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EXECUTIVE SUMMARY 

 Having only been open since April 2006, Allegro Biodiesel Corporation is a relatively 

new company.  Producing a promising product known as biodiesel, Allegro has the opportunity 

to grow and develop not only domestically but globally as well.  Biodiesel is an alternative fuel 

source that benefits both the environment and the economy.  Presently, Allegro’s only processing 

plant is located in Pollock, Louisiana although the company is interested in acquiring new 

distribution assets.  The consideration of Brazil as a potential market requires that the country be 

closely examined to determine whether the desired growth can be obtained. 

 While Brazil’s economic growth has been slow compared to other Latin American 

countries, Brazil does have the largest GDP in Latin America and is the ninth largest economy in 

the world.  Because of Brazil’s size along with its improved economic conditions, it has become 

a leading recipient to foreign direct investments. 

 Biodiesel in Brazil is a new product that has huge growth potential.  A major factor 

affecting biodiesel demand is government interference.  Mandates have been put in place that 

will require a minimum blend of biodiesel to be mixed with regular petroleum fuel.  A mandate 

calling for a B5 mixture will result in a need for over 600 million gallons of biodiesel to be 

produced each year.  Allegro has the opportunity to help contribute to this need by entering the 

Brazilian market and providing potential customers with biodiesel. 

 In order to produce and sell biodiesel in Brazil, authorization must be obtained.  In an 

effort to provide support to the rural farmers who produce soybeans, the government has started 

a program known as the National Program of Biodiesel Production and Use.  It provides tax 

exemptions to producers that support these farmers.  To qualify for the exemptions, Allegro must 
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obtain the Social Fuel Stamp Certificate.  This certificate allows maximum exemptions based on 

the region in which you are purchasing soybeans from. 

 Because the fuel will be produced using soybeans, it was important to determine whether 

Brazil’s soybean supply is sufficient to support production.  In order to cut down on 

transportation costs, a future production plant should be built in close proximity to the actual 

suppliers of the soybeans.  The geography of Brazil gives it an advantage to growing soybeans 

and it is one of the leading producers in the world.  Soybean production often depends on the 

region in which it was produced.  Each region was examined to determine the ideal location for 

the plant based soybean production. 

 The development opportunities included choosing from a joint venture or a 100% equity 

investment.  Based on all of the evidence considered, it is our suggestion that a 100% equity 

investment be made in a processing plant.  The plant should be built in the Southern region of 

Brazil which will provide the best infrastructure for distribution as well the most adequate 

soybean suppliers.  Allegro Biodiesel’s expansion into Brazil will certainly be a decision for 

success. 
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I. ALLEGRO BIODIESEL CORPORATION 

 Allegro Biodiesel Corporation began production in April 2006 producing a product 

known as biodiesel.  Because of the huge demand for this product, Allegro has seen this as an 

opportunity to consider the expansion into a new country.  Allegro has chosen to research Brazil 

as a potential market.  To begin, an analysis of the company itself has been performed. 

PRODUCT:  BIODIESEL 

Biodiesel is an alternative fuel source that is produced from renewable resources which 

include oil from rapeseeds, sunflowers, soybeans, as well as recycled cooking oils or animal fats.  

Producing biodiesel creates both environmental as and economical benefits.  According to a 

study by the U.S. Department of Energy, production and use of 100%, or B100, biodiesel 

compared to petroleum diesel resulted in a 78.5% reduction in carbon dioxide emissions.  While 

biodiesel does allow countries to gain independence from foreign distributors, it also creates jobs 

for local farmers as well as for other workers in all sectors of the economy.  Another interesting 

fact of biodiesel is that it can be mixed with petroleum diesel and used in any type of vehicle 

which uses diesel. 

Allegro produces its biodiesel primarily from soybeans.  Because the price of soybeans 

and other feedstock have high volatility, the company has used hedging to lock in prices.  

Hedging allows Allegro to manage their costs, although it is often difficult to match production 

needs with demand.  A majority of the soybeans used for the production process are purchased 

from local soybean farmers.  When looking at Brazil, the soybean industry will be observed to 

determine whether the supply is adequate to support production. 

The benefits have increased the demand for biodiesel both nationally and worldwide.  

Currently, only eighty-eight biodiesel plants in the U.S. are in operation.  In 2006, over 200 
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million gallons of biodiesel were produced; three times the amount in 2005.  Another reason for 

increase in demand is the requirement by some states and foreign countries that a minimum 

mixture of biodiesel is to be used in fuel.  For example, local investors in Louisiana have 

persuaded the state government to require a two percent mandate for all diesels in Louisiana.  

