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PROPOSITION OF A METHOD FOR INDUSTRY ASSOCIATION'S
REMUNERATION

1. INTRODUCTION

The Brazilian citriculture has an exemplary pastonf the beginning it has been
responsible for the generation of more than US$iBion in exchange value for Brazil
and it has always characterized worldwide leadprst8 much in the market share as in
innovations, logistics and positioning. The maiatece of the Brazilian citriculture is of
the utmost economic importance. Brazil produces 28Pcall oranges produced
worldwide and makes up for 82% of orange juice camuialized internationally. This
puts into motion around US$ 2 billion per year.riCitlture is one of the main activities
in 348 cities in the State of Sdo Paulo. It gemsratoout 400,000 direct jobs and more
than 3,000 simultaneous wopkograms in the harvest phase.

In recent years, one of the biggest challenges sexqb@o the Brazilian citriculture is the
increase in number of plagues and illnesses thatkathe orchards. Such problems,
besides making production onerous and dependehigbntechnology control, reduce
productivity and finally, cause irreversible damsgferough eradication of plants.

The periodic inspection of orchards is of basicam@nce, allowing the detection of the
presence of the plagues and illnesses at the begih the infestation. In Brazil, the
necessary measures and actions of the sanitarpsgetd plants is a responsibility of
the Sdo Paulo State Government. However, the lkimiteof financial and structural
resources of the Brazilian government jeopardizes good development of this
function. Because of this limitation of resourct#® orange juice industries and the
producers joined in 1977 to create Fundecitrufynd the support to Citriculture. In the
nineties, the organization started to develop mesean partnership with Brazilian and
international institutions and universities. Ingbrdecades of existence, Fundecitrus has
become one of the most respected organizationshénworld for vocation and
innovation in the track of plagues and illnessasywall as the generation and diffusion
of new technologies. Its importance in the inteioratl scenario has been proven by the
diverse foreign missions that visit the organizatio learn details of its works.

This non-governmental organization is structure® ereas. It is a technical area that's
responsible for the inspection of works and tragnai producers, with approximately
2,000 assistants and more than 100 coordinatarsbdied in 54 regional offices. It is
a scientific area that carries out and financeensific research with about 15
researchers and a communication area, which igextdchannel with producers; it
issues an informative magazine every two monthskeegs the institution’s web site.

The maintenance of this structure demanded in 20@udget of US$ 19,50 million
(R$/USS$ = 2,25). This resource came from produceositributions and the orange
juice industry. The contribution had as a basectilkection of US$ 0.04 for each orange
crate (40.8 kg) that was delivered from the producdhe orange juice industries. So,
for each box of orange that was delivered for psetwy, it was collected US$ 0.07 that
was aimed at Fundecitrus.



Meanwhile, this model of collection of contributrmas been modified by the new
organization’s statute. The new model will havébadding the calculated collection on
the basis of the number of plants of citrus pepprty of each associate. This alteration
brings the inclusion of citriculturists that alteheir production for the fresh
consumption market. Historically this productiorpmesents 30% of the total orange
crates harvested in the state of S&o Paulo, trugnflie production of lemon and
tangerine, that totals approximately 27 million &sx40,8 kg/each), and a park of 9.5
million plants.

In what is referred to as the prescription collecti besides the alteration of the
contribution base, the new Statute also foresdes ébrms of collection. For example,
by the industry’s donations, which act in the sectoeither, juice, machines, inputs or
others. On one hand the new Statute brings greatee in the collection involving
citrus producers whose production is destined ler fresh market and inserts other
links of the production chainOn the other hand, it brings for the managemeatd of
FUNDECITRUS and for its titular council memberssaies of questionings:

* How to carry through the inventory of the citrustoards?

* In what operational ways could this collection bwliemented?

*  Which other models of contribution used in othegamizations in the financial
sector could serve as examples?

» Is this the right moment to modify the contributiorodel or is it still too early,
based on the information that the organization fyeta the associates?

» How will citriculturists receive this change?

* How to get other links of the production chain emtibute to FUNDECITRUS?

* Would citriculturists prefer to purchase agricudturinputs produced or
commercialized by companies that also contributeUbIDECITRUS?

* How to give credibility and get support to the prsal?

* How to motivate other agents to contribute to FUNIDERUS?

* What image do citriculturists have of FUNDECITRUBat is, do they believe that
this organization is important for the competitiges of the Agri-industrial System
of Orange?

* What will the communication plan for different picbhudiences be like?

The aim of this article is to discuss how this maadel of contribution has been created
and understand its main challenges.

In order to achieve the proposed aim and try tovanghe raised questions, a work
method has been developed based on four pillars:béhchmarking with other
associations, national and international compan({&}, Involvement to the chain
community, through questionnaires, consulting pamel workshops, so as to identify
possible ways of collection, (3) to build up a eotion model that is more equitable to
the participating agents, involved in the chain &ndlly, (4) Management and control
systems of the new method . It is important to emsjte that all these step for the
method should be developed with a continuous mgetiith the board of the
organization.

This method is synthesized in the followed figure.



Figure 1: The Method for Industry Association’s Reraration.

2. Submission to 3. New Model of
1. Benchmarking )| the Chain Contribution 4. Management

Community Operationalization and Controls
[1.1 National | 2.1 Structurec | [3.1 Participants o
1.2 Internationa 2.2 NonsStructure( Chain
Companies Questionnaire 3.2 Other
Participants

2.3 Consulting
Panel

[2.4 Worksho |

x x x x
\ Continuous Meetings with the Deliberative Boardhaf Organization |

Source: Markestrat, 2007.

2. CITRICULTURE

The orange juice chain is one of Brazil's most cetitjve food chains. The country is
almost a monopolist in world exports of the majoaded product, the frozen
concentrated orange juice (FCOJ), holding more 8@ of the market share.

