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Remumneration Systems

he objective of this Report is to
deal with a subject that we deem
most important. It is a relevant part
of the analysis process that precede our
selection of investments. We will write about
systems of remuneration, one of the basic
elements of life, of our relationship with work
colleagues, and a critical factor in the suc-
cess of a business. We shall focus on this
topic in two Reports. The present one will
contain a brief analysis of the basic princi-
ples of the concept of remuneration. Here
we describe the most usual methods of pay-
ment and discuss some practical cases. We
apologize in advance for our excessively
conceptual and academic approach. This
will not be maintained in our next Report,
where we shall carry out a more in-depth
investigation of the remuneration system that
now predominates in US compensation
packages, i.e., the stock option plan.

The Fundamentals

The value of human capital as a
competitive resource has never been so
unequivocal. In fact, it is impossible to
imagine a successful company that does not
have a competent and motivated work
force. If “people are the only potential
source of sustained advantage a company
has”!, if “the business of business is behav-
ior"?, the maximization of the performance
of the human resources becomes an irre-
placeable strategic role.

A remuneration system is a combi-
nation of programs and practices aimed at
encouraging and reinforcing efforts, behav-
iors, and all actions essential to a business

This report has been prepared for information pur-
poses only and it is not infended to be an offer for
sale or purchase of any class of shares of Dynamo
Cougar, or any other securities. All our opinions
and forecasts may change without notice. Past per-
formance is no guarantee of future performance.
According to the brazilian laws, investment funds
are not guaranteed by the fund administrator, nor
by the fund manager. Investment funds do not even
count for any mecanism of insurance.

Our Performance

In the closing quarter, Dynamo
Cougar quotas appreciated by 20.9%
increasing in value by58.6% in 2003.
Since was established in September 1993,
the fund has accumulated a total refurn
of 32.9% per annum in US dollar terms,
and by 31,7% per annum in IGP-M (Ge-
neral Price Index) terms. During the same
period, the Ibovespa (Séo Paulo Stock
Exchange Index) increased by 9.9% per
annum in US dollar terms, and by 8.9%
per annum in IGP-M terms.

For the second time in its fen ye-
ars of activities, Dynamo Cougar earnin-
gs dropped below the Ibovespa, which
earned 97.1% during the year. This sin-
gle isolated fact has caused us little con-
cern, particularly in the context of a year
like 2003, with such significant results.
Furthermore, in the context of our invest-
ment proposal, a year is a short time.
Over the last few years, our performance
has consistently surpassed that of Iboves-
pa and, thus, occasionally, it would seem
reasonable o expect an inversion of this
figure.

It should also be borne in mind
that an important part of Ibovespa’s re-
turn in 2003 is due to the performance of
the companies leveraged in US dollar.
The greater proportion of such compani-

es in the index composition also explains
the fact that Ibovespa surpassed the IBrX
(Brazil Index) something that did not ha-
ppen since 1998. The appreciation of the
real in relation to the dollar led instantly
to a decrease in the flow and also in the
total amount of the financial liabilities
expressed in US dollars. Ceteris paribus,
for the same enterprise value, the reduc-
tion in the amount of debt should be off-
set with an increase in its equity value. In
theory, the more the company is levera-
ged, the higher the adjustment, i.e., the
more the equity should goes up. This
effect was further increased by the high
liquidity of the international market, where
the trend was for financial flows to favor
the more liquid assefs in all markets worl-
dwide. A result was that stock exchange
Indices, in their susceptibility to negotia-
tion criteria, were “pro-cyclically” pushed
forward. In other words, the riskier assets
performed best in 2003. Over the last
two years, investors minimizing their risks
did well in 2002, but lost some gain in
2003.

