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caeral Qutline of Fives Lille-Cail

i COMPANY
fackground. The company of Fives Lille-Cail (FL.C) was the re-
cof the merger in 1959 of the Fives Lille Comvany, already 100
~ooold, and the Cail Company, which dates from the beginning
19ih century. It developed furms’x by taking over the Apple-
w» Company in 1963, and the firm of Maison-Bréguet in 1966, In
. FLC split up into a hoIdmg company, the Compagnie indus-
“u et financigre Fives Lille-Cail, with a capital of 66 million francs,
+en FLC working company, with 2 capital of 70 million franes.?
Feba *c«?;) 1970, FLC entered into a merger with La Société
cgeise de (omm* ctions Babcock & Wilcox, a subsidiary of the
i ?‘zm of tm ame name. Under ﬂns; azmngcmmt two shares of
ok & Wilcox mi be exchanged for five new shares of FLC.
s company is named Compagnie Industrielle et Financiére
wwhi-Fives, The merger was negotiated with the active support of

Bungue de Paris & des Pays-Bas, which is a shareholder both in

P s::d in Babeock & wWilcox, 'i"h*e. new group, which comprises ten
s and about 11,000 emg ;1 be t*m largest French en-
0 in the field of heavy Pr\tmmrmg equipment, with annual
i isbom 1.5 bithion of French fra

Vot detivisies. FLC produces the vy cquipment requi d for

©oudustries. 1t specializes in ihc de; ning and equipping of

w franc has a par value of $0. 18004,
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whole factories: sugar factories, coment factories, ironworks, con.
plete h: wﬂvg pi ants for the iron zmd steel industry, and povies
plants. Among other things it supplies equipment for hoisting, an
for the treatment of ores, compressers, and boilers.

Sales. FLC employs 5.000 people and has five factories——three 1,
northern France around Lille, one in the Paris region, and one o
Givors, near Lyon. Sales vary between 300 and 600 million franc.
{560 = 120 million). After 20 to 25 million francs have been set aside
for amortization, the net profit varies between 5 and 8 million frane.

Forvign ()pemnom The percentage of exports in FLC's sales
one of the highest in France: an average of 50 percent. Although op-
erations have been established mainly in the developing countries.
which receive about three-quarters of the exports, they have als
been set up with the Cornmon Market countries and Eastern Europe.
Factories have been mstalled in Mexico, Brazil, Ecuador, Venezuels,
Thatland, India, Pakistan, Morocco, Algeria, Tunisia, Congo, Cam-
eroon, Egypt, Israel, Iran, Irag, U.S.5.R., and Rumania.

POLICY TOWARD JOINT VENTURES

incentives. FLC is not a financial group secking, above all, to ex-
tract revenue from its joint undertakings; neither is it a company the:
gives priority to developing its products outside France. It is first an
foremost a preducer and exporter of equipment and it is intereste
only in production of goods. its present policy is to develop sales. I
joint enterprises are the result of a sales promotion policy and not <!
a move toward establishment of forcign operations. FLC is therefor.
often led to establish joint enterprises with its clients, cither at ¢
client’s request or in order to obtain a contract to seil equipment

Methods. FLLC has three types of foreign joint venture:

(a) Ventures to provide technical and commercial services, ic.
companies that examine and sell installations. These companies benc:
fit from the technical expertise of FLC. In theory FLC has control
these companies, provided the local regulations allow it. The varict:
of arrangements that are used may be illustrated by several ventut
that act as FLC’s agent in foreign countries. FLLC do Brazil is .
wholly-owned subsidiary staffed by Brazilians, FL.C Iberia is a 505
joint venture with Spanish interests. And Sedic, which represet™
FLC in Belgium, is: 60 percent owned by Belgian financial instit-
tions and 40 percent by FLC; the firm is staffed by Belgians.

{b) Ventures with a client as a condition of sale. A client wishy
to order a complete factory requests or imposes as a condition *
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I

,m? won of FLC as the supplier of the machinery and enginecr

< skilis. By this association zhz: client obtains add:{‘ona‘ financial
sourres and technical guar and } 1 C yfi( wctive part in

seing that factory functions saiisfactorily. FLC

: j 25 LOIW&' P
sie technical as

tance, and often asi;*&s thf: fo 1‘ company to draw
+~ its budgets. As a general rule, FLC’s participation amounts to
heast § percent to 25 percent. Portlend de Mallorea, in Spain, and
yrucarera Tropical Americana 8.A., in Ecuador, come into this cat-
—ory of joint venture.

