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3.6.2. Employee Contributions

Payroll charges for social security em-
ployee contributions are rated at 8% to
1%, limited to a maximum monthly
contribution of R$375.82 (effective as at
February 2010).

4 ——— Brazilian Social

Brazil’s social security system provides
only minimal benefits. To some extent,
the state health care system is inade-
quate and consequently, the majority of

Besides retaining employee contribu-
tions, employers are asked to withhold
11% on monthly payments made to self-
employed persons and directors up to the
same maximum sum of R$ R$375.82.

Security Benefits

employees have access to private health
insurance plans provided by corporate
employers or trade unions.

4.1. Unemployment Insurance

There is no regular unemployment
insurance, other than unemployment
pay, which is restricted to a maximum

of three minimum wage or salary pay-
ments over the first six months of un-
employment.

4.2. Health Insurance

Employers are obliged to pay an em-
ployee’s salary during the first 15 days of
sick leave. If the insured is unable to work
after a 15 day absence, sickness benefit is

paid to the insured by the INSS for the du-
ration of sick leave. This insurance may be
converted into a disability pension.

4.3. Retirement Pension

This benefit is paid to men over 65
and women over 60, provided they have
made 180 monthly contributions. For
farm workers, the qualifying age drops
to 60 years for males and 55 years for fe-
male workers. An early retirement pen-

sion is granted if a male employee has
worked for 30 years (25 years for wom-
en). The maximum pension is available
after 35 years of service for men and 30
years for women.

4.4. Other Benefits

These include, among others, maternity insurance, funeral insurance and dis-

ability pensions.

Please see the next chapter on how Brazilian Tax System operates
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V — TAXATION

According to World Bank research, Brazil has the most complex tax system in
the world. Being a Federative Republic, under federal constitutional structure, Fed-
eral, State and Municipal governors are allowed to create and administer their own
tax systems. The system comprises different categories of taxes, whose main ele-
ments can be classified under TAX, CONTRIBUTION and FEES. Municipalities may
charge a series of different fees for services rendered to citizens who requested
these and tax is levied on services, onerous real estate transfers and urban real
estate ownership. States may raise funds based on fees for services rendered to
any individual and tax may also be levied on non-onerous transfer of all types of
goods and real estate (inheritance). There is a vehicle ownership tax (cars, motor-
cycles and aircraft), as well as a non-cumulative tax on the commercialization of
any goods (state VAT). In addition to many different fees, the Federal governor or
union has the authority to ask for tax to be levied on rural real estate ownership,
individual and corporate income tax, import / export tax, production (excise) tax
and credit / exchange / insurance tax. The Union may also introduce a series of
contributions whose main elements are contributions levied on payroll, revenues
(sales of goods and services) and some overseas remittances (royalties, technical
and administrative services). Treaties to avoid double taxation have been agreed
with many countries.
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In Brazil, taxation may be established
by any of the three levels of Government
(Federal Union, the States, and the Mu-
nicipalities), in accordance with specific

powers conferred under the Constitu-
tion. These may take the form of taxes,
fees, contributions, and compulsory
loans.

1 —— Basic Composition Of Brazilian Taxation——

Brazilian tax system comprises dif-
ferent categories of taxes, the main ele-
ments of which may be classified under

Compulsory

Loan

tax, contributions, fees and compulsory
loans.

Fig. 18 Qualitative Composition of the Tax System

1.1. Tax

Tax may be cited as a fee charged
(“levied”) by a government on a prod-
uct, income, or activity whose appli-

cation is determined by Government
decision. It certainly is “the price of citi-
zenship”.

1.2. Contributions

Contributions are collected for a spe-
cific purpose or may be applied to a sin-
gle use. With a few exceptions, general
contributions can only be levied by the
Federal Government. Contributions to

finance social security (INSS) and con-
tributions relating to interventions in
the economic domain (CIDE) are exam-
ples of contributions.

7 R

1.3. Fees

Fees are collected and used to fund lic services rendered is the taxpayer. The
services rendered upon request of a tax-  price paid for construction licensing is
payer. The sole beneficiary of such pub- an example of Municipality fees.

1.4. Compulsory Loans

Compulsory loans can be instituted benefiting the relevant national interest,
only by the Federal Government for the or for extraordinary expenses resulting
purposes of essential publicinvestment  from public disasters or foreign wars.

Nationally, there is no compulsory loan

being charged at the moment and the
last was done by late 1980’s.