Suppliers of petroleum diesel are therefore forced to purchase biodiesel, thus increasing the need 

to produce more. 

DISTRIBUTION:  POLLOCK, LOUISIANA 

 Currently, Allegro is the only operating biodiesel production plant in Louisiana.  

Originally, the plant was an ammonia plant used in the fertilizer industry.  After closing, local 

investors decided that the best use for the plant was to retrofit it to produce biodiesel.  The 

production plant is located on a 320-acre sight that is surrounded by an infrastructure which is 

the basis for distribution.  Presently, biodiesel is primarily shipped by rail and truck, however, 

the location of the plant allows for the utilization of some main waterways.  The Mississippi 

River, along with the Red River, is a great opportunity to distribute biodiesel throughout the 

United States.  With the plan to build, develop, and acquire additional plants and assets for 

production, more opportunities for distribution will arise. 

PRODUCTION:  ACTUAL VERSUS CAPACITY 

 Because Allegro has only been open for a year, most information regarding the actual 

quantity of biodiesel produced is unknown.  It is estimated however, that in 2006, over one and 

one half million gallons were produced and sold.  Allegro has the capacity to produce 12 million 

gallons annually, so obviously there is excess capacity.  This excess capacity can be seen as an 

opportunity to develop new customers not only in the domestic market but also perhaps in 

foreign countries in the form of imports. 
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CURRENT MARKETS 

 Allegro currently sells to distributors, farmers, loggers, and other local customers.  

Selling to a distributor is perhaps one of the most important markets because they ultimately 

provide it to the end user, whether it is a farmer, trucking fleet, or even a consumer who 

purchases biodiesel for their own personal vehicle.  Mandates on biodiesel regulation will assist 

in making distributors more eager to purchase biodiesel from producers.  According to 

Biodiesel.org, biodiesel is highly beneficial to farmers.  Not only does it provide farmers with an 

opportunity to create demand for the crops they grow through on-farm use, but also because of 

biodiesel’s high lubricity; the wear and tear on farm equipment is slower.  This in turn leads to 

lower repair, maintenance, and replacement costs.  The farming industry’s commitment to 

biodiesel is evident by the $25 million dollar investment made mostly through check-off dollars 

which are used to fund research and promotions for the fuel.  The logging industry mostly uses 

biodiesel to run their equipment which provides the same benefits as for farming equipment.  

Allegro is now providing the local school board in Louisiana with biodiesel who are fueling their 

busses with a blend of biodiesel and petroleum diesel.  Allegro’s own employees have vehicles 

which use biodiesel as the source of fuel.  There are really an endless number of markets 

available.  Growth and expansion will allow Allegro to present more potential customers with 

their product. 
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II. EXPANSION INTO BRAZIL 

 When choosing a new market to penetrate, many different factors need to be considered. 

ECONOMIC CONDITIONS 

 As of 2006, Brazil was the ninth largest economy.  Brazil’s major economic sectors 

include agriculture, mining, manufacturing, and service.  Key exports consist of transport 

equipment, iron ore, soybeans, footwear, coffee, and autos.  Imports include machinery, 

electrical and transport equipment, chemical products, and oil.   

Growth 

 Gross Domestic Product in Brazil is the largest in Latin America.  In 2006, Brazil’s 

economy grew to $1.11 trillion which was boosted by growth in different sectors including 

agriculture which grew 4.1%. Economic growth in 2007 is expected to be around 4.1% (Barreto).  

The unemployment rate is currently near 9.6% (CIA.gov).  To date, Brazil has had slow 

economic growth when compared to other Latin American countries as well as China and India.  

However, the country certainly has the potential for vast growth and has been deemed “the 

country of the future”. 

The Real 

 The monetary policy is a regime that targets inflation.  Originally, the policy was a 

crawling-peg exchange rate, but has since been replaced with a domestic one after the 1999 

currency crisis.  The crisis resulted in a depreciation of currency, otherwise known as the Real.  

Therefore, Brazil restructured the policy, controlling inflation by setting interest rates 

(Brazil.org).  The real, is considered to be overvalued against the dollar.  Overvaluation is 

usually detrimental for exportation, though imports can often benefit.  The exchange rate at the 

end of 2007 is expected to be R$2.25/US$1.00 (Wikipedia). 
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Foreign Direct Investment 

 Brazil is among the world’s leading recipients of foreign direct investment (FDI).  