ic) Ventures to establish lozal engineering and manufacturing com-
snics that, in view of government poiicies in some semi-industrial-
~ud couniries, is a condition of continued export to these countries.
< fuct these countries wish o develop their industries starting with
T Jeast complex nm,wnu‘s and therefore re‘;t;"ict the importing of
Core materials, 1t is therefore in the interest of FLC to have its
wipment produced on the s ;m, using its own know-how, in order
s keep open or encourage a ruarket that bas already indicated its po-
sl FLC hopes @ maintain its sales either by a number of signed
tracts, e.p., the case of Fives Lille Indusirinl do Nordeste 5.A.
?i BNy, or by goss_&b{a future contracts, e.g., the venture with
w1 Corporation Private Lid., which failed.
(s participation may reach or even exceed 50 percent of the
vital and it plays a decisive part in controlling opemiiom The
b ("OM; x3 in the Saar may also be placed i"l this category. It is

swsociation with local interests for the manufe of goods com-
srentary to those of FLC. In this associati ach partner con-

1

v

50 percent of the shares.
fhe omadin joint ventures in the dﬁvclopwnﬂ countries are: a sugar
navin Mo «hmasma (set u‘p d ring the 1950%); four cement fac
@ Turkey (1954--1956); a ent factory in Miger (1962); a ce-
factory in Majorca (Portland d ihﬂorca ----- 1962); a cement
tvoin Spain (1965); a suga faf;toz}' in Ecvador (Aztra—1966),
©int enterprises are of the "‘“1i€:nt~in‘v’csimem” type. FLIN
i the KiC proc t (19 {33) n the other hand, are of the
?p‘*’ y that manufactures iocal}y. )
nt ventures selected, KFC, Poriland de Mallorca,
N, are the most TS i Aztra and Portland
o involved large-scale investments. The abandoned
swowith Krishna Corporation Private, 1 Jd. and FLIN reflect &
ot mh' y of establishment in a market that otherwise would

18
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Krishna Corporation Private Lid. and Fives Lille-
Cail Private Limirted

THE ECONOMIC-POLITICAL CONTEXT

The Policy of the Govermmernd of India. Since 1956, the Gover:,
ment of India has vigorously encouraged local industry
manufacturing Heenses while at th

same time imp
on the currency available to them for imports. In

»««
ad
-
o

<
L v
Euyopean firms that have been authorized to keep up their impon.
are those that have granted manufacturing 1

icenses to local firn

These impon h ¢ been diminishing gradually, as the Indians ha
found it possible to manufacture the aforesaid equipment themselve-

in August 19v this was the
which later m

sitnation facing the Cail Company
with Fives Lille to form FLC-—and consequent:
they signed a mm%i*;xg agreement with Krishna Corporation Privaer.
Ltd. (KCP), which at that time was the fourth most important is.
dustrial group in India, with its hs:z:dquarmrs i Madras., When iy
merger took place, Cail's contracts were assumed by the new com
pany, and later agreements were signed to make these contracts con
;

plcte zmd binding on all parties. Because of Lh»ui., agreements, FLC

was able to import its equipment into India, © the tune of appros!

wmately 300,000 metric tons per annum.

The third five-year plan in India, beginning in 1961, aimed at do
veloping plants producing machinery for heavy industry, The Indie
Government placed orders for the new plants with Indian supphicr
who held licenses for buildir 1; such plants. The avthorized impoer
W focat y cut down and only available to foreign companies wi

take in Indian cumyamcs

ot
WL

American policy toward aid to developing wmmles In 196!
changes in United Siates fo zmgn aid policy reilectec
pro‘r ems with its balance of payents, American aid allocated to &

veloping countries was, in a_um; al, tied to purchases from the Unin.
States or from other developing countries. India was considered a do
veloping country, and was therefore able to offer material produced
in India to other developing countries receiving American aid,

concern ot

d
i

THE MLEGOTIATIONS
Both Indian po uw, which was very res roward imports &

VELY favorsble o fo E,f.}}'! Ul\/é,b“iwd i, d!.d Lerican {O lf‘y O al
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3] w‘*:c’z of forming a

And so, wiﬂ

ieg (:Ombi,z:eczd to make th

rsling io* FLLC.