Brazil is responsible for 30% of the world orangeduction and 60% of the orange
juice production (USDA, 2009). It is a chain thadvas around US$ 4 billions per year,
generating more than 400 thousand direct and icdij@bs (ABECITRUS, 2009).
Production costs, experience curve, innovationssearch, logistics and technology are
pillars of this efficiency and leadership in Brazil

It is a mature industry, with more than 40 yearsonfr its beginning, it has been
responsible for the generation of more than US$®i8ion in foreign currency for the
country with its exports, mainly coming from theafét of Sdo Paulo, where some
producing cities developed due to investments énsctor, and are currently showing
higher development rates when compared to the lBmazverage. In 2007, Brazilian
orange juice exports FCOJ (frozen concentrate ergoige) reached almost US$ 2
billion.

As in all food chains, several changes are hapgenimging impacts to orange juice.
What are the major impacts of globalization, com@ion and changing consumer to
this food chain?

To describe the orange chain, the approach withbdraditional “agribusiness systems
approach” (Zylbersztajn, 1995; Goldberg, 1968)tstgrfrom the end-consumer, who
drives this chain, and moves backwards to farmadsiaput suppliers. The FCOJ is
exported from Santos (Brazil) mostly in bulk sysse(with dedicated vessels and port
facilities). The main ports of arrival are Rottemaand Amsterdam (22%), Antwerp
and Gent (42%) and Hamburg. After leaving the fiaed at the European ports, the
juice is mostly sold to bottlers (beverage industiihese agents sell the juice to several



other agents, grouped in retailing and foodsersmetors, before the end consumption.
The major focus will be on orange production andustrialization. Figure 1 shows a
simplified description of the orange juice chain.

Figure 2: Description of the Simplified Orange &ufchain.
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Source: Markestrat, 2007.

3. FUNDECITRUS

Fundecitrus (Fund for Citriculture Support), is @association run by citriculturists and
citrus processing industries, aimed at the welipaind health of the orchards.

It was created in 1977 to help the Agriculture Miny's National Campaign to
eradicate Citrus Canker. The disease was identifieBrazil in 1957, and it struck
citriculture in the state of Sao Paulo in 1979.

Along the years Fundecitrus has grown, modernizetlexpanded its coverage area in
order to preserve the well-being and health of weeld's largest citricultural area.
Today, besides monitoring citriculture, it help® tAgriculture Department with the
eradication of citrus canker. It conducts and foemresearch to discover ways of
controlling or handling diseases and plagues tettzthis culture.

From 1997 on, it has oriented nurseristsd citriculturists by means of diffusing
adequate technology for the production of seedliagsl it has helped authorities to
create specific regulations for citrus seedlingsdpction. Apart from this, it researches
on diseases that are not present in the routicérafulture in Brazil, but that may reach
the country at any time. An annual amount of US3B Inillion is destined for research.
The entity also encourages the exchange of infeomatnd promotes research in
partnership with both institutions and scientistarf other countries such as The USA,
South Africa, Spain, France and Argentina.

It counts on 14 Fitosanitary Support Centers andb88es in Regional Offices for
Agricultural Support, strategically distributed ablver the citriculture area, with
agronomists and technicians at the producers’ dapdApart from offering online
services, it has a toll-free hotline.



Another channel of contact with producers is a méxdi magazine that Fundecitrus
publishes every two months, which contains updatemation on what is happening
in the field of citriculture. Fundecitrus also pishles technical manuals dealing with
prevention and treatment of diseases. It also hasndine library linked to several

institutions and universities to encourage the arge of information among scientists
and to have its database at the disposal of thbseave interested in it.

4. VERTICAL ASSOCIATION IN THE AGRI-INDUSTRIAL SYSTEM

An organization is defined by Olson (1999) as augrof individuals with common
interests. The debate over the role of an organizah a certain society is literally
geared towards meeting the needs of its membes.c@m notice that individuals who
take action in a disorganized way are less effidiean those who do so in an organized
way by developing group actions. As an attempt Bximize their profits and their
functions, individuals join organizations that haenmon interests.

These groups of individuals can take action throeigher horizontal organizations or
vertical ones. The difference between them lieshenreach of the systemic vision of
such organizations. According to Nassar (2001), #életon field of a horizontal
organization is related to one specific industriyorin the cases when there is the need
for provision of goods that go beyond one industrgarticular, it is necessary to create
vertical organizations.

According to Campos (2007), a vertical organizatiodefined as a type of organization
composed of agents of different links inside an-egltustrial system, who search for
cooperation by means of group actions for the beokéll its members or at least some
of them. For Farina et al (1997) this organizatias an important role in coordination,
since it serves as an stabilizer for the instinaloenvironment by giving support to

trading by means of supplying goods and servicesh sas products certification,

standardization, group brand-name, supplying in&drom regarding the sector, actions
of group communication, etc.

These organizations aim to develop actions thattaimcrease competitiveness of the
production chain as a whole. The exchange of egpeei and knowledge among its
members that promotes the group’s learning is@ttimost importance.

Porter (1998) describes in his work on competisteategy thatonline structure is
regarded as an important differential, once it ¢é#wmlthe organization to be more
adaptable to pressures and environment mutatios,that a model of inter-company
coordination enables more efficiency and compegsgsnthrough the concentration of
competencies and resources, minimizing transactmwsts and maximizing
organizational learning. This exchange of expeesrand cooperation are made easier
when there is an adequate organizational structure.

According to Campos (2007), the structure of aieartorganization involves the
creation of an Executive Council with representgiof horizontal organizations of all
links of the production chain, representatives tef gjovernment, of universities and
research institutes. By means of monthly meetitigs, Council debates and approves



proposals; supervises and approves budgets andirdscof the organization and it
cooperates in favor of the industry development.

Below the Executive Council in the organizatiortisisture, there must be an Executive
Director with an assistant to perform the followitasks: calling meeting with the

executive council; controlling the budget of thegamization; managing the

development of the activities, being the represamtaof the organization before the
State and the society. This Executive director niesta professional dedicating full

time to the management of the vertical organizagiod must get a compatible salary.

Below the Executive Director there must be Work @Gattees to discuss issues of the
same strategic dimensions, such as Communicationn@itee, Logistics Committee,
Technical Training Committee, among others.