Prominent areas for investment have traditionally included telecommunication, chemicals, 

pharmaceuticals, automobile manufacturing, and parts of the service sector.  The investments are 

largely sustained by the size of the domestic market, political stability, openness and improved 

economic conditions, and economic reform.  FDI has enlarged industrial capacity and boosted 

competitiveness. 

GOVERNMENT 

 Formally a military regime until 1985, Brazil is now considered a Federative Republic.  

A Federative Republic is a federation of states with a republic form of government which are 

composed of self-governing states united by a federal government (Wikipedia). 

President Lula  

 The president is Luis Inacio Lula da Silva who is currently serving his second term.  

Lula’s first term was directed toward price stability and acquiring confidence of the market.  

After achieving this, he is now more focused on efforts for economic growth.  Growth has been 

promoted by cutting corporate taxes and establishing the Program of Acceleration Growth (PAC) 

which encourages public sector investment especially in areas of infrastructure and social 

programs (Molano).  Lula has urged economic growth and has helped the employment rate along 

with wages in an effort to alleviate poverty. 

Commitment to Biodiesel  

 The commitment by Lula to biodiesel growth is exceptional.  The National Program of 

Biodiesel Production, which is described in a later section, was created to help rural family 

farmers by offering tax breaks for companies that purchase oil seeds to produce biodiesel.  He is 
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also behind the mandates on biodiesel blends.  On March 9, 2007 the Memorandum of 

Understanding to Advance Cooperation on Biofuels was signed.  This created a partnership 

between the United States and Brazil that focuses on renewable energy and making biodiesel 

more available, as well as encouraging growth of bilateral trade and investments (CIA.gov). 

DEMAND 

 Many different factors are affecting the demand for biodiesel in Brazil.  One factor is 

government interference.  The world is concerned about the depletion of fossil fuels as well as 

global warming.  This has sparked the interest of many leaders who are now taking action. 

Government Mandates 

Brazil’s congress has passed a law, known as MP 277, making B2 mandatory in 2008.  Basically, 

all diesels will need to be 2% biodiesel.  As of now, the blend is voluntary.  The mandate, which 

will be in effect in less than one year, will require 222 million gallons per year to be produced.  It 

is expected to create over 150,000 jobs for small farmers.  Reliance on fuel imports has been 

estimated to be reduced by 33%, saving Brazil $450 million reals.  In 2013, a new mandate will 

call for the blend to be increased to B5.  The increase will require 634 million gallons to be 

produced annually (Johnson). 

Current and Future Production 

 Currently, the diesel consumption in Brazil is roughly 10.5 billion gallons per year.  With 

the demand for biodiesel in Brazil quickly growing, it is important to look at current production 

plants in place and under development.  Petrobras, Brazil’s state-controlled oil company is 

planning to make investments in the biodiesel industry in the future.  The investments are 

expected to produce 226 million gallons by 2011 (Johnson).  Also included in the production 

process is the private-sector.  By 2007, annual capacity should reach 291 million gallons which 
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will satisfy the need for 222 million gallons once the B2 mandate goes into effect.  The real 

opportunity in Brazil is when the B5 mandate occurs.  Allegro will be able to take advantage of 

this new surge in demand if a processing plant is already in production.  It is also likely that the 

required blend will continue to escalate, thus facilitating growth for Allegro. 

Consumers 

 An essential part of expansion is looking at who will buy your product.  Because of the 

latest mandates, it seems anyone who drives a vehicle that runs off of diesel will need biodiesel.  

Certainly Allegro will need to consider selling biodiesel to distributors who ultimately provide 

citizens with the product, but there are other customers out there.  One such example is a 

company known as America Latina Logistica (ALL).  ALL has over 15000 km of railroad 

throughout Argentina and Southern Brazil.  It has decided to replace its petroleum based fuel 

with twenty-five percent biodiesel which is produced from soybeans, requiring the use of over 9 

million gallons of biodiesel annually (Osava).  Finding large scale consumers such as the one just 

mentioned could be extremely beneficial to Allegro in that the demand alone would justify 

building a biodiesel production plant. 

PRODUCTION REQUIREMENTS 

 In order for Allegro Biodiesel to begin producing and selling biodiesel in Brazil, it must 

do the following.   

1. Place and obtain authorization from the National Petroleum Agency in Brazil. 

2. Obtain registration with the Federal Inland Revenue Secretariat (SRF) of the Ministry of 

Finance.  This registration is pursuant to Law # 11.116/2005 and Normative Instruction 

SFR # 516/2005.  Law # 11.116/2005 defines the federal tax model which is later 
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described.  Normative Instruction SRF #516/2005 establishes conditions for the 

registration of biodiesel producers and importers. 