—General Structure Of The Brazilian Tariff System— 2

In accordance with specific powers Union, the States, and the Municipali-
conferred under the constitution, any of  ties) may establish taxes as shown in
the three levels of Government (Federal  the chart below.
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Municipal Charges 3

3.1. Taxes

Constitutional powers allow the Mu-
nicipalities and Federal District to levy
the following taxes:

* IPTU - Urban Real Estate Property
Tax

e ISTBI - Onerous Real Estate
Transfer Tax

e |SS - Services Tax
ISS — Service Tax is a non-cumulative

tax imposed on certain services listed in
federal law, where rates allowed under the

constitution vary from 2% to 5%.

3.2. Contributions

Starting from 2003, a Constitutional
Amendment gave power to the munici-
palities to charge a permanent public
light contribution. This contribution is
estimated on the basis of public lamps
installed within the municipal urban ter-
ritory and usually comes as an item of
the consumer electricity bill.

Municipalities that hire over 1,000
civil servants (employees) may establish
their own social security systems and
introduce social contributions to keep
their financial and actuarial balance. Of
course, in this case, the fee is payable
solely by public sector employees.

3.3. Fees

Municipal revenue is composed of
hundreds of different fees. Business
permits and construction licensing are

examples of the various types of munici-
pal fee.

VI Resgistering

L
e FEES

- Business
Registration
|udiciary Prowess

- Fireman

CONTRIBUTICN
Public Lighting

FEES
Congtruction
Licensing

Business Permit
Propaganda
Ete.

State (And Federal District) Taxes —— 4
4.1. Tax

Centificate
COMPULSORY
LOIAN Cte

{Actually Free)

Fig. 19 Brazilian Tax System

o
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The States and Federal District are
empowered to levy the following taxes:

e ICMS - tax on purchase and
sales of goods, interstate and
inter-municipal  transport, and
communications (State VAT);

* [ITCMD - Inheritance and Donation
Tax ;

* IPVA- tax on ownership of motor
vehicles (car / boat / aircraft).

A fmiclat fba daios biicicans fn Duasil
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(o to 35)

Fig. 20 Main Taxes & Rates

ICMS is the main State tax, and is
due on operations involving the circu-
lation of goods (including manufactur-
ing, marketing, and imports) and on
interstate and inter-municipal trans-
port and communications services. It
is non-cumulative (debit may be offset
by credits arising from the purchase of
raw materials, intermediary products,
and packaging materials), and the rates
below apply:

e Tax credits for goods destined
to become fixed assets may
be accepted, subject to certain
restrictions;

* Intrastate  transactions  rates
normally vary from o % to 30%;

e Rates applied to interstate
commerce are 7% or 12%,
depending on the destination of
the goods;

* Export goods are exempted from
ICMS and the credit may be kept.

4.2. Contributions

The Brazilian federal constitution al-
lows public entities to establish their
own social security system and intro-
duce social contributions to keep their

financial and actuarial balance. The so-
cial contribution is payable by civil serv-

ants (public employees only).

4.3. Fees

As well as the municipalities, States
may charge for services which are spe-
cifically requested. Examples of fees
charged by the States and Federal Dis-

trict relate to business registration and
also to the initiating proceedings in the
state judicial system.

76
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* IR —Income Tax

e |Pl —Tax on Industrialized Goods
¢ |l —Import Tax

¢ |E - Export Tax

Federal Taxes 5

* IOF - Tax on Credit and Exchange
Transactions

* ITR — Rural Land Property
* |IGF - Tax on Large Fortunes

5.1. IR

IR — Income tax (Imposto de Renda)
is levied on the income and increases

in the assets of individuals and eligible
legal entities.

Mon-
Taxable

=]

Associations

Foundations

\ '
' |

Individuals

Fig. 21 Main Taxable & Non-Taxable Entities

5.1.1. Individual Income Tax

IRPF - Income tax on individuals is as-
sessed on income and wealth increases
of resident individuals from domestic
or foreign sources at rates of 15% and
27.5% (depending on the income brack-

et), and on capital gains the rate of 15%,
except for gains originating from invest-
ment in the stock exchange and finan-
cial funds, for which the rate is 20%.

5.1.2. Corporate Income Tax

IRP] — Income tax on legal entities
(corporation tax) is assessed on profits
and capital gains generated by opera-
tions in Brazil or abroad. Since the com-
panies comply with the required terms,

they may choose the basis on which
their profits are liable for tax, which may
be their net profits, their presumed prof-
its or their arbitrated profits.

A fmiclat fba daios biicicans fn Duasil
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5.1.2.1. Presumed Profits

This system is very common in Brazil
and the choice must be elected by April
of each tax year.

Under the presumed system, a com-
pany’s real profit is irrelevant. Taxes are
levied on basis of an estimated profit
of between 1.6% and 32%. Profits are
taxed at normal rates of 15% plus 10%
on profits above R$ 240,000.00. The
tax basis for the social contribution pay-
able on profits is 12% of gross income
or 32% in case of service companies.