For 2004, a significant portion of
the initial optimism has dissipated over
the first quarter. Our portfolio remains
with a similar profile of that of the last
two years. |

success. Its prime objective is to generate
a standard of positive consequences for the
work effort where, in psychology terminol-
ogy, consequence means all that happens
to an individual as a result of a given act or
mode of conduct. According to what is
known as the “theory of expectancy”, indi-

vidual motivation is a function of two ex-
pectations: i) effort produces performance;
ii) performance leads to some form of re-
ward.

The understanding of the reward /
motivation ratio has required the work of a
multi-disciplinary task force challenging o

(1) Zingheim, P Rewarding Scarce Talent, in The Compensation Handbook, Berger, L. & Berger, R. (ed.) McGrawHill, 1999.

(2) Herrnstein, R. Behavior, Reinforcement, and Utility, Psychological Science 1, n. 4, 1990, quoted by Wilson T. Innovative
Reward System for the Changing Workplace, McGraw-Hill, 2003.



variety of fields within psychology - behav-
ior, personality, and learning theories - in
addition fo sociology, anthropology, ethol-
ogy, political science, and even new biopsy-
chiafric frontiers. Some issues remain open,
among them the physiological mechanisms
through which recompense affects behavior
o, sfill, what type of motivation would be
most appropriafe the infernal (where the in-
herent nature of the task is in ifself attractive)
or external (where the task is a means fo an
end or external recompense). There are some
professionals in the field who support the
idea that external motivation results only in
temporary loyalty. When it is removed or frus-
trated, it may undermine any authentic in-
ternal interest. Defenders of this point of
view claim that a participative, collabora-
tive, results-oriented workplace can be at-
tained solely via the self-defermination of the
individuals seeking personal fulfillment. In
fact, motivation represented by external rec-
ompense could even be a threat to our psy-
chological need for independence and even
our self-esteem. These studies go against
the more widely accepted behavioral/Skin-
nerian view of the need for external expec-
tations to determine behavior.

Despite the fact that there is yet no
consensus on what the ideal motivational
formula is, there is no doubt that behavior
is influenced and shaped by consequenc-
es. Within the corporate environment, the
challenge becomes to design a compensa-
tion system that establishes the conditions
for participants to “introspect” the desired
choices, consistent with the intended cor-
porate results.

Pay Methods

A system of remuneration compris-
es four main pay types: base or fixed pay,
variable pay, recognition awards, and ben-
efits or indirect pays. Usually, base pay is
used to reward the individual contribution
over time. It is a payment for employees
carrying out tasks, for his/her effort to ac-
quire skills or falents, for his/her consisten-
cy of performance and for his/her contribu-
tion to building the company's image. As a
general rule, in companies where base pay
prevail over other forms of recompense, they
are set in line with market salaries.

Variable remuneration is dependent
on results based on certain performance
criferia. The increase in this type of com-
pensation can be explained by on a num-
ber of factors: a desire from individuals to
take part in the risk and results of the busi-
ness, a dynamic compefition environment
requiring speedier solutions to market chal-
lenges and opportunities, and a reduced
pricing power in a globalized market that
reinforces the need for companies o reduce
their fixed cosfs.

Variable compensation programs
can be either short or long-term. The most
common short-term plans are profit shar-
ing, gain sharing, goal sharing (attaining
certain operational criteria) or a combina-
tion of those. Long-term programs may be
based on performance or market and may-
be payable in cash or in company stock.
Performance based programs comprise
longer periods and take info account met-
rics such as refurn on assefs or return on
invested capital, covering the entire busi-
ness cycle. Market based plans associate
compensation with stock performance. The
most usual are stock options, stock appre-
ciation rights, restricted stocks, and phan-
tom stocks.

Stock options are by far the most
common market based compensation meth-
od. These plans grant their beneficiaries
the right to buy company shares at a pre-
determined price (exercise price) over a giv-
en period of time. If the share price goes
up over time, the employee will have the
right to buy it at a price below the market.
One of the chief reasons for the wide use of
stock options was their favorable account-
ing treatment, since they are not considered
to be a cost nor an expense for the respec-
tive companies.