~rect o mind, contacts were made in India in 1961 with K
; T sdras, with which the FLC had bad links for me pr YEArs,

Indian comipany, whose only means of offering complete fac-
. c&pcci;ﬂ}y cement factories, was throug h an asscciation with
soudied this offer, which was partic uimiy advantageous to it

af project aimed at formw; a joint venture associating KCP
C ond with a French "?“f)xi meapufacturing g;\m y, in order to

i

t
B

21t and paper making factorics,
ssoand boilers. The c:ap.iia , 14 million rupees, was to be sub-
o4 as follows: 25.5 percent by KCP, 25.5 percent for the two
N oeroups, and the remaining 49 percent (0 be placed with the
public.

first project had to be abandoned after the withdrawal of the
manufacturing g onp It was replaced M a more hmited pro-
v ansociation bs:tw n KCP and FLC. The company thus to be
W was o take the ijCHoL\ granted by FLP to KCP and 1o sell

o

i the imported material for coment manufacturing. The capital
o s:mzim:criug* company, shared equally between FLC and KCP,

s very limite

fndian Go\mmﬂy nt vetoed 1“15 project, stress mg (a) that engi-
o eompanies do not have the right to sell materiel but only to
-t engineering work, as their p}(;ﬁlymand thes fow the trans-
mwtey abroad-—should not be disproportionate o the total in-
foaptal from forzign sources; and (b) that the licenses ceded to
cen company by a foreign compuny participating at a 50 per-
St i oan h‘;c‘iian COMpany sl“@* ild not be sumom io r\,ysitie"
s chrcumstances the two partners returned to the formaula of
and comtwumn company with a capital of 4 mil-
vhich KOP and F1.C would each hold 50 percent.
capital required to make the planned invesiments was
aithirough a loan from the Madrag Indusirial Finance Cor-
s understanding s prowoco! agreement was signed in

ioct was never carried out. F1.C attributes the failure
1t e slowness of the Indian administrative proce-
e hestation of the Indian pariner, who seemed to continue
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1t is obviously 'mmossm%e to make any judgment on a joint vepty.
that never took place. However, the reasons for which FLC was ’
to consider its f mation should be stressed—-it was the most of)
tive way in which this company could strengthen its position on o
Indian market. Subsequent developments confirmed this view , S,
apart from the continuation of licensing agrecments, the contmw
concluded after 1965 have up to now only concerned the supplyine
of material and not of comple t stallations.

The desire to maintain a position in a closing market is behind 1.
creation of the FLIN, the joint venture in Brazil, in which the FL¢
participates.

Fives Lille Industrial do Nordeste S.A. (FLIN)

THE ECONOMIC-POLITICAL CONTEXT

The Policy of the Brazilian Goversment. In Brazil there ave twoe
trends concerning foreign capital. The liberal point of view is that, &
infernal savings are weak, um“lpn contributions constitute the major
source of investment. The “socialist-nationalist” point of view is that
forcign investments are the main instrument for foreign exploitation
of he country.

he policy of the Br az an Government toward foreign inves-
mez*t@ demonstrates uncertainty. The Superintendénce da Modea ¢ &
Credito {Sumoc), in its instructions of January 1955, renewed in 5:13%»
uary 1963, ;'sdgd to facilitate Sx‘ortwierm entry of foreign equipmer
companies. The foreign capital law 4, 14{1) of September 1965 hmitx '*I
to 10 percent per annum the delivery ordmdmds by foreign com-
panics; this law has now been neglected. But these fluctuations ar
not favorable to the placing of foreign investments.

Neither are the statutes concerning subsidiaries of foreign compa
nies very favorable to the foreign investor. Into this category i
any company of which at least 530 percent of the shares giving v
of vote belong, directly or indirectly, to a foreign enterprise. As w
gards the fiscal authorities, the transfer of funds from the branch
the pavent company is not anthorized. Tax on the dividends deductes
at source is 25 percent if the dividends are tw go to foreig
15 percent if they go to porsons whose residence or company huite
guarters is in Brazil. A tax of 30 percent is also levied on inconw

1nopersans
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seat abroad. Finally, national companies ave s

tions by the spe cmh/w;‘; agencies, which the br Jud es of iasfﬁign Cor-

punics do not enjoy. _ -

The Northeast of Bre The northeast of Brazil is a pacticularly
underdeveloped region. On account of this the government has
agreed to special conditions fm‘ companics that consent to establish
there, and has formcd a special body responsible for encouraging

economic  development in t'! mpon—»—lﬂ Swemﬁcﬁuéem ia do
b“cn\'o lvimenio do Mordeste (Sudene). 1f !."m‘y approves ﬂm

establishment of an industrial project, the ben f ciary enjoys consid
able exemptions from taxes and customs duty.