Corporate entities MAY NOT choose
to pay under the presumed profits sys-
tem if:

¢ their annual income was in excess
of R$ 48,000,000.00 (past year);

* they are commercial banks,
investment banks, development
banks, savings and lending
organizations, credit, financing

and investment organizations, real
estate credit entities, securities
or currency exchange houses,
leasing companies, credit co-
operatives, insurance companies
and retirement plan bodies open to
the public and factoring entities;

* they receive profits, capital gains or
income from overseas;

* they wish to benefit from tax incen-
tives;

e they have paid tax under the
estimated system during the same
tax year.

Alternatively, there is the SUPER-
SIMPLES option for those companies
whose annual gross revenue is limited
to R$2,400,000.00.

In Brazil, fiscal year follows the

calendar year, i.e (jan-dec).

5.1.2.2. Net or Real Profit

Taxable net or real income is equal to
net profit as determined in the quarterly
or annual balance sheets and adjusted
for additions and deductions specified
by income tax legislation. Corporations

taxed on the basis of net profit may
choose to pay tax in monthly install-
ments on the basis of estimates, pro-
vided they follow certain conditions es-
tablished under income tax legislation.

78
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The current corporate income tax
rate is 15%, whether calculated on

net profit, assumed profit, or

arbitrated profit, whatever the

company’s business, but a 10%
supplementary tax is applicable to
the portion of net profits which
exceeds R$ 20.000,00 per month.

5.1.2.3. Profit Taxation

As of January 1, 1996, regardless of
whether assessed on the basis of net
profit, assumed profit, or arbitrated
profit, the profits or dividends assessed,
paid out or credited to individuals or

corporations domiciled in Brazil or
abroad, are no longer subject to income
tax (either withheld at source or due on
taxpayer’s return).

5.1.2.4. Tax Losses

In Brazil, carry-back of losses is not
allowed. Although companies may carry
forward tax indefinitely against future

profits, there is a limitation and compa-
nies can only set off 30% of the current
year’s taxable income.

5.1.3. Non-resident Income Tax

Withheld income tax (Imposto de
Renda na Fonte — IRF) is due on income
(not profit) paid, credited, remitted, or
delivered to non-residents, at the rate of

15% or 25% depending upon the benefi-
ciary’s country of residence and the na-
ture of the income.

5.1.3.1. CIDE

As of January 1, 2001, a ‘Contribution
of Intervention in the Economic Do-
main - CIDE’ is due, at the rate of 10%,
on remittances of royalties or compen-
sation deriving from technology trans-
fers in cases where the withheld income

tax rate is 15%. This does not apply to
profits and dividends, which are exempt
from withheld income tax.

For more information about this fed-
eral contribution, please see the topic
“Union Federal Contribution”.
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5.1.3.2. Transfer Pricing

As of January 1, 1997, new rules were
introduced in income tax law to regulate
transfer pricing in business transacted
by resident individuals or corporations
with non-resident parties for import and
export, and interest payments abroad.
These rules apply in the following situ-
ations:

* When a corporation domiciled in
Brazil conducts business with non-
domiciled related parties;

* When a domiciled individual or
corporation carries out business

with a related or unrelated party
domiciled in a country where
income tax is not charged or is
assessed at a rate lower than 20%,
or where the domestic legislation
maintains secrecy with regard to
equity participation or corporate
ownership.

For more important information on
transfer pricing, please see the relevant
section in the chapter on FOREIGN
TREATIES & TRADES.

5.2. IPI

IPI - The tax on industrialized goods
(Imposto sobre Produtos Industrializa-
dos) is liable to tax on output and on the
importation of industrialized goods. IPI
is non-cumulative and therefore, tax due
may be offset by credits arising from the
purchase of raw materials, intermedi-
ary products, and packaging materials.
However, no credits are granted for
goods that become fixed assets.

The rates at which IPI is charged on
the value of industrialized goods, as
they are imported or dispatched from
domestic plants, varies in accordance
with the nature of the goods.

Export goods are exempted from IPI.

5.3. IOF

IOF (I0C) - Tax on credit and exchange
transactions, insurance and securities
(Imposto sobre Operag¢des Financeiras)
is due on bank loans and similar trans-
actions, foreign currency transactions,
insurance premiums, and securities

traded. The tax is due on loans made by
any legal entity to an individual (stock
holder, director, employee, etc.) and the
rate varies depending on the type of op-
eration.