In the U.S., the two most common
stock option plans are the “qualified” or
“statutory” plans, also known as incentive
stock options (ISO), and the “non-quali-
fied” or “non-statutory” plans. The “non-
qualified” plans are considerably more
flexible, as they do not include restrictions
on exercise price, concession or holding
periods. In addition to employees, they can
also be granted to board members, con-
sultants and service providers. In this ver-

sion, the difference between market and
exercise price af the time the option is ex-
ercised, is deemed to be a taxable per-
sonal income for the individual and a de-
ductible expense for the company. Thanks
to their flexibility and tax deductibility na-
ture, non-qualified plans are more fre-
quently implemented. On the other hand,
“qualified” option programs are more fa-
vorable fo the employee from a tax point
of view as the exercise of the option does
not constitute a taxable event and the cap-
ital gains tax will only be levied when the
shares are sold in the market. However,
this is a far less flexible version as it is sub-
ject fo a series of statutory restrictions (con-
cession period, exercise period, exercise
price, among others), in addition to the
fact that the company may not treat these
options as a tax-deductible expense.
Stock appreciation rights entitle the
employees to benefit from such price in-
creases without incurring any expense in
acquiring the shares themselves. On the
date of exercise, the individual receives the
difference between the market and grant
price multiplied by the number of shares
granted. Such amount may be paid in cash
or in company stock and must be accrued
and expensed appropriately. Due to this
accounting system, stock appreciation rights
have not been popular in the US market.
Under restricted stocks programs,
shares are transferred to the employees who
become direct shareholders. Under most
such programs, these employees acquire all
rights pertaining to the stock but they can-
not sell during a restriction period. In some
cases, grants are conditional upon certain
events like continued employment, or the
attainment of a given individual or collec-
tive performance goal. Restricted stock
packages allow for some variations, such
as time-accelerated  restricted stock award
plans, where restrictions can be lifted earli-
er than originally planned if certain perfor-
mance targets are met, or the restricted stock
performance plans where the attainment of
certain performance levels releases a cash
recompense advance. Restricted shares
maybe acquired with or without company
financing. Whichever the case, as long as
the employee remains a shareholder, any

(3) See, for example, Kohn, A. Challenging Behaviorist Dogma: Myths About Money and Mofivation. Compensation & Benefits Review, Apr/Mar 1998.
(4) Skinner, B. Science and Human Behavior. New York: MacMillan, 1953.
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drop in share value represents a decrease
of his personal wealth. Conversely, under
stock option plans, if the share price drops
below the exercise price (underwater), the
employee suffers no real financial loss and
merely loses a right he/she had.

Lastly, phantom stocks are credits
employees receive whose value is calculat-
ed as a function of the company share price.
They do not represent true ownership of an
asset or any other ownership rights. Thus,
their holders do not become company eg-
uity-holders. Phantom stock “return” to the
company af the end of a stipulated period
and any value accrued during this period,
if any, is paid out to the employee
in cash. This system is sometimes
used to defer gains arising out of

When a company’s objective is to
aftract and retain talented individuals to
carry out specific tasks or to acquire the
desired skills pursuant to strategic guide-
lines, a fixed payment based on competi-
tive salaries could be acceptable. But a
fixed salary-based program says little or
nothing about performance. A variable
package has the potential for encouraging
specific results. During the eighties, cost
reductions based on gain sharing packag-
es were very common, using criferia such
as cost as a percentage of sales, cost per
output unit, or cost versus budget. During
the nineties, emphasis turned to quality and

Dynamo Cougar x Ibovespa x FGV-100
Performance up to december/2003 (in R$)

assimilation and commitment is dependent

on the degree of understanding of the pro-

gram’s aim, the familiarity with its details,
and the manner in which these impact daily
life in the workplace. In the ninefies, the Fleet

Financial Group suffered from severe turn-

over problems. In response, it infroduced a

retention bonus based on each business

unit’s targets, together with an infermittent
communication policy, along the lines of

“your contribution is important, it is valu-

able, we need your help fo succeed, we are

entrusting our future to you.” The results
were remarkable.