Below the Work Committees are the members of tigamizations. In spite of the fact
that all agents of the production chain will ditgair indirectly get some benefits from
some of the organization’s actions, some kinds emivers will be able to have
additional benefits according to the category thelpng to. However, the members can
be classified in two categories: contributing memshgvith full access to information,
reports, database, publications, booking priorityevents held by the organization,
benefits from actions taken by the organizatiomrafrom being able to participate in
debates at the executive council meetings) antiadéfimembers (with restricted access
to benefits offered by the organization).

As for the loan mechanism, there must be a pam fitee government and a part from
the contributing members that in return have mareefits than members who do not
contribute. The lack of resources is the main moblaffecting the development of
group actions in Brazil. Another hindrance is theki of commitment in the part of the
organization’s agent members and the lack of isteoé the great majority of non

members in becoming members. Such facts stop thelafenent of actions that can
bring results of great impact from taking placeBrazil, focusing only on punctual

actions of little impact.

5. BENCHMARKING OF VERTICAL ASSOCIATION IN THE VERTICA L
AGRI-INDUSTRIAL SYSTEM

One of the chosen procedures to achieve the aiopefationalizing a new model of

contribution to Fundecitrus carried out a studgalfection of other organizations from

several sectors in Brazil and around the world,jragnat the learning of some practices
that might be adapted to the reality of this orgation. This study is referred to in the
literature as benchmarking

Benchmarking is a structured method of the learrohghe improvement of work
processes. It makes it possible to identify, torleand to adapt practices and excellent
processes of a certain organization, from anywhetiee world in order to help such an
organization to improve its performance (WATSON94p

The method has been applied to fifteen organizatibring seven domestic companies
and eight from abroad, all of them from differenbguction chains and services, so as



to study their contribution system one by one. Apam separating compulsory and
non compulsory contributions the study attempteatewer three main questions:

1. What is the base of the collection system usedhbgéd organizations? — that is —
What is the collection criterion used (e.g. basadplant, area, processed volume,
fiscal discount)?

2. How is resource collection carried out (for instnbill sent via bank, discount on
payment for raw materials, by taxes collection)?

3. How is the database of the contributing memberdt dgth and how are the data
updated?

The annexes 1 and 2 present a summary of the sesuthe benchmarking. These
tables are find enclosed. One can notice that fiteenl5 organizations studied in the
benchmarking, 7 have their income from compulsamtébution, as shown in table 1.
Among the foreign organizations, IDFA, Dairy Auditiae Florida Department of

Citrus, all of them received their contribution edson processed volume. Dairy
Australia, apart from charges based on processknineg gets financial AID from the

American government to supplement its income.

Another interesting case is IDFA, besides the amrgpllected from producers and
industry based on the volume of processed milkhaage based on the turnover is also
collected from all agents in the chain; all comparthat supply ingredients, equipment,
packaging pay according to gross turnover of salawilk industry, which is another
way the organization has to collect.

Another interesting factor to be noticed among colsgry organizations is the database
renewal system. It is not at all an expensive sysdteimplement. It is based on reports
on contributing members. As for the organizatiorighwion compulsory contributions,
what drew more attention was the fact that theectibn mechanism of most of them
was done via bill sent by banks, besides this,rerdiact that draws attention is that
most organizations have a more onerous databasevaéisystem, including constant
visits to property, use of GPS and satellite.

The Table 2, on annex 2, shows organizations whosgibutions are not compulsory.
Among the cases, it is worth highlighting BSCAdBil Specialty Coffee Association),
besides collecting a charge based on planted d@re@lso has other methods of
collection: collection based on exported volumenmal collection (different charges
for each member category), charge for productiortification plus charge for the
stamp.

6. FUNDECITRUS AND A NEW MODEL OF CONTRIBUTION

In the present contribution model, FUNDECITRUS im®is basically composed of
contributions coming from citriculturists and froorange juice industries, besides
punctual deposits made by the State and Federar@ment, and other resources that
FUNDECITRUS obtains in Brazil and from abroad. Thessources may even increase
due to the role played by FUNDECITRUS of supportihg Brazilian production,
creating positive effects on neighboring countrifise new Statute foresees that other
links of the production chain may also contribuidd=tUNDECITRUS. The resources of



FUNDECITRUS will consist of contributions and doioas from the following
sources, according to the new Statute: (1) Citcigts; (2) Nurserists; (3)
Manufacturers of Inputs used in citriculture; (4uiE Processing Companies (packing
house); (5) Income regarding services; GovernmeWARA and Agriculture
Department of Sdo Paulo State); (6) Extraordinaonddions from Brazil and from
abroad; (7) Subventions and donations from indi&islwor private corporations and
corporations of other sources.

Figure 5 shows, in a scheme, the origin of contiduin the present model and in the
model proposed by the new Statute. On analyzindithee, it is clear that the new
model broadens the contribution base, includingwgrs of fruits for “in natura”
consumption, besides including other sectors afi€iproduction chain.

Constitution of Income in the Present Contribution Model
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Figure 3: FUNDECITRUS income constitution by linkdsthe production chain.
Source: Markestrat, 2007.

The changing of the contribution based on treeraricbn crates anymore creates some
implications. On one hand this change has positigalts, as listed below:

» Higher coverage, since this will put together in extellent arrangement all the
citrus park;

» It is fairer, once FUNDECITRUS inspection cost,tthacounts for the largest part
of its budget, is based on tree and not_on cratels, it is fair to charge for the
service using exactly the same cost generating unit




* It's great encouragement to productivity, which peps in all agri-businesses. The
more productive the citriculturist (crate/tree)e lower the amount paid per crate.
For example: a citriculturist, who produces on ager 3 crates per tree, pays US$
0.04 per crate. If we consider US$ 0.076 per ttbes citriculturist will pay
approximately US$ 0.025 per crate.

» Higher representativeness of the citriculturisF&INDECITRUS, since the trees
belong to the citriculturists and the number ofesrewill determine their
representativeness at FUNDECITRUS.

» Definitely it will be possible to have the invengoof citrus trees - varieties, age -
and this will enable strategic decisions and plagni

* Producers know in advance how much they will haveay, regardless of their
production. The cost will be fixed and not var&bl

On the other hand, as negative factors, in soeralg, and this is a big concern for the
associations and trade unions; it must be congsidiwa citriculturists that face a more
serious situation in terms of economic sustaingbilvith older orchards, more
advanced stages of diseases and are consequestlypreductive, will have greater
impact on their budget.