3. If electing to qualify for tax reductions, the company must obtain a Social Fuel Stamp 

which is also later described. 

The National Program of Biodiesel Production and Use 

 The National Program of Biodiesel Production and Use (PNPB) began on December 6, 

2004.  This program was established primarily to generate jobs and income in rural areas of 

Brazil.  By adding family farmers into the mix of biodiesel production, the government realizes 

that the poorest regions in Brazil can benefit, thus improving their economy.  This is being 

achieved by providing tax incentives to firms that purchase oil-producing crops grown by small 

farmers.  The Federal Tax Model mentioned above was designed to grant total or partial federal 

tax exemptions for producers that support family farmers.  Biodiesel producers that acquire raw 

materials from family farmers anywhere in Brazil are eligible for a reduction of up to 68% in 

federal taxes. 

Social Fuel Stamp Certificate 

 To qualify for the Federal Tax Model, the potential producer must obtain the Social Fuel 

Stamp Certificate which is issued to biodiesel producers that purchase raw materials from family 

farmers within limits that vary according to the region.  Additional requirements must also be 

met.  The Certificate is provided by the Ministry of Agrarian Development (MDA).  The 

additional requirements include: 

• The company must purchase a minimum percentage of the raw material from family 

farmers.  This is based on regional areas of Brazil:  North and Mid-West Regions - 10%, 

South and Southeast Regions – 30%, and Northeast and Semi-Arid Regions – 50%. 
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• The company must enter into contracts with family farmers which establish deadlines and 

conditions of delivery of the raw material and respective prices.  Technical assistance 

must also be provided to the farmers. 

Companies holding the Social Fuel Stamp not only receive a partial or total reduction of federal 

taxes, but also may participate in purchase auctions and use the certificate to identify the origin, 

or brand name of the biodiesel. 

BRAZIL’S SOYBEAN SUPPLY 

 Although biodiesel fuel can be created using a number of different oilseeds, we have 

decided to focus on soybeans.  Because Allegro will be producing biodiesel using predominantly 

soybeans, it can be helpful to determine if Brazil has a sufficient soybean industry to support 

production. 

Geography 

 Geographical conditions in Brazil give it an absolute natural advantage for growing 

soybeans.  Brazil’s land area is approximately the size of the United States, providing farmers 

with a large amount of land mass to plant crops.  The soils in the Southern region are naturally 

productive while the land in the Center-West region must be enhanced.  Although Brazil is the 

leading producer of soybeans in South America, the different regions in Brazil provide diverse 

conditions that affect production.  And while improvements are being made, infrastructure in 

Brazil is still weak.  It is important to consider either acquiring or building a plant that is near the 

soybean supply, thereby cutting down on transportation costs to bring in the needed soybeans.  

Examining each region can assist in finding an ideal location for the plant. 
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Southern Region 

 This region includes the states of Parana, Santa Catarina, and Rio Grande do Sul.  While 

it is the smallest region, economic conditions seem to be stable.  Major production of soybeans 

takes place here predominantly by small farmers.  The latest information found for the 

production in this region show that rain has been favorable and production has been generous.  

For 2007 the weather has been fair but yields are expected to be smaller than usual, due to Asian 

soybean rust.  Current prices for soybeans are at US $15/60 kg bag of soybean.   

Center-West Region 

 The Center-West region includes the states of Goias, Mato Grosso, Mato Grosso do Sul, 

and Distrito Federal. Soybean production has been effected by the ample rain in 2007, which has 

caused some problems.  The excessive wetness has resulted in smaller yields.  Asian soybean 

rust in this region is less of an issue than in previous years because farmers are now using 

preventative spraying techniques twice a year.  Breakeven prices for soybeans are about US 

$8.50 – 9.00/60 kg bag.  A noteworthy problem for this region is the infrastructure.  There are 

not many options for transport and 75% of soybeans are transported by train or truck (USDA).  

This could potentially cause a problem for Allegro not only when looking for suppliers, but also 

when looking at distribution options. 