In order to be able to offer prod-
ucts that were cheaper and
more conveniently available
than those bought through

traditional retail outlets,

incentive plans. o

Besides base and variable Period ( C)Lugar T FGV-100 T Ibovespa compensation policy at Am-
compensation packages, remuner- | 60 months | 743,57% 754,22% 228,40% azon, one of the world’s
ation systems may also include | 36months | 147,25% 150,45% 46,16% most successful electronic
various awards for recognition | 24months | 122,50% 131,53% 62,02% trade organizations, is to pay
and/or celebration of outstanding | 12months | 58,59% 100,47% 97,10% below market salaries and
performance, in addition to indi- [ 3months | 20,87% 34,53% 37,67% grant stock options. This re-
rect benefits. These awards can NAV/Shareon 31/dec/2003=57.14899723 inforces and propagates an

be financial, social, material, sym-

bolic, etc. Within the wide range or bene-
fits, the two most common are retirement
and health plans.

Based on particular features of
companies and related business opportu-
nities, reward programs can also be spe-
cifically tailored. Common among these
are compensation plans for scarce talents,
sales force, for executives involved on
mergers or acquisitions, and global com-
panies. Finally, each program listed above
can be designed to focus on the individu-
al or on the entire team, business unit,
specific department, or the company as
whole.

Some Experiences

Although far from being a detailed
classification, this brief list conveys the di-
versity of the components and possibilities
available. Experience shows that a compa-
ny's remuneration system tends to be a mix-
ture of these plans combining the most suit-
able features of each one. There is no sin-
gle, pre-arranged recipe, nor can it be said
ex ante that one system is better than the
other.

consumer satisfaction, and gain sharing
considered measures such as number of
defects per thousand items, delivery timing,
and customer complaints.

During ifs restructuring effort of the
late nineties, Sears reformulated its entire
compensation system. After carrying out an
in-depth survey, the organization conclud-
ed that the manner in which it treated ifs
personnel was reflected in the way in which
the lafter treated customers. This, in turn,
directly impacted company sales and prof-
its. As a result, under a new salary policy,
senior executive and management pay plan
came fo be based one third on employee
satisfaction, one third on client satisfaction
and one-third on the financial targets of the
respective business units. In the case of store
personnel, the variable compensation pack-
age began stressing customer satisfaction
and financial performance. This new ap-
proach was decisive in restoring the com-
pany’s profitability levels.

Practical experience has shown that
communication processes play a vital role
in the successful implementation of remu-
nerafion programs. The level of employee

“owner” mentality at all per-
sonnel levels. The remuneration system in
place at Egon Zehnder Infernational, a high-
ly successful human resources consultancy,
is, as described by its owner, somewhat more
“old fashioned”. It is based on a compos-
ite of salary, stock ownership and profit shar-
ing. In determining how profits will be
shared, which is the most important vari-
able component, the main parameter is
seniority. As explained by Zehnder, “In our
profession, seniority is a key asset”>. The
company continues fo grow worldwide with
a very low turover attracting individuals with
the appropriate profile.

Experience has shown that variable
compensation must be geared to a series
of measures and indicators associated with
value creation and shareholder returns, such
as operating margins, EVA® (Economic Val-
ue Added), market cap, return on invested
capital, and free cash flow yield. The trend
is for a clearly defined metric system to pro-
vide positive feedbacks to senior manage-
ment and employees. A system based on
proper mefrics also makes available real
time data on the adherence of performance
to projected results, enables reviews of con-

(5)  Zehnder, E. A Simpler Way to Pay. Harvard Business Review on Compensation. HBS Press, 2001.