THE NEGOTIATIONS
In April 1967, the Bangue de Paris et des Pays-Bas, on the initia-
tve of FLC, signed a financial agreement with the Brazilian Institute
for Sugar and Alcohis} Froduction, for the exporting from France of
60 million francs worth of equipment. The Sudenc insisicd on the in-
stallation of a workshop for the construction of machinery and the
maintenance and manvfacture of material for the sugar industry.
Within the terms of this agreement, FLC uﬂdﬂrtoo‘; to build the
workshop, and as the main beneficiaries of the agreement were in the
stute of Alagoas, the Factory Workers Union in this stafe propose
that the workshop should be built there.
The new joint venture was formed by FL
the capital increase of the Industria Mets
;h:m" its name to become }ﬂws Lille Industrial do Nordeste
LM, The initial capital of the company is to be divided as fol-

BRS

C putting up the whole of
lurgica Alagoana, which

Factory Workers Union, Alagoas 98,000 cruzeiros {4
FLC 102,000 cruzeiros (5

—

9%
X 1

—

't new resources are to be used first to buy an area of land of 50
“tares upon which to build the workshop for Whlch FLC will sup-
xutpment and technical assistance.

woquestion arose as to which company would meke the invest-

it the parent company or its Brazilian branch, }*“ms& Liﬂc do

il On the understanding that char might later be made to t”m
wvisre of the Brazilian group, it was t}* branch company in ,in
i of the original stakes, held the participation in the L D“*J.

Imust be noted that the elaboration of the project gave rise at

)
I
iy

¥
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times to vielent
kis;(‘_}y o the installation
had been overcome
mission, FLC paid ove , 19 ‘;‘i, the 102,600 cruze...
agrecd on, and sent an onginecr to Maceio, capital of
study the industrial project,

The Sudenc approved the FLIN project and the agreement
signed in Movember 1967.

seittes had given their oo

FINANCING AND MANAGEMENT

Financing. The final dif«trihuticn of capii;a:! was to be as
{a) shares including right of vote: 51 million (
Factory Workers Unior 49%"; (b} shares wi
million (Sudene fund); {c) loans at 8 g
Bank: $2 million. In fact, the Bank’s i
loans was replaced by the contribution from th J wene of an equl
lent sum in shares without right of vote, '\ art from this i
change, the initial scheme (759 put up by Sudene without contre)
the mana 25% divided between i

hout right of
P f(vm the
“g on'in the for

ment, the remaining 259% bei
and the Factory Workers Union) has bee

Cut of an autheorized capital of 2
were subscribed and the distribution in

ruzeiros, 12,000
as as follows:

FLC {.5 30,000
Factory Workers Union 1,470,000
Sudene 9,000,000

These figures wuf’ reached after five increases in capital in @
il( participated as set out above, oh the local bran

Litle do Brazil. It must be noted that fiscal reasons the i
parmers would like 1o see the FLIM become listed on
change. Although FLC was reticent over the addition of s
holders, it would not 1 ;}6 ct this development if the shaves so i fre
public belonged to the Brazilian group.

Management. At fm G«.I;ua} Assembly of Sharcholders. |
holds 31 percent of the votes and the Factory Workers Union 44 7
cent. On the Board of Um‘cmn “L{ appeints the Vice-Churd

ez

muoer, ‘The Factory ¥
o

the Sales Manager, and ‘I‘m‘ iC

12 Head Supervisor. &

i
year the Assembly elect: ithiree members,
As FLC controls 3 perccm of

provide zome form of protection ot he ma”’,mn partners. A

. f—*




WP PR SN . P _— ¥ o age fon y
coptory Mackinery in Weorld Merkets 175

coneral Assembly }"’5 ﬂ decisions.

al, b"wiz;vvs. a

2Ciors (;‘mer
are made

LCHIEVEMERN

It is too ea 2 to develop this aspect. It is, however, possible to

er o brief
ccars of its existes
Tochnical Assisi

" the results of the }omt venture during the (wo

mee. This is industrial assistance rather than fi-
cncial. Finaneial aid is, however, by no means ne 1 gible and is con-
Licted through the }jza;'ﬁ“m branch of FLC. mdt rial assistance
2 oconsisted mainly in oa study course for a Brazilian enginesr in
mee and o visit to Heuador by the representatives of the {actory
thers in Alagoas, who examined the Azira sugar factory, another

FIL.Cs j{;im Ventures. }?n‘misy FLC plans to send out to Maceio
o French engineers and three foremen,

Yanagement of the Company. On this point the agreement has not
een entirely xmpcwd Out of the three meimbers of the Board of
Derectors that FLO s authorized to elect, FLC has only appointed
, the Vice-Chalrman (a Dire"im‘ of Fives Lille do Hrasil) and the
feehnical Director {a Frenchman who has worked twelve years in
"*‘i C at Depain).