Northeast Region 

 Soybean expansion into the Northeast region is relatively new.  However, it nearly came 

to a standstill in 2006 because of low prices for soy and an unfavorable exchange rate which is 

discussed later.  The Northeast was traditionally used for cattle production.  In 2007, the weather 

has been favorable but yields are expected to be moderately small due to lower application of 

fertilizer.  This has inevitably led to problems with rust. 
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ETHICAL ISSUE 

 Biodiesel is a great product that creates many benefits, both economically and 

environmentally.  However, rainforest deforestation caused by soy crops is an issue we believe is 

worth mentioning.  In 2004, deforestation in the Amazon rainforest was the second worst on 

record.  While not the only participants, soybean farmers are huge contributors to the depletion.  

Soybeans are one of Brazil’s most precious exports, but with the biodiesel boom now in full 

swing, demand for the crop is going to be greater than ever.  The greater the demand is for 

soybeans, the greater the demand for land.  The ecological effects of this need are immense.  Soy 

crops are water intensive and can create soil degradation along with other problems related to 

land use.  Also, the changes in the land can affect the climate and will ultimately reduce the 

absorption of carbon dioxide which is a potent greenhouse gas (Mongabay.com). 
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III. DEVELOPMENT OPPORTUNITIES 

 Expanding globally can be accomplished in a number of different ways.  Two well 

known methods of entering a new market include forming an international joint venture and 

creating a 100% equity investment.  Because Allegro will need a production plant, it will be 

important to evaluate whether to build a new plant or simply acquire an already existing one.  

Each option has both advantages and disadvantages.  An explanation of each is described below.  

INTERNATIONAL JOINT VENTURE 

 A joint venture is two or more businesses pooling their resources and expertise to achieve 

a particular goal (Businesslink.gov).  In the case of Allegro Biodiesel, the goal would be to 

process and distribute biodiesel in the most cost effective manner, while still providing 

customers with quality biodiesel.  If a joint venture was formed it would be beneficial in that the 

risk associated with the expansion would be shared.  There is also access to more resources, 

established markets, as well as distribution channels.  The basis for a successful joint venture is 

one in which takes time and effort to build.  This can be problematic if the objectives of the 

partnership are not communicated effectively or if the cultures and management styles differ. 

Potential partners could include soybean suppliers, another biodiesel company, or even just an 

interested investor who believes in the product. 

100% EQUITY INVESTMENT 

 A 100% equity investment can be very risky although it does have its advantages.  

Because the investment will be in a foreign country, entering the market will be a challenge.  

Many multinational companies ultimately fail because not enough is know about the new 

location.  A benefit to this type of investment is that the company has complete control and 

profits are not shared. 
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ACQUISITION VERSUS BUILDING 

 When determining whether to build a new processing plant or acquire an already existing 

one, it is important to look at the costs and benefits of each.  Building a plant can cost more 

because not only do you have to buy the land to build on, you also have to hire the contractor to 

build the plant.  An advantage for Allegro building a plant is that the needed capacity could be 

decided upon.  Also, more options are available for location.  

 Horizontal and vertical are two types of acquisition that need to be considered.  

Horizontal acquisition simply means that Allegro would purchase a biodiesel company.  

Currently Brazil only has eight production plants up and running; while there are nineteen more 

either under construction or waiting for approval, therefore the limited supply could pose a 

challenge.  By acquiring a biodiesel plant that is producing and selling in Brazil, Allegro saves 

both time and money.  Market power will be increased due to purchasing what could have been a 

competitor, and suppliers as well as distribution options would already be established.  Vertical 

acquisition would include purchasing a soybean crop, thus creating a supplier for Allegro instead 

of having to obtain one. 
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IV. RECOMMENDATION 

 After examining Allegro Biodiesel, the potential market of Brazil, and the different 

development opportunities, we have come up with the following conclusion.  The best option for 

growth would in fact be to expand into the country of Brazil.  Biodiesel production in Brazil is a 

booming industry that has the opportunity to explode.  Government mandates and environmental 

concerns are creating huge demand for biodiesel.  Our recommendation is to invest 100% equity 

and build a processing plant.  Land should be acquired in the Southern region of Brazil, 

preferably in the state of Parana.  Soybean production is led by small farmers here which could 

be advantageous in order to take advantage of the Federal Tax Model.  To do so, Allegro should 

obtain a Social Fuel Stamp Certificate by forming contracts with soybean suppliers that qualify 

as “family farmers”.  Parana’s standard of living is one of the best in Brazil which could result in 

better infrastructure.  The Parana River flows through the state and is home to many deep water 

ports which should be utilized for additional distribution options.  Overall, development of a 

biodiesel plant in Brazil appears to be a feasible business move that will bring profitable growth 

to the company. 
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