A hindranceof expanding collection is its operacionalizatibue to this challenge, this
report aims to suggest possible ways divided intsuB-items: (1) citriculturist, (2)

citrus nurserists, (3) inputs manufacturers, (4dcBssing Companies or Packing
Houses, (5) Orange Juice industry, (6) bottling pames, (7) government, (8) service

supply.

Due to the proximity of the new system implemewiatialternatives to operationalize it
have been considered so that it can be establish@dhort period of time. The set of
alternatives has been named Temporary Solution.rtAf@m proposing such
alternatives, which are relatively simpler, thisrlwdas also suggests more elaborate
measures that may be implemented after 2 yeardqiefconsolidation of the new
mechanism, which must take place in the next 2syear

Next, the suggested proposal will be explained @taids, following the order of
citriculture dependence and importance in termghafme of contributions.

6.1 Citriculturist

a) “Temporary Solution” (Next Two Years)

With the Temporary Solution, in the next 2 yeatts buggested that the present
contribution model should continue, that is, thééemion of US$ 0.04 from producers
per box delivered to orange juice industries, axactly the same collection from the
orange juice industries.

Apart from that, FUNDECITRUS must start a processconquer citriculturists and
industries that do not contribute to the institotiget. This process must be a process to
convince them, unless certificates must be requirexdshorter period of time. What is
taken into consideration is the fact that the lar¢f@e number of contributing



citriculturists, the lower the contribution will bi@ the future per citriculturist. This
makes the system fairer and more equitable.

b) Proposal from Third Year (to be structured)

It is suggested that measures be immediately deedlto be implemented in the third
year, so as to enable FUNDECITRUS to be prepar@dptement such measures at the
beginning of the third year.

Operational Mechanism

In order to implement the collection based on thenber of citrus trees on growers’
farms, the growers must be associated with FUNDRCTI$. According to Art 9 of the
new Statute, individuals or corporations that autifyecontribute to FUNDECITRUS
will be automatically accepted. New requests wallrbade by means of forms or by an
individual/corporation showing interest. Anothenddion to the implementation of the
new model is updated information about the numifeciwus trees owned by the
associated citriculturist.

The Agrarian Development Ministry (Ministério do €mvolvimento Agrario - MDA),
through the National Institute of Colonization afzgrarian Reform (Instituto Nacional
de Colonizacdo e Reforma Agréria - INCRA), keepsorés of all Brazilian rural
property in the National System of Rural Recordsté®na Nacional de Cadastro Rural
SNCRY. Through this system it is possible to know datata the structure and the use
of each property in Brazil’s territory. The renevedidata takes place every three years
or when a property is sold.

Although this system informs the area (ha) of sittrees planted in the property
destined for this culture, it does not inform thanber of existing citrus trees. However,
the use of this system for the registration of FUBMIDTRUS associates calls for
agreements with MDA and INCRA in order to add #&mi to be filled out in the form

aimed at collecting data about the use of the rpraperty. There the grower will

inform the number of existing citrus trees in tmeperty.

Another alternative to the registration of FUNDERNS associates is the use of the
Rural Territorial Tax (Imposto Territorial RurallTR). The advantage of using this
document is that the information on the rural propes updated annually, while,
through the “SNCR”, the renewal of data usuallyetlplace every 3 years, as it has
been previously said. Similarly to what happensardigg the “SNCR”, the form used
at present should be adapted, since the informagiguired is limited to the size of the
planted area, without considering the number ofisitrees in the property.

However, the most immediate alternative to the @ased citriculturist is to inform the
number of trees in his property through a Declarafict. After the consolidation of the
new contribution model, one possible alternativéhis use of a geo-reference system
that enables the automatic counting of orange fireas high definition digital images
captured by special satellites. With this systenvilit be possible to develop new uses

! Rural property with total area composed of up tiisdal modules, the legislation does not oblige the
grower to declare the use of the property. As altethe SNCR cannot inform the culture/ planteeaof
this kind of property.



of the information, which has been very poorly exetl by the Brazilian citriculture so
far, to inform crop estimate and kinds of treesjad.

Once these two conditions are met (citriculturstaxiated and inventory regularized),
FUNDECITRUS should develop web platform software keep records of all
associates. Once the registrations are carriedtloaitsoftware, (similarly to what the
airlines do regarding their mileage programs) @®atndividual accounts and,
consequently, one piece of information is the negabalance on the citriculturist’s
account in relation to the number of citrus treehis property. This software will have
a database centralized at FUNDECITRUS and it wiliide all the juice industries to
have access to the negative balance of their strppliers.

When the industry receives the fruit from the groveebe processed, it will be able to
consult the negative balance on the citricultwsisticcount with FUNDECITRUS

through this software. It will discount the contriton and will send the amount to the
association. The citriculturist’s negative balarfpeoportional to the number of citrus
trees) can be settled at once, in the first frefivéry to the industry, or gradually,

throughout the year whenever there are fruit dakge At the end of the year,

FUNDECITRUS will sort out all citriculturists witimegative balance and will issue a
bill to be paid by them through the bank system.

For those associated citricuturists who have &lirthroduction destined for “in natura”
consumption market, the system will issue a billtfee negative balance. Then, this bill
will be sent to the citriculturist. As soon as thk is settled, the software acknowledges
payment, through the exchange of files with thekbsystem, and settles the associate’s
negative balance. It is suggested that annual wegbalance should be paid in fixed
monthly installments so as not to create problenSINDECITRUS cash flow.

Contribution Amount

The amount charged as citriculturist contributinrthe third year should be kept at the
same standards as it is today, changing only tawsbaf orange crate/citrus tree. As
citriculturists contribute US$ 0.04 per orange erd¢livered for processing, the amount
of contribution per citrus tree must be US$ 0.07&a most, considering the historical
productivity average of 1.9 crates per tree.