Hesulis of Operations. At the end of November 1969 the technical
oes were comipleted, the factory covered, and a third of the nia-
o delivered. The f ctory will not be entirely completed until the

w2}

of 1970, But the canvassing for clients has already begun and is
well, Firm offers of I nini@n new cruzeiros have a!zwdy been

> and orders worth 13 million new cruzeiros from 42 clients are
coing considered. When thc factory is running at full capacity, it
ki hove annual sales of ap w"oxinlf»atc:iv 12 million new cruzeiros,

From lh‘;‘ ordm"% received t ginnings of 2 new development can
-FLAN is ready to pu‘auf 2 10: QU}} b"if—'rwm‘ks material
N industry, as was intend ie . but also other
srondlin particular light framoework f factoric

e 1o give a complete judgment on a joint venture set
contly, bm it can be noted that the partners spem satisfico

association, which is functioning without major setbacks.
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in gene mi

rather its } }
The ‘;mm Vi

partners,

o

tor the governo

ol Of a \1'0"1'.\121‘:::;1 fut

manufacture >f machiner }, : this pcmu‘% rly underdevelopad 1

1s a very positive step, a3 it is for the Factory Wm kers Union in 3
goas. For i E F FL 1\‘ iize hest way to obtain new orders in b
and to renew a policy o‘ active presence in this country-—au p.

that had lain dormant for over twenty years

Portland de Mallorea 5. 4.

THE ECOMOMIC-POLITICAL CONTEXT
The Policy of the Spfl aish Gover 11;;1011! ioward Foreign I
ment. With repard o foreign investment, the Spanish Governmy
in an ambiguous position. Mevertheless, since the law of Ju
1959, a ceriain number of principles have been laid down. The
triation of nrofits is theoretically free, although reinvestment in 8¢
is strongly encouraged. Direct investments require the authorizs
mab Government, and in any case, if a joint ventar,
sorcent of the capital must remain in Spanish hands
rities have given express and exceptional per
The Cement Market in the Balearic Islunds. Portland «
s 5ol up ln order to construct a cement factory ne
of Palma de Mallorea in h’ alearics, fmrg was in fact no &
there being a market for cement on the island of Mallorca, gives
spread of tourism to the wlzzrd the planned developiment of to
port, and the need to hutld a dam. According to official stutisti
mption was as follows:

meni cony

Year Tons Yeur Tons
1954 28,500 1960 52.000
1957 40,600 1961 650,000
1959 48,500 1962 70.G00

do not take into account purchases on th

ket, and are in fac percent less thar
Consumption has risen steeply in more
150,000 “ tans in 1963, and it s likely to
1969,

There was no local cement factory to supply this @
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L noOCsEary to import cement produced on the east coast of Spain,
iy i dtsel was not sutficient, and an Htalian company
st from Tarenta where there was excess production. W
ir:\"i on the route from Tarenta to the Catalan coast. The setti
of u cetpent factory in Mallorca the refore seemed an atiractive prop-

%it01.

THE MEGOTIATIONS

Af ey rejection of the initial project to construct a cement factory
gee kilometres from Palma, Portland de Mallorea decided to con-
struct a cement factory at Lloseta on a piece of land in s possession,
near the chalk and slate quarries. The company obtained the neces-
sery authorizations and on June 7, 1962, the agreement of the Gen-
eral Assembly of Sharcholders.

On June 13, 1962, FL Q‘ signed a contract with Portland whereby
F1L.C would provide a factory worth 6 million francs of which it wids
to subcontract a little over hah" to Spanish industry. This order was
id by the signing of two special and separate contracts. On the

s “md FLC agreed to undertake the engineering of the whole pro-
,iucz and carry out work until the factory could be used, in return for
a renumeration of 10 million pesetas payable in instaliments of 5
rercent on the annual profit of the company. Morgover, ¥FL.C had to
bscribe an increase in capital of 10 million pesetas. §~s_,C obtained
e necessary permission from the French authorities, in return for
certain obligations. '

o

W

by

S

FINANCING AND MANAGEMENT

Financing. At the General Assembly of Shareholders of Portland
de A '§al‘zorca on June 7, 1962, it was dxcvucd 1o increase the capital
fro 2(‘ nillion to 40 million pesetas in order to allow FL.C to partic-
i, . Ten million pesetas were subscribed by FLC, and 1 million by
the local Spanish group (mainly Mallorcan).