duct, correction of mistakes, and represents
an incentive for maintaining efforts or even
celebrating target attainment. There are
several cases atfesting this. At Herman Miller,
EVA® has been the parameter guiding the
company's entire bonus and incentive sys-
tem since 1995. As from that year, invento-
ries dropped significantly as did accounts
receivable, the company’s capital structure
was improved, revenues and operating
margins increased, all of which created
wealth for both shareholders and manage-
ment. At Votorantim Celulose e Papel (VCP),
the chief basis for senior management’s
variable compensation program is ‘cash
flow return on gross investments (CFROGI).
Ever since this indicator was implemented
in 2000, operating margins have increased,
as have employee bonuses, and sharehold-
ers have seen significant improvement in
stock prices.

One challenge faced by remunera-
tion programs has been how to motivate
teamwork in order to generate a coopera-
tive environment, exchange of information,
fertility of ideas, with less hierarchical rigid-
ity and dependence on individual talents,
in addition fo increased flexibility and will-
ingness to accept innovation. However, as
if the links between motivation, perfformance
and recompense were not confusing enough
for the average individual, what happens
when the object of examination becomes
an entire group, a department, a sector, or
the company as a whole2 How do you
motivate behavior and action that will re-
sult in greater benefit fo the company but
not necessarily for each individual2 How do
you bring about among personnel a posi-
tive affitude fowards exchange of informa-
tion and cooperative interchange when their
compensation competes against each oth-
er? How do you eliminate the tendency of
certain individuals to just sit back at the ex-
pense of other group members’ efforts,
knowing full well that their pay is linked to
the results obtained by the group as a
whole2 Also in this case of group-based
compensation, a combined program seems
more appropriate. AmBev allocates percent-
ages of profit to each business unit, based
on attainment of their pre-established tar-
gets. From then on, members of each group
are evaluated individually based on their
individual performance, and are rewarded
based on the percentage received by their

4

business unit. In other words, individual
performance establishes each employee’s
compensation, and the ceiling varies de-
pending on the results achieved by the team.

L _#__

Our conclusion is that a company’s
remuneration system is as unique as its ob-
jectives, values and culture, and should
combine in a single system the various dif-
ferent types of pay. In 1984, the average
compensation in the US for a CEO was
around U$1 million per annum, practically
all of which in the form of salaries and bo-
nuses. In 2001, this amount rose to U$7
million, of which 66% was based on mar-
ket performance, mostly in the form of stock
option plans. This high prevalence merits
closer investigation. That is what we infend
to do in our next Report.

AMBEV

We had already decided to write
about AmBev when the Interbrew
transaction was announced, involv-
ing the exchange of shares and ac-
quisition of Labatt/Femsa stock. We
continue to analyze the mechanics,
the amounts and the implications of
this complex deal, which will merit
specific comments soon. For the
time being, af the risk of sounding
somewhat anachronistic, we have
decided to simply maintain our
comments reflecting our opinion on
the company as it stood prior to this
transaction.

AmBev (Companhia de Bebidas das
Américas) has been a Dynamo Cougar
portfolio position for a quite some time. The
company was not among our more impor-
tant investments since it always traded at a
price close to what we believed to be a fair
value. However, during the second half of
2003, when the new beer Nova Schin was
launched and AmBev’s market share suf-
fered, the stock fell and it seemed like an
inferesting opportunity. A similar situation
happened when, prior fo its merger with
Brahma to create AmBev, Antarctica invest-
ed heavily in the marketing of its Bavdria
brand and reduced its price, and gained

significant market share. However, the com-
bination of high marketing investments and
low prices did not yield positive financial
results and the strategy could not be main-
tained for a long time. It is our belief that
AmBev’s recent drop in market share is tem-
porary and will be, at least partially, re-
versed. This could occur by either a decrease
in marketing investments or by a price in-
crease on the part of Schincariol to balance
out its expenses/revenue ratio. Based on this
rationale, we increased our investments in
AmBev by buying preferred shares, which
are more liquid and allowed enabled us to
build a position more quickly (until then,
our position was almost entirely of common
stock).

