Ì.1.3   Thus, with an installed capacity of 1>420,000 sacks/year, utilization 

was oaL^ 51n»000 seeks in the lr.st harvest.    This represents a eubstantial loss in ince 

to the Stete. 

4»     The merger end modernization plan 

4.1   Objectives 

(a) Merger of four plants that account for 85 per cent of the installed 

capacity in the ¿tate of Santa Catarina, by aeana of the take-ever of plan* B by plant 

and the acquisition of th<¿ quotas of pleats C and D, together with the establishment of] 

a new enterprise - plant E, with an official quota of 636»000 sacka/yeari 

(b) Re-equipBent %nd expansion of plants A sad B  Ir   order te give the» a 

nominal production capacity of 444,000 and 400,000 Backs respectively, for a period of 

120 days of milling, each plant having a potential of up t« 500,000 sacks for a period 

of I50/I6O days of ¡tilling! 

(c) The formation of an adequate levai of working capital owned fcy ta* 

enterprise itself in order to önable the new enterprise to produce and savktrl it» pi 

under economic conditions;    and 

(d) Improvement of productivity both of industrial installations and equii 

and of Bugar-etn© plantations belonging to the enterprise itself and to third partie». 

4»2   Capital Investment 

(a)   fixedt    Incorporation of enterprise! 
Studies and improvement of processes 
Modernization and expansion 
- liachiAcs and equipment 
- Construction and installations 
- Agri «ri! tarai sector 
Other 

Working capitel (circulating assets) 

4.3   Resources 

(a) Interprise*E own resources 

Existing 
Sale value of land 
Sa3 a value of fixed assets 
Reduction of liabilities 
Re-investment 

4.O 
o.a 

Î.6 
I.J 

3.3 
1.0 
0,4 
1.6 

25«? 

34.4 

13.6 

wmBS&^SMmÊËM •H 
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li)     ít.'bcuroes i ro;.; third par-ei^t, 

BRDF - rur¿l cr.-dit \ [\ 20, ^ 

34.4 

AssessE^nt  "by 3HDE of tht> nerger project 

J.I      Coüiaenti  and conclusions 

(?.)    The project   involves the merger *f  .our of th*- five sugar milla  in the 

¡te with a oiosur* of the activities of t-o of then (C w¿ D) and the expansion of 

• other t»«o  (à arid S), with the  establishment of production planta located in areas 

It able for the cultivation of sugar 4me end of sufficient size to obtain an econacie 

ule of operations (l million sacks/year). 

(b) There is a rational plan for capital investment in the agricultural aeetor 

&€d at achieving agricultural yield« 00rr«spending to thone of other regions of the 
Bitry 

(c) N«w cultivation areas would be added to existing areas, and a plan for 

ist ance to suppliers of cugar cane iß aleo being carried out, with the purpose of 

luring supply ocmBensurcte with the forecasts for the expansion of the ent«rprifle; 

(d) Th« capital investment  in real estate,  equipment and installations should 

„ possible m improvement in the industrial productivity of two remaining plants, 

eh vili achieve a minimum output of 400tOOO-500tGOO sacks/year '.ach; 

(e) Other capital investa«*   is being meule by Federal and State belie» which 

tribute directly or indirectly to increasing the overall efficiency of th« sugar 

e industry in the Stat«; 

(•;•)    The development of the financial situation of plants A rod B is favourable, 

-ite the heavy investment i» fixed assets carried out from I369, and the existing 

itments do ant reprtsent excessive burdens for the enterpriae; 

(f) The production of the plants, both of sugar and of aloehcl, can easily 

iarketed in Santa Catarina and Bio Grande do Sul and thia situation should improve by 

u«- of the production of granulated sugar for domestic consumption, 

(h)    The forecasts for the working capitel formation necessary for the operation 

he enterprise in the coming seasons Indicate that  existing needi: ?nd possibilities 

the generation and harnessing of financial resources are compatible; 
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(i)    ïhe management of the enterprise shows a good level of quel if icst ions; 

(j) Studies ere envisaged for the perfecting of the enterprises' oanagemeirt 

and marketing systarns, in order to .stûblish the machinery for assistance to suppliers 

of sugar cane end to oxanino the desirability of usine a ¿iffuser in plant B; 

(1)    The merger plan will benefit the States of Santa Catarina (alee leadla« 

to a nubataatial inoro*« in the collection of tar. on tho cireulmtion of mrchmii**) 

end of Bio Grande do Sul*» 

(a)   The enterprise has the oapacity to generate the »««nfji ««wee« 

tbe «ti« Period of fc»lMt«tftwi of this pi» ma to mmtiim mg ttwmA*m ti»* it 

is to contract» m it FMMMM cwmAfcMt that are adwpat« atiâ of ik« MMM«* *«**i 

for the operstiom# 
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