The capital of 40 million pesetas soon proved to be insufficient. It
tese to 70 million at the end of 1964, The new distribution of shares
2y as follows: 15 million pesetas for an industrial group in Madrid;
Yy million pesetas for the original Mallorcan group; 25 mitlion pese-
L for the new Mallorcan shareholders; 20 million pesetas for FLC
id its Spanish associates (mainly the technical director of Portland
nwed by FLC and iis Spanish subsidiary, Fives Lille-Cail Es-
il which was later to become Fives Lille-Cail Iberica).
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The beginning of 1966 showed a further increas

*

percent, which brought the toind of 105 million

erations and accounting purposes, FLO and

group held between thom a wotal of 27 million

willion bek ; divectly 1o FLC) The increase ,
June, 1968 (from 10510 1 )“/"z };S‘. A8) Was L.gpmved by FLC, whicy
did not partd direcily, the associate Spanish group held 3¢
mitlion p»‘:se‘ias m onew @‘mm ﬂ C, directly or mru‘&.n ifs o}.)mw“
associates, therefore controlled about 20 percent of the capital stock 4

neral A >ly, before changes in 19649,
es proporiional to that of its shares. At the
1

FIL.C he da 1

fw 1
P

snwetiﬂg of { Direciors, & held three seats, in spite of the
variations in iis f‘.amt I participation. Two of these scats were held
by the Cha anaging Dirmior ar;d he Sales Manager, the
third by ﬁ‘f;— fs:;:v r’er;z‘ataﬁw of the associate ’”);,,‘Sii;l') gIoUp

Acco 7 1o the law of July 17, 1951 on ihe legal system govern-
ing cot 18, sach sharehoider or group of shdnhow‘m contrid-
ting more than 10 percent of the capital bas standing to z‘e"‘fue\;t thal
an exiraordinary session of the General Assembly be held and,
taking legal action, to oppose the decisions taken by the General A
sembly.

DEVELOPMENT OF THE JOINT VENTURE

Yechinicul Assistonce. The technical assisiance given by FLC @
the Portland de Mallorea is very considerable. According to the ini-
tial agreement, FLC undericok to supply flw necessary personnel G
the organization and direction of the pmduc tion and comunercial du
p;;mncmra. Separate agreements were sig i

ned. Moreover, during th
construction of the factory, FLC not only secured the nstallation &
inttiat i’zmun rent, but also looked for the site, ex

C-mim‘im‘ the ope «i&f}Oﬂb of the factory.

As has been mentioned previously, in return for its technical asei
tance, FLL was to re c&:wg, 5 percent of the net annual profit of Poit
tand de M ecoeived should reach 10 v
pesetas. As ?h“ v has not yeot shown a prosd
this clause of the mmiawt has not yet come into play.

Activities and Deve :m ment »i ter 1968, From 1966 onward o
factory \
OUs per year. it osoon becanwe obvious Lwi the possibilities o

fapeti srocduction was LGS
L =
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watlorcan market were such that
crease. At the starty, FLC and its
caontoon (his point.

{,'(ch‘?s wore therefore mas

-
< oseemed in agrce-

de with Eng
o groups likely 10 be interested, zzs:‘a.d a project for increased
ion was realized when the U.S. co mpany, American Cement

atmn, agreed to become an associate, ou condition that its

tish and Swiss coment-

Ao Mallorcs was at ?s:”*c?

icipation in Portland

50 pw.;m When
s decision to expand on this basis was tak

en by the Board of Diree-
wors in March 1968, the representative of ? 1.0 noted the m:nw‘m £Co-

¢ factors (difﬁcuxtms }ﬁx 2ly spain connected with the
~hable diminishing of its wurist trade, the incidence of devalua-
ton, and less sure earning capacity) for not signing the agreement
with i‘m U.S. company. The agreement was nevertheless signed and
came into force at the beginning of 1969, American Cemont took
vwelve of the twenty-four seats on the Board of Ldvectors. FLC's par-
teipation was reduced 1o about 10 percent of the shares and o two
wrats on the board. ;

Portland de Mallorea had set off to a good start. After a fairly se-
mm crisis (in 1967 and 1968) due 1o the slump in tourism in Spain,
he business progressed very satisfactorily. The technical assistance
w;ﬁ»pncd by the French company was by no means a negligible factor
i this success. Relations between the French and Spanish partners
were goed, although complicated by the division into several groups
v the Spanish side.