AmBev is the world's fifth largest
brewery, Latin America’s largest, and Bra-
zil's beer market leader, holding over 64%
of the market. Its three leading brands, Skol,
Brahma, and Antarctica, are, respectively the
third, ninth, and nineteenth ranked beers
consumed worldwide. The company is also
Brazil's second largest soft drink producer
with a market share of approximately 18%.
It also operates in Argentina, Uruguay, Par-
aguay, Bolivia, Chile, Venezuela, Ecuador,
Peru, Guatemala, and the Dominican Re-
public.

AmBev has the main features that
we seek in a company: the fundamentals of
its business are good, it has growth poten-
tial and is managed by competent individ-
uals who focus on creating value and re-
turns for their shareholders.

The Business

Why is AmBev business so good?
Selling beer in Brazil is the main segment of
the company, representing 81% of its EBIT-
DA for 2003. Beer is a low unit value prod-
uct, with fast moving inventories, and a high
margin. Moreover, AmBev has two other
unique features that strengthen its main
business even more: i) 70% of beer con-
sumption in Brazil takes place in approxi-
mately one million bars and restaurants
throughout the country, very much due to
the Brazilian climate; and i) AmBev pro-
duces approximately 64% of all Brozilian
beer.

The concentration of sales in so
large a number of customers buying smalll
volumes for in loco consumption is respon-
sible for two major barriers to entry in the



Brazilian beer market: distribution and re-
turnable packaging. The efficient sale and
delivery of such a huge portfolio of prod-
ucts to one million customers visited, in
many cases, twice a week, requires a sub-
stantial investment in distribution or “point
of sale execution”, which, according fo the
company, is ifs core business. Beer con-
sumption in bars and restaurants allows the
company to keep its 600ml returnable glass
bottle policy, which is cheaper for the con-
sumer and more profitable for the compa-
ny, since they are reutilized several times
over. This is not the case with one-way bot-
tles or cans (much preferred by supermar-
kets because they simplify inventory man-
agement). Returnable bottles require sub-
stantial investments in both the bottles them-
selves and in the cases. Consequently, in
the event someone wishes to start up a beer
business from zero in Brazil, it should bear
in mind that, in addition fo investing in
equipment and in the new brand, a signifi-
cant investment must be made in distribu-
tion and in packaging materials.

Margin Power

Assignificant proportion of beer pro-
duction costs is linked to commodity prices
(such as malt, aluminum, and paper), all of
which are quoted in US dollars. Upon ex-
amining the growth of the company’s net
revenue per hectoliter over a reasonably
long period — comprising two maijor foreign
exchange devaluations — we note that Am-
Bev was able to maintain the margin on its
products. A major portion of its margin pow-
er arises from the fact that the company sells
“a low unit value product” that is somehow
immune to economic recession and whose
image is associated with consumer plea-
sure”®. Furthermore, AmBev owns the fa-
vorite market brands, consolidated over time
through substantial marketing investments,
and is not dependent on a few customers
for sales.

A considerable portion of the com-
pany's increased revenue by hectoliter oc-
curred with no corresponding increased
price to the end consumer. This was pos-
sible because: i) frequent improvement in
“point of sale execution” has increased
AmBev's share of the final price of its prod-

uct fo the detriment of the margin for the
retailer and the distributor. In other words,
the company has been growing the amount
of its products that it distributes directly,
and has retained only its more efficient dis-
tributors, thereby capturing a higher per-
centage of the beer retail price; and i)
better product mix obtained through
(re)launching brands such as Bohemia,
Skol Beats, Brahma Light, Original, etc,
whose margins are significantly higher than
those of its principal beers, Skol, Brahma,
and Antarctica.