The amount of contribution of an adult tree (prdtkecphas® must be different from
that of a young tree (non-productive phsproportional to the cost of a tree itself. It
suggested that an adult tree (development and ptiwduphase) be worth US$ 12,44
and a young tree approximately US$ 5,33. Thereftire, contribution amount of a
young tree should be 43% of the contribution amadir@n adult tree. Considering 43%
of US$ 0.076 (adult tree), the suggested cont@puimount of a young tree is US$
0.03. It is important to remember that both yourges and productive trees are
monitored by FUNDECITRUS and it has a cost.

Because there is no income during the non-prodeigihvase of the orchards, several
producers ask to be exempt from contribution duting period. In order to meet their
request, another alternative is proposed — to pastghe young tree contribution, by

2|t is understood by productive phase a citrus ¢ner 4 years old.
% It is understood by non-productive phase a citrae under 4 years old or 4 years old, that has not
reached commercial performance.



adding the US$ 0.03/young tree/year to the adek trontribution. Therefore, the
contribution that would take place during the fgears of the non-productive phase
(US$ 0.03/young tree x 4 years = US$ 0.124) wowddphid off during the 10 first
years of the productive phase. By doing so, theritmrion of an adult tree would be
US$ 0.09 (US$ 0.076 + US$ 0.012) and there woutdaaontribution of young trees.

This decision would be up to each associate. Easbc#ate, in such a case, must have
the choice to postpone the contribution of yourge t{option B) or have different
contribution amounts based on adult tree and yduagg(option A).

Potential Volume of Contribution

In the third year, considering about 221 milliotrus trees existing in the state of S&o
Paulo and the 60% of the criticultural park p#pating, the contribution coming from
citriculturists would reach an estimated amount8f$ 10,01 million, at US$ 0.076 per
citrus tree. At maximum potential, this contributioould reach as much as US$ 16,44
million if a 100% rate of participation takes place

The collection can have its participation rate @éased once certificates issued by
FUNDECITRUS for commercialization and/ or transicbme a requisite.

6.2 Orange Juice Industry and Other Contracts (Toll)

a) Temporary Solution (Next two years)

Under the “Temporary Solution” it is suggested ttiad present contribution model
continue for the first two years, that is, the eclion of US$ 0.04 per crate processed by
the industry, as a counterpart to the producertgrimition (something like 50% of
FUNDECITRUS current budget).

b) Proposal for the Third Year (to be structured)

The risk of new plagues and plant diseases is $ongethat concerns mainly the
countries that participate actively in interna@ibtrade. Due to this fact, the countries
which are members of the World Trade Organizat®TQ), such as Brazil, have the
right to establish measures to protect their phamitage. One of the possible measures
is the requirement that an agricultural productFarest product be produced in
compliance with an official system of fitosanitacertification. This certification is
testified by an international document named Irdgtamal Fitosanitary Certificate
(IFC), issued by officials for the Ministry of Agnillture (MAPA) based in international
border offices.

To obtain this certificate, the products that re8APA’s international border offices
or state border Fiscal Offices must have an Origginsanitary Certificate (OFC). The
OFC testifies the real fitosanitary condition oé throduct still within the farm “gate”
and it is issued by either agronomists or Foreglineers in after sales, who are
recognized by the government, so that they caifyesh the behalf of the government,
the sanitary quality of certain products, as a Itest effective monitoring of their
production cycle.

The same certification rules applied to agricultpraducts are requested for inter-state
transit of seedlings, grafts and citrus fruits. Heeument that authorizes the transit of



plants is named Plant Transit Permit (Permissadrdesito Vegetal — PTV), issued
when OFC is shown to the officials.

FUNDECITRUS has now the opportunity to make a de#h MAPA to issue OFC
only to citrus produce grown in/or derived from loeeds certified by FUNDECITRUS.

Operational Mechanism

Although the new Statute does not regulate therianion of the juice industry, the
development of this work has shown that such doutions are extremely necessary for
the FUNDECITRUS budget to continue, at a first sta@t current standards, without
increasing citriculturists’ contribution. It is witbr highlighting the opinion that the
contribution amount must decrease gradually, ag las FUNDECITRUS finds
alternatives to its budget.

Due to this fact, the proposal is that 30% to 4G%WNDECITRUS’ current budget be
divided proportionally between industries and juee@orters.

Contribution Amount

The contribution amount for each industry will b@mortional to the volume of juice
exported by each one. The information of the voluxgorted can be obtained through
an agreement between FUNDECITRUS, Foreign Tradeafbeent (SECEX) and the
Industry and Commerce Development Ministry (MIDIC).

Potential Collection Volume

Taking into consideration the budget of 2007 — acbUS$ 19 million, and considering
40% of this amount, as proposed before, the ampait would be about US$ 8
million. In order to estimate the amount of eactiustry, this sum was shared among
the juice exporters using the market shaméormed by Rabobank (2007)the
contributions would be as follows:

» Cutrale (36% of market share): US$ 3 million.

» Fischer-Citrosuco (30% of market share): US$ 2 fiani
» Citrovita (12% of market share): US$ 1 million.

* Dreyfus (12% de market share): US$: 1 million.

» Other (10% de market share): US$ 355,6 thousand.

It must be highlighted that the amounts show alareejust an exercise made with the
information of market sharsupplied by Rabobank. This work proposes that this

division be made taking into consideration the rinfation on juice volume supplied by
the Foreign Trade Department (SECEX).

6.3 Citrus Nurseries

Operational Mechanism

* GONZALEZ, M. Time to Reflect: opportunities andatlenges for Brazilian orange. Rabobank,
August 2007.



It is suggested that the nurseries’ contributiopsréalized based on the number of
commercialized seedlings in the previous year orth®y survey to be realized by
FUNDECITRUS at the time of the phytosanitary indfet team during the year.

Operationally, it could be implemented through ltlaek order.

In the second phase, when the contribution modebimsolidated, it is suggested that
the amount of graft-stock traded be also includedhe calculation basis, as the 514
already available ones have as main activity tladt-gtock production and marketing.
The contribution value should be proportional te #eedling contribution value based
on its production cost.