After ]“\ 59. It is too early as yet 0 know how relations between

i three groups within the company wiil evolve. However, it scems
vheious that the almost total control exercised by the American

aoup leaves little initiative to the two other groups-—~this is not
-:.diy a “multinational joint venture” since the management is not in

shared. FLC has nevertheless prescrved its representation on the
i?m.,.d of Directors, which was enlarged considerably. In this way it
wi: rs that it will ensure that the finuncial management of the

ness will allow the appreciation an 7d prof

pi tability of its ovwn par-
tepation, as well as the paw

nt for its technival assistance.

dciccarera. Tropical Americana S.A. {Azira)

HIE ECONOMIC-POLITICAL CONTEXT
{he Policy of the Government z; “Ecuador. Ecuador enjoys an oc
< (especially mongiary) stability that is rare in Latin America
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This stability fuctors favoring foreign investment, which
he govern : TE‘;Q laws of 1962 amd 1Uns

a consideradle encourngernien

ey
».r

1

govey 1111’7 it

t0 investment in ,fiiinUS*;{'_’»,', without any discrimination as to the orieis

of the ¢ ;g tal.

These laws protect the foot i industiies in particular {incl LJH g thy
sugar indus y) and aim o stimulate investment in the least-dever.
oped parts of the country.

Role of (l(‘VtI’PZri‘luI’ in Aztra. Az
reasons it was unders fu(;fi at the outset the ,any \mu,d e
ceive assis i act is s
20 km.

poorey ?')'{’(J‘VE(KC’“‘ s Az

pyverst .
VETLE

kg

in fhc heart of
Koreover, the military junta that
was in power until 1966 attemipted——mainly for political reasons—-
to break the sugar m@nopmy, in fact, sugar was produced in Ecuador
only by two or throe factories whos iial was highly concentrated.

There had been no sugar refining in Ecuador previously. There-
fore the prospect of a fairly importint home market, especially fix
: ar, combined with the U5 system of sugar quotas madi
ation of a new sugar refine

o

s

~ ~ Hh
s project, espeeinil

1
[

as a Ly no means negligible contribution was to be expected frow
the government,

THE NEGOTIATIONS
In 1964 Aztra was formed to grow sugar cang. to produce and =
sugat and its by- pxomv‘m, and to encourage auxiliary industries,

capital was L}-" oretically 60 million sucigs. The capital actually
up was 20 million sucr 5, divided into 20,600 shares of 1, (r(;() Sur
each, held b*' the pronioters of the company and the owners of v

land used for growing sugar.

The coustruction of the sugar tfactory was laid open to imfersi:
tional offers. The only offers to remain in the running for final adi
dication were those by an American company, a German Cofpy
and FLC. :

The Government of Heuador agived to guarantee the contracis i
dertaken by Aztm on wv“ml conditions:

{1} an increase 1 from 20 to 190 million sucres, in
cipation could theoretically be 20 million
in the govermuent’s favor of a mort
1 :,:J of Amm,
contrast guaranteeing the placing on the foreign ke
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sper produced during the period covered by the financisl en-
TS,

ind German co mpetitors ha
(&1 million}, FLC agreed 9(, a

the A NeT
‘\ e Ame

txomiflion su
e ied off the deal afier obtaining
,\;1:5,:;:;«1‘&0 Fraugaise d’Assurances pour o Erie
o¢). By the contract signed on Gcetober 10, }"LC vider-

i deliver a complete sug"n‘ factory able to turn out 7,000 tons
day, and « szm; attached to it, with a Fugwacﬁy of 150 tons per
Cfor o total sum of $13, 9 3,000, The conact came into force
reernent on March 17, 1966, betweer FLC and Aztra, lay-

down among other things FLC's participation in the capital of

i

4

Loira A contract ad previously been signed between Aztra and the
cxpox&«;rng’;ort group, Louis-Dreyfus, for the placing of pant
s the production abroad.

SUEANCING AND MAMAGEMENT
sty Capifal. On March 18, 1966, FLC paid half of its share of
Bnorease in /"%:ftr'a’s capital, ie., 9,400,000 sucres {(about m\)\,,
Jio The rest was paid slightly later than the fixed date of payment
farch | “6/) i3 the summer of 1967, As no clause was inc}udcd to
the resale of the shares sabscribed, it was orr»mdiy understood
LC would trarsfcr some of its shares to its local agents, but in
:h:\ transaction did not take place.
new government of Ecuador, which carac into power after the

un d'état of 1966, was less interested in the business than the pre-
ws governnent and, contrary to the intention of the latter, did not
e n the increase in capital. The total sum of the capital sub-
shed was therefore only 60 million sucres: a third by the promot-
Sonihind by FLC, and a third by new subseribers, especially land-

[N K%

.
FURAAN &

5,

Mofiest increase in capital, 20 million sucrss, took place in 1968,

Ceuneellod debt owed to it by Aztra in exchange for shares worth
BRETAY sucres, and, in total, increased its participation to 24 million
e decision of the General Assembly in March
capital by 20 million sucres, FLC siated that it
ittonal shares. But in order to remain
apital, 1t did in fact participate to the

.i‘c% share was therefore 25.2 million su-

vus provided for at the outset. In fact,



“the experts to carry out subsequent sets of tests as p-a,rt of its 1
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Aztra received a loan of 10 milbion sucres granted by the Cuy
cion Financiera Macional on reasonably advantagoous con

The loan was for buying additional agricultural land, Azira ol
ceived consider: aH" credits in 1969 (30 million sucres) and will o+
in 1970 (40 million sucres).