Working Capital

As mentioned above, beer is a fast
moving product so it spends little time on
refailer’s shelves, a positive factor since
slow-moving inventories represent invested
capital without return. In addition, as a
major raw material buyer (AmBev is Latin
America’s largest producer) and thanks to
the wide diversity of its customer base, the
company can pay its suppliers with terms
longer than it takes for it to receive pay-
ment from its clients. Accordingly, AmBev's
business is not working capital infensive, and
thus its sales volumes grow steadily without
the need for allocating much capital in the
operation.

The People

Understanding the culture of a com-
pany is essential for us fo evaluate how fo-
cused its people are on results/returns.
AmBev has a highly infense culture of fo-
cusing on results, which is only possible
when people are motivated “to work like
owners and not like executives ... AmBev is
built on recognition of merit, a concept
applied daily to all employees” . Also, ac-
cording to the company, “a variable com-
pensation system is a powerful fool for mo-
tivating and rewarding AmBev personnel.
Our culture ... allows our employees that
excel in achieving their goals to double their
annual salary through an aggressive vari-
able compensation program. This program
is based on both individual and collective
performance, and is directly linked to growth
(our emphasis) of the company’s EVA®”. The
application of EVA® as a metric for profit
sharing tool is a vital instrument in the di-

rection of the alignment of interests between
company shareholders and management,
since the lafter is fully aware that each re-
source used in their daily activities bears an
opportunity cost (capital cost), which must
earn a refurn.

As a complement to its variable
compensation plan, AmBev offers its per-
sonnel a hybrid plan of stock option and
stock ownership. Under this plan, executives
and “eligible” employees receive stock op-
tion calls from the company which exercise
price is never less than 90% of market price
prevailing at the time of the grant. These
shares may only be sold at market price five
years after the options have been exercised.
The beneficiary must invest at least 70% of
the funds he receives from the profit-shar-
ing program (bonus) in the exercise of the
call options he was granted, at which time
he becomes a company shareholder with
all the rights inherent to the shares. In fact,
it is common practice among these individ-
uals to allocate 100% of his profit-sharing
bonus to anticipate the exercise of his call
options. Some even finance the remainder
of his call options with company loans, the
cost of which is inflation plus 8% per an-
num. Just to give the reader an idea of the
importance of variable compensation to
AmBev personnel, in 2002, they received
from nine fo eighteen salaries per annum
(depending on affainment of goals per team
and per individual). From this, we can con-
clude that a high portion of the net worth of
the people working for AmBev is invested in
the company’s own stock. Obviously, this
fact ensures that, over the long-term, the
price of the stock is very important fo the
company's chief decision makers. Thus, the
manner in which the company recompens-
es its human resources is one of the princi-
pal factors to the alignment of interests be-
tween the company’s stakeholders.

Returns

As investors, we are always alert to
the returns obtained by our investee com-
panies. There are many ways to analyze
whether or not shareholder money is being
well invested. In the specific case of AmBev,
we monitor EBITDA growth by hectoliter
sold, i.e., how much money does the com-

(6) Muncuing, P Beer Blast, Random House, 1997.
(7) Ambev, Annual Report, 2002.



pany generate per product unit sold. To
avoid temporary distortions, including the
seasonal nature inherent to the beer and
soft drink sector, we always analyze the fig-
ures on a twelve-month rolling basis. Start-
ing from the end of 2000, we note that
AmBev’s EBITDA per hectoliter rose 77% in
US dollars through to the 2003 year-end
closing (despite a 59% devaluation of the
Brazilian Real during this period and its neg-
ative impact on company costs). After ex-
amining the growth of EBITDA over invest-
ed capital (property, plant, and equipment
plus working capital) for the same period,
we note that this ratio (an approximation of
return on invested capital before taxes) leapt
from 38% to 61%. This was due to the fact
that, while its EBITDA increased by 104% in
Brazilian Reais, invested capital grew by only
26%. The great improvement of returns
obtained by the company’s management

was reflected in the price of ifs shares. In
the beginning of 2000, the market cap of
AmBev was approximately US$5 billion.
From then to the close of December 2003,
the company invested (including the acqui-
sition of Quilmes) close to US$1.7 billion,
and the market cap went to US$9.9 billion
(an increment of US$4.9 billion). In other
words, during this period, each dollar in-
vested by AmBev in its business activities was
transformed into US$2.9 for its sharehold-
ers (as measured by the increase in market
cap). Furthermore, between dividends and
buybacks in the market, the company “re-
turned” approximately US$ 1 billion o its
shareholders.