To guarantee the health condition of the Brazitarus park, it would be interesting if
the seedlings would have a health certificate,edsoy FUNDECITRUS. Without this
certificate, it would not be allowed to commerdali the seedlings. For the
FUNDECITRUS associated nurseries, this certificateuld be free (it is already
included in the seedling contribution); for non-ntmrs, it would be charged.
FUNDECITRUS will keep in its site, the list of assated nurseries and will
recommend the purchase of these seedlings asgboiatseries.

Contribution Value

It is suggested that the seedling contribution ede proportional to the commercial
value one (US$ 2) comparing to the grown stem vdl®$ 13), which represents
16%. Adopting the grown stem contribution value WE$ 0,076, the seedling
contribution value will be US$ 0,01.

Another alternative to get the contribution frone tiurserymen would be to charge for
the greenhouse area {mlt is estimated that there are currently abad6@ m2 of
glass-house used for seedlings production and ajraft-stocks. Although this has
been one of the alternatives from the survey, guggested the first one deployment,
because in times of lower demand, there is idlespasome nurseries.

There is still the possibility that the contributivalue must be calculated based on the
FUNDECITRUS budget allocated to the nurseries iogpe. This budget could be
divided proportionally among the nurseries. It baen superficially estimated that this
activity probably expends about US$ 460 thousamdygar for FUNDECITRUS, also
adding a proportional share spent in administrati®@mmunication area. Actually, the
technical department consumes about 78% of the diudige scientific department
about 10.7% and administrative / communication adoul0.6%, according to
FUNDECITRUS data. It is estimated that this acfivditonsumes about US$ 460
thousand a year, also considering a proportionalrestspent in administrative /
communication area.

Potential Collection Volume

On average, in the last 2 years there have beeluped about 14.8 million of seedlings
in Sdo Paulo state, according to FUNDECITRUS inspecurvey; the revenues from
the seedlings totalize about US$ 177,77 thousande&ns that the sector pays 50% of
the costs caused to FUNDECITRUS annually.



6.4 Inputs Suppliers for Citrus Industry

Operational Mechanism

To encourage the suppliers of inputs to contribwih FUNDECITRUS, it may be
created a trademark certificate such as “Frien@itfculture”. The contribution would
allow the insertion of the trademark in the comngation material of the company and
in the product packaging.

It is reasonable to remember a topic presentedage 45. In the research realized in
Citriculture Rally, 77% of respondents said thaeythwould give preference to

agricultural supplies produced or marketed by camgsa that contribute to

FUNDECITRUS, rather than ones that do not contabut

Contribution Value

The value of this contribution will be negotiateg BUNDECITRUS with the company
that wants to get it. It is suggested that 0.5%gufss revenue with citrus be the
contribution value for the company in order to dbée trademark. This will be
operationalized through the FUNDECITRUS agreemevite industry associations,
such as ABIMAQ, ANDEF, ANDA, among others. And imdiual contracts with

companies such as BASF, BAYER, SYNGENTA, VALTRA, BGE, among others.

FUNDECITRUS will keep on its site the manufacturdist of associated inputs
suppliers and it may recommend the purchase oéthexducts.

Revenues Potential Volume

According to Neves and Lopes (2004) calculatiohs, industry earned in 2003, US$
362 million in citriculture. The largest turnovey in the defensive sector (39% share),
followed by fertilizer / correctives (29%). Withraembership of 30% of companies, the
revenues would be approximately US$ 450 thousand.

6.5 Packing Houses

Just like associated inputs suppliers, the packimgses which would join the fund,
would have the possibility to use the Friend ofriCititure trademark /certificate) The
contribution will allow the trademark insertion @ompany communication materials
and in product packaging. Coordination of Defensgridulture data indicate the
existence of more than 500 Packing Houses, opegratith a capacity higher than 900
thousand boxes of 48 kg per day.

Contribution Value

The value of this contribution will be negotiated BUNDECITRUS with the company
that wants to get it. It is suggested that 0.5%gufss revenue with citrus be the
contribution value for the company in order to dbe trademark. This will be
operationalized through companies individual cartgaFUNDECITRUS will keep on
its site a list of companies associated benefaetodswill recommend that its members
be in favor of the orange sale for them. After ttemsolidation of the contribution
system, it is suggested that be studied a way irctwthe Packing House and other
agents can be certified by FUNDECITRUS by law.



Revenues Potential Volume
It is estimated that benefactor firms earn abou$ @80 million. A membership of 50%
of them, would add a contribution of US$ 700 thaus€D.5% of earnings).

6.6 Packaging

The operational mechanism, the contribution valoe the volume collected, will be
made from the trading between FUNDECITRUS and taekagers. It also suggests
0.5% of profit with orange juice and possibilityuse the trademark.

Revenues Potential Volume

It is estimated that the pasteurized juice industayns around US$ 46 million. A
membership of 10% of them would have a total cbation of US$ 23 thousand (0.5%
of revenues).

It is estimated that companies of ready / freshejuigarn around US$ 10 million. The
membership of 10% of them, would add a contributaddrlUS$5 thousand (0.5% of
revenues).

Therefore, they could contribute with US$ 27,11utbend in the first year.

If the memberships increase 40% in the third yémr packcages (NFC and fresh juice)
would contribute around US$ 114 thousand.

6.7 Government

Operational Mechanism

As the citrus activity is very the important foretttate of Sdo Paulo, in terms of
providing jobs, foreign exchange, and economic bgreent, and also it is been
heavily impacted by threats of pests and diseasgsecially greening and CVC, it is
recommended a stronger inserction of the Stat&JIKFECITRUS. This insertion must

be done through many ways, with a great supporhftbe Agriculture and Supply

Secretariats. Some of these are suggested below.

It is suggested that the FUNDECITRUS negotiate \whth state government to transfer
to the health protection department 50% of taxéeaed in tolls generated from the
loads handling of citrus chain (in natura fruit asittic products). Estimatives made by
PENSA in 2004, in the Quantification and Charaetion study of Citrus
Agroindustrial System, indicated that the citrugiohhas paid about US$ 14,2 millions
in tolls in 2003. Currently, it is estimated thaist value has been closer to US$ 20
million for two reasons: exchange rate devaluedexqmbrt increasing from NFC juice,
Non Frozen Concentrate, whose volume has been filled the trucks aboutigh&s more
than that the condensed juice.