Management. At the Board of Directors of the joint venture, {1 ¢
holds two of six seats, those of the second vice-chairman and !
director-in~chiet. Two heads of departments in the French ¢
hokld these positions.

At the General Assembly, FLC had 25.2 percent of the voies, #
was in order to keep this percentage that FLC {inally agreed o o
ticipate (to a limited extent) in the capital increase decided
March 1969. Legislation in Ecuador stipulates that a group holls
over 25 percent of the shares may in certain circumstances opps

majority decisions.

ACHIEVEMENTS
Delivery and Technical Assistance. The factory was deliversd o
normal circumstances. The first structural parts were sent ot
September 1966, Construction begen in Deceniber 1966, and
compleied in Octoher 1967, In late 1967 —carly 1968, the sy
tory and refinery carried out a set of tests over a period of one
half months, mwcspmzding to the amount of s ,iji cane avail:

1ar i,

For these tests Paerto Rican experts were called in. But in the
of the 1966 agreement, and at the reqguest of Azira, FLC s

cal assistance.

FLC's echnical assistance also touched on the financial sphvie
account of the presence of iis two representatives on the ?v\mﬁ:
he agricultural sphere, especially on account of the intervention «
French specialized body, the Technical Center for Research en 5
Cane.

Govemmmm(’ Assistance. The Government of Ecuadsr
Aztra several advantages. In doing this, it followed two objooine:

e

'tEn:‘ development o i an under- u,m;uped arca and the sphity
the sugar monopoly.
For these reasons, the gove ernment had intended taking oyt o
capital increase decided in 1964, but the government este
the coup oJf'¢tat of 1566 did not cary ini

did extend 0 Aztra the ‘“*,u’
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stion from all taxes on (”f‘pfﬂlf d
wr inerease of capi &i /

e company was classided inoo privileged category

nt exemption from taxes
sovernmient laxes during the first i]\"s
inal productxuh,

o

S porcent exemption from income tax during the same peried;
ioy 100 1"«01’w‘nt cxemption {rom customs duiv and import stamaps
on the material nc% SSary 3 t‘m functioning of the factory;
b when 1»”;mrgdV accelerated depreciation.
Foardes of Operations. Daring 1969, 250,000 tons of sugar cane
et handied, In 1970 the ¢ ut} will reach 500,000, which corre-

Wt an increase of sz.zgrjm Hmducnon 25,000 to 50,000 tons. At
same time, sales will rise from 2.5 million sucres in 1969 to §
w1570, The number of people employed during the whole
¢ gos from 160 to 200, but this figure rises above 3,000 during
Cwoopeviod following the harvest in which cane is converted into

ns produced a deficit in 1967 and 1968, but should break
i 1‘ 69 and subsequently produce a large profit. The possibili-

» concerning placement of production are very encouraging—a
< of the production is to be placed in the bome market («»wc;a;h
sred sugar of which Aztra is the ondy producer in Eeuador) at ¢

i
100 10 12() ucres et ton; a third is to be sold at the same
rican market; and the remaining third wili be ab-
criedinto the wo&ud market at an approximate price of 40 sucres
“oiton, The total production is to rise in 1971 to 100,000 tons of
cov {a milon tons of sugar cane bandled)—about half the total
fuction of Ecuador.

t g: ical of the kind of joint venture requested by the
only participated In it at the outset because its participa-
was one of the conditions of a large order. But FLC, although
ugar-producing company, does mainiain an interest in the run-
of e business. The French company is directly concerned in
voth running of the joint venture, which coo mm the only
Lo of payment for the sugar factory.
audntions between the partners, although difficult at first, have
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become very satisfactory; confidence was shown on both sides. It is
in FLC’s interest to associate actively with its partners in Ecuador,
who have acknowledged that they have common interests.

As for the Government of Ecuador, it seems satisfied, if one is to
judge by the advantageous conditions of rediscount offered by the
Central Bank, obtained for the credit allocated to the 1970 opera-
tions.