8o
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5.4. IGF

IGF - The tax on large fortunes (Im-
posto sobre Grandes Fortunas — IGF) is

ITR {Federal}‘

- Vehicle, airplane,
etc.

- Urban Real Estate

provided for by the federal constitution,
but has not yet been instituted.

- Rural Real Estate |

IPTU (Municipality)

Fig. 22 Property ’s Taxes

The Federal Government has “the key
to the door” to open an array of federal
contributions. The following charges (or

Federal Contributions 6

social contributions) to fund social pro-
grams are the most commonly levied
contributions.

6.1. CSL

CSL- Social contribution on corpo-
rate profits levied on pre-tax profits, as-
sessed in accordance with commercial

law, with adjustments and exceptions
as set forth in law. The general current
rate is 9%.

o 4 .
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6.2. COFINS

COFINS - Social contribution for fund-
ing social security levied monthly on the
gross income. Current rates are 3% and
7.6%, the former being cumulative and

6.3.

PIS - Contribution toward the social
integration program levied monthly on
the gross income of corporate entities.
Current rates are 0.65% and 1.65%, the
former being cumulative and the latter
non-cumulative, in accordance with cri-
teria as set forth in law.

the latter non-cumulative, in accordance
with criteria as set forth in law. Export
goods are exempted from COFINS.

PIS

Export goods are exempted from PIS,
and non-profitable legal entities contrib-
ute with payment of 1% on the monthly
payroll.

6.4. PIS & COFINS Importation

PIS & COFINS - Contribution toward
the social integration program (PIS)
and social contribution for funding so-
cial security (COFINS), levied on im-
ports, assessed on the customs value

of goods or the price paid for services,
including applicable taxes. The general
rates are 1.65% for PIS/PASEP, and
7.6% for COFINS, aside from other spe-
cific rates.

6.5. INSS & FGTS

INSS - Payroll charges for social secu-
rity contributions levied on the monthly
payroll.

Employers must withhold this charge
on behalf of their employees at a rate

82

which varies from 8% to 1%, and at
the rate of 11% from self-employed in-
dividuals. In both cases, the basis for
calculation of this charge is limited to
R$ 3,416.54 (Feb/2010).
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Fig. 23 Main Transactions x Taxation

Notes:

(1) Special contribution may be cre-
ated at any time for the purposes of
protecting some domestic industries.
CIDE for gas imports, software imports
and film imports and some remittances
abroad are examples of CIDE currently
charged in Brazil.

(2) ISTBI or ITBI - If the transfer re-
sults from a purchase, it will be charged
by the Municipality where the property
is located.

(3) ITCMD or ITC - If the transfer re-
sults from donation or inheritance, it

A fmiclat fba daios biicicans fn Duasil

will be charged by the State where the
property is located.

Companies pay INSS at the rate of
20% on payments to individuals for
services performed, with no ceiling,
plus work accident insurance contri-
butions charged at a variable rate (1%
to 3%) with another 5.8% going to au-
tonomous federal social services (SESI,
SESC, FNDE, SENAR, SEBRAE), culmi-
nating in a total of 28.8%.

See the chapter on Labor and Charges
for more details on these contributions.

o 4 8
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6.6. CIDE

CIDE- Contributions to intervene in
the economic domain are due in a varie-
ty of different instances. One of them is
fuel imports and trading in the domes-
tic market, which is charged at specific
“CIDE-Gas” rates. Another example is
the “CIDE-Remittance” applied at a rate
of 10% to remittances to foreign indi-
viduals for royalties or technology trans-

7 Federal Fees

Union federal fees encompass other
categories of fees ranging from pass-
port issue to registering a business with
the regulatory agencies.

8 International Tax Treaties

In the field of tax-related international
trade issues, Brazil has signed, ratified

fers and administrative services.

Similarly, CIDE is due at the rate of 10%
on remittances of royalties or compensa-
tion deriving from technology transfers,
in cases where the withheld income tax
is applied. This does not apply to profits
and dividends, which are exempt from
withheld income tax.

One example of the latter is the
R$10,000.00 fee charged by the Union
to “authorize” each graduation course
in private universities.

and incorporated into its domestic law a
variety of international tax agreements.

8.1. Treaties for the Avoidance of Double Taxation

Argentina Italy

Austria Japan o
Belgium Korea 8
Canada Luxembourg £
Chile Mexico °
China Norway 3
Czech Republic Netherlands 2
Denmark Philippines %
Ecuador Portugal 3
Finland Slovakia ‘s
France South Africa Q
Hungry Spain &
India Sweden g
Israel Ukraine 3
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Fig. 24 International Treaty Recognition

Please see the next chapter on how Foreign

Treaties and Trades operate in Brazil
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