Another opportunity is the recovery of the ICMS ditecreated in the inputs and
machines purchase by the citrus growers. In gentralindividual producer does not



do the credit ownership and in the end, he wilelds The suggestion is the ownership
of such credits by the juice industries, who bug thuit in natura from the producers.
This appropriation would be held in the "presumieniin and immediately passed to the
producer, discounting the part that would be atiedao FUNDECITRUS *.

Contribution Value

It is suggested that 50% of the collected revemugise toll area should be transferred
to FUNDECITRUS. About 5% of the toll value is a t&Nevertheless, the grower credit
of the right (ICMS) represents around US$ 0.022 grate of oranges processed. It is
estimated that 240 thousand oranges crates aregsext into juice for export, thus, the
value should be collected must be around US$ 5,8m It is suggested that 20% of
the total collected, around US$ 1million must besclied to FUNDECITRUS (US$
0.004 per box processed for export). The value iese-evaluated every 5 years.

It is estimated that nowadays, the state revemabsding tolls and taxes are about US$
444 thousands, or 3% of 35.6 million sales. Whef@% of revenue is going to be
directed to FUNDECITRUS, the association will reeeabout US$ 222 thousand.

Out of this, additional contributions should bedsta in this so delicate moment for
Sao Paulo orchards.

Revenues Potential Volume
With the toll, the government collects about US$n@ilion, creating a contribution of

US$ 333 thousand, about US$ 333 thousand. WitHGMS credit, it is estimated a
total of US$ 1 million, which represents 1/ 5 loé ttotal collected.



Table 4: Solutions for Deployment for Short and gdrme.

Iltem

Temporary Solution
(2 first years)

Purpose from the third year
ahead, but that must be
worked immediatelly

Citrus Grower
Contribution

Maintenance of the actual mod
for more two harvests.

Conquest groups and product
that do not contribute to re
contribute

To star immediatelly the
procedures to operationalize t
3 rd year purpose.

Research of the number of cit
trees owned by the citru
growers, through declaratory 4
or with the government help ft
use National System oRural
Register (NSRR) or the Rur
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> anticipated
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Orange Juice
Industry
Contribution

50% of the FUNDECITRUS
budget (US$ 19,50 million i
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industries in accordance with tf
market share of each one, bas
on SECEX data joined.

> Gradual decrease of the indus
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Packing Houses
Contribution

Contribution of 0.5%
company gross with citrus. Q
the other hand, authorization
use the trademark "Friend
Citriculture.

of the Join the MAP to link the CF(

remission  only for product
tgrown or derived from citru
pbrchards that have
FUNDECITRUS certificate o
inspection.

Packaging
Companies
Contribution

Individual negotiations with th
packaging companies. It is al
recommended 0.5% of benef
with  citrus to use thg
FUNDECITRUS trademark.

2See how this contribution ca
sincrease according to the  tim
t§ there is the trademar
> possibility and acceptance a
big.

Government
Contribution

Negotiate 50% of taxes collecté
in tolls created from the handlin
of citrus products to b
transferred to the plant defen
and a supplementary budget 1
special projects
FAPESP, Department C

Agriculture and other state aTd

federal organizations.

through

2diCMS credit revovery and othe
dgorms.

Source: Markestrat, 2007.

Table 5 shows the potential contribution volumenfrall the possible agents of citrus

chain.

Table 5: Revenue Potential Value per Agent.

Agent

Revenue Value in the
two first years

Revenue Value
from the third
year ahead

Citrus Grower Contribution

US$ 9,6 million
(based on 240
thous.boxes)

US$ 13,33 million
(membership of
80%)

Orange Juice Industries ContributionUS$ 9,6 million US$ 7,79 million

Toll

Citrus Nurseries Contribution US$ 177,79 thousand| S$W77,79
thousand

Inputs suppliers Contribution (0,5%| US$ 443,11 thousand | US$ 0,68 million

benefits)

(30% membership)

(50% membership)

Packing Houses Contribution
(0,5% benefits)

US$ 0,58 million
(50% membership)

US$ 0,80 million
(70% membership)

Packaging Companies Contribution

(0,5% benefits with orange)

US$ 27,11 thousand
(10% membership)

US$ 108,44
thousand
(40% membership)

State Government Contribution

US$ 2,22 million

US$3 million




Other FUNDECITRUS services US$ 0,00 US$ 1,78 million
(expansion of the activities, targeting
the missiong — see3.1.8)

Possible Total Result US$ 22,64 million US$ 25,94llion

Source: Markestrat, 2007.

Other Possible Income derived from Services Provisns

It is suggested that FUNDECITRUS search for mosaueces from other sources. The
service can be na important source in the captatsaurces. Below there is a list of
possible services that are offered by FUNDECITRUS.

» Laboratorial Analysis;

» Sales of statistical data, evolution of pests dsdabes, inventory of orchards;
» Development of Complete Information System of tieus production chain;

» Defense Certification;

* Insurance eradication;

* Organize citrus technical and commercial exhibgiand events;

* Organization of international and nationaltechnicgis.

Thus, this work presents some alternatives to ojpeelize it that may be established in
a short period of time (first two years). All ofetbe alternatives were called "Temporary
Solution”. In addition to presenting these, relalyvsimple alternatives, this study also
suggested more detailed measures, which may bemapited from 3 years from now
on. Among the immediate alternatives for deploymevds the contribution of US$
0.076 per citric tree, regardless of the plant age.

This value equals the current contribution valwasidering the average productivity of
1.9 boxes per tree. However, this idea has fourmhgtresistance from associations,
trade unions and producers, which could compromise membership and

consequently, FUNDECITRUS. In the third year, it ssiggested to differ the

contribution value according to the age of theusitplant, with the possibility of

postponing the contribution during the unproductieechard period, starting the
contributions from the 4th. year of life ahead.