e #

These are the fundamentals that, in
our opinion, substantiate an important in-
vestment Dynamo made in AmBev. As stat-

ed above, we are currently analyzing the
recent transaction with Interbrew, which will
have significant impacts on the company's
corporate structure, on its strategic posi-
tion, and on some of the opinions expressed
above. There is an enormous amount of
documents, which we are currently exam-
ining. At present, our analysis seeks to check
whether these fundamentals will be pre-
served in the company’s new competitive
environment, whether the amounts involved
in the deal are compatible with the desired
levels of return, and whether the individu-
als who have made the difference in the
company will continue to be as motivated
as they were before.

Rio de Janeiro, april 4th, 2004.

Dynamo Cougar x Ibovespa x FGV-100
(in US$ dollars)

DYNAMO COUGAR* FGV-100** IBOVESPA***
Year Since Year Since Year Since
Period Quarter 45 pate  01/09/93 Quarter 4, pate  01/09/93 Quarter 45 pate  01/09/93

| 1993 | . 38,78 38,78 5 9,07 9,07 11,12 11,12
| 1994 | - 245,55 379,54 165,25 189,30 58,59 76,22
| 1995 | . -3,62 362,20 -35,06 87,87 -13,48 52,47
| 1996 | . 53,56 609,75 . 6,62 100,30 53,19 133,57
| 1997 | . -6,20 565,50 -4,10 92,00 34,40 213,80
| 1998 | . -19,14 438,13 -31,49 31,54 -38,4 93,27
| 1999 | - 104,64 1001,24 - 116,46 184,73 5 69,49 227,58
| 2000 | - 3,02 1034,53 -7,69 -2,63 177,23 -10,45 -18,08 168,33
-0,98 -0,98 1023,40 -10,06 -10,06 149,33 -16,00 -16,00 125,39
-6,15 -7,07 954,28 -1,76 -11,64 144,95 -3,73 -19,14 116,97
-27,25 -32,40 666,97 -33,81 -41,52 62,12 -36,93 -49,00 36,84
38,52 -6,36 962,40 55,88 -8,84 152,71 49,07 -23,98 103,99
13,05 13,05 1101,05 3,89 3,89 162,55 2,76 2,76 98,35
-19,15 -8,60 871,04 -22,45 -19,43 103,60 -31,62 -33,51 35,63
-22,31 -28,99 654,37 -31,78 -45,04 38,90 44,17 -62,88 -24,28
29,76 -7,86 878,90 38,00 -24,15 91,67 45,43 -46,01 10,12
4,47 4,47 922,65 4,63 4,63 100,55 5,39 5,39 16,06
27,29 32,98 1201,73 38,16 44,55 177,07 34,33 41,58 55,91
19,37 58,73 1453,83 24,72 80,29 245,56 22,34 73,20 90,74
22,18 93,94 1798,51 35,98 145,16 369,91 39,17 141,04 165,44

Average Net Asset Value for Dynamo Cougar (Last 36 months): R$ 150.488.196,17

(*) The Dynamo Cougar Fund figures are audited by KPMG and refurns net of all costs and fees, except for Adjustment of Performance Fee, if due.
(**) Index that includes 100 companies, but excludes banks and state-owned companies. (***) Ibovespa average.

Please visit our website if you would like to compare the performance of Dynamo funds to other indices.
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For any further information,
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