Firstly, members will inform the number of citrueds in their existing properties
through Declaratory Act. In the future, this infation may be obtained articulating
with the government to use the National RegisteiRafal or Rural Territorial Tax
(ITR), or even a georeferenced system. About theiscinurseries, the contribution
value suggested is US$ 0.013 for citrus stem. Ta#t-gtocks will be able to contribute
as soon as the new model is consolidated.

Inputs suppliers which work in the citrus indusivifl be invited to contribute 0.5% of

its company gross benefits to the sector. Besithey, may use their communications
materials for a trademark named "Friend of Cittierd" which shows that company
contributes to the protection of the citrus health.a research realized in Rally of
Citriculture, 77% of interviewed people that saliey would give preference to
agricultural supplies produced or marketed by camgsa that contribute to

FUNDECITRUS, rather than those ones which do natrdaute.



This trademark could also be used by the Packingsklothrough the contribution of
0.5% of its benefits with citrus for FUNDECITRUS,n i agreement with
FUNDECITRUS. To develop the model initially implented, it is suggested a link
with MAPA to link the CFO issue only for grown oemdved products from citrus
orchards that have a certificate of inspectionadsoy FUNDECITRUS.

The juice industry contribution is extremely ne@egsin order to have the budget
FUNDECITRUS continuing without increasing the cgmgrowers contribution. Thus, it

is suggested that 40% of the association budgekivii@ed proportionally between the

juice industries, based on the volume of citrusoetgel by each of them according to
the SECEX / MDIC. The packaging companies are atseered in this study. Their

contributions should be negotiated individuallymf#UNDECITRUS. The government

should help the defense plant protection returmingart of taxes collected through the
tolls based on the citrus products; is also meetiahe possibility of ICMS recovery.

Finally, this work presents critical factors of sass in the new model of contribution
implementing, translated in the following needs) ftovide an explanation to the
community about the new FUNDECITRUS'’ statute, K@¢p and enhance programs of
awareness as to the producer importance of FUNDROR; (3) ensure transparency in
the collection and use of resources, (4) valuereateaudit to enhance credibility and
gain support when joining, among other factors.sTlWwork shows the beginning of
changes in FUNDECITRUS. The new kind of contribntias not only rethought to fit
the new civil code, but especially in order to hélvis association entering into a new
era: more transparent, more inclusive and more deatio.

In spite of the existence of a current directidcety there are still some questions to be
solved:

What other actions can be found to implement teis nontribution system? What else
should be included to improve the method for Indudksociation’s Remuneration?



Annex

senac DD O
% DAmYﬁUSTnAUA SEﬂ?AE Cé%‘b
Organization | International
Dairy Foods | p i Australia Florida Citrus SENAI SENAC SEBRAE CAFE DE COLOMBIA
Association Departament
(IDFA)
Country USA Australia USA Brazil Brazil Brazil Colombia
Represent the |Represent the AGS Promote Florida’s | Train workers for Train Support the Foment Colombian
Main AGS of Australian milk citrus products industry sector professionals for | development of coffee
Objective  |American milk commerce and |small enterprises
services
Size 533 companies | 9300 farms Florida’s Citrus |28 industry sectors All commerce |Brazilian 380000 coffee producers
Industrial Sector and service sectgcommercial sector
Producers: Charge on Charge on processed% on the industries | % on the % on the Difference between the
charge on processed volume |volume pay rolls commercial companies’ pay roll price of coffee in foreign
Collection of |processed and sector pay roll market and domestic
Contribution |volume Financial aid from Companies with more| market, collected by the
(Source of the government for than 500 employees | Own income fund FONC
Income) Other R&D pay 1% more from courses ang
Agents: % of training programs Issuing of Public Bonds
the turnover
Bill Discount on Discount on delivery| Bill Bill Through INSS Collection of export pric
Collection delivery of raw of raw material to the = Security Note difference
System material to the industry = Federal Revenue
industry Service
Collection |Annually Monthly Weekly Monthly Monthly Monthly Mahly
Database |Survey with Survey with milk | Forms sent by the | Companies Reports Companies Companies Reports Export Reports
renewal Members processors Industry Reports

4]

Source: Surveys and interviews conducted by Marke<007.



Table 2: Benchmarking of organizations whose cbations are not compulsory.

AGOPR

BRAZIL SPECIALTY

O
@ Feaaecaéw’ ﬁ% CB“,'i(
AS5OZATAD ORMR D08 PECOCRIES o AL TS COFFEE ASSOCIATION g ———" 7 muruaL UsaY
At Incentive . .
Organization Agopa — Association of Fund for Hcl:ghlands Brazil Specialty| Fedelech - National lorida Ci N?nonal )
Lactea Brasil Cotton Producers in Culture of o.untry Coffee Federation of Milk Florida Citrus Cattlesmen’s
Goias State Cotton in Citrus Association Producers Mutual Begf.
X Growers Association
Goias State
Country Brazil Brazil Brazil USA Brazil Chile USA USA
Main Objective Represent Represent cotton Research and Represent Promote Represent Milk | Defend interests gf Promote
AGS of producers in S&o Paulg develop cotton citrus Brazilian producers in Chile Florida’s American
Brazilian milk and Goias State cultivars and | producers of | Premium Coffee citriculturists Beef
control pests| the 3° largest abroad
and disease§ producing
area in
Florida
Size 1.000 77 producers 6.000 Not informed| 50 associates 80% of the country’$1.000 members 25.000
members producers milk members
Collection Charge on Charge on planted areg Fiscal | Charge on Charge on | Charge on process¢éd Charge on Charge on
Mechanism turnover, in Reduction planted area| planted area and volume processed volume head traded
categories of ICMS exported
associates volume; Nominal valueg
nominal value in categories
in categories of of associates|
associates
Collection Bill Bill Bill Bill Bill Discount on delivery Discount on Bill
System of raw material delivery of raw
material
Collection Monthly Annually Monthly Annually Montkl Monthly Monthly Monthly
Database None GPS Mapping (annually) Mapping, Annual survey Certifier (annua) Associations and | Agriculture Not informed
Renewal Official with Visits) industries Consults | Department
Invoice, producers Consults
collection
document

Source: Survey and interviews conducted by Mar&gs2007.
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