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Acronym
CEF
COFINS
CPMF
CSLL
DPC
FCO
FGTS
FPM
IBGE
ICMS
INCRA
IPI
IPTU
IPVA
IRRF
ITBI
ITCD
ISS
MEC
PASEP
PEA
GDP
SEBRAE
SENAC
SENAI
SENAR
SENAT
SESC
SESI
SEST
SRF
STN

Meaning
Federal Savings Bank
Contribution for the Financing of the Social Security
Provisional Contribution on Financial Movement
Social Contribution on Net Profit
Ports and Coast Directorate
Constitutional Fund for the Center-West
Workers' Insurance Fund
Municipalities Participation Fund
Brazilian Institute of Geography and Statistics
Tax on the Circulation of Goods and Transportation and Communication Services
Federal Land Reform Agency
Tax on Industrialized Products
Tax on Urban Land and Property
Tax on Motor Vehicles
WIthholding Income Tax
Tax on Real Estate Conveyance
Tax on Inheritance and Gifts
Tax on Services
Ministry of Education and Culture
Civil Servants Savings Program
Economically Active Population
Gross Domestic Product
Brazilian Micro and Small Business Support Service
National Commercial Training Service
National Industrial Training Service
National Rural Training Service
National Transportation Training Service
Social Service of Commerce
Social Service of Industry
Social Service of the Transport Sector
Federal Revenue Service
Secretariat of the National Treasury
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Overview
Brazil is the fifth largest country in the world in terms of population - 203 million (2011
estimative), and size, with 8,514,877 sq km total area. Most of Brazilian territory is located
between the Tropics of Cancer and Capricornio so it is essentially a tropical country. Of its
23,086 km of borders, 15,719 km touch on all other South American countries, except Chile and
Ecuador.
Brazil consists of 26 States and the Federal District of Brasília. Locally, it is divided into
municipalities (cities and townships), almost 80% of the population live in urban regions.
Some regions are densely populated – such as the Southeast, with 78 inhabitants per sq km while others are almost uninhabited – such as the North Region, which basically is comprised
by the Amazon forest.
The overall view of the Brazilian economy is marked by regional unbalances requiring that the
State play an effective role as redistributors' agent, what is, certainly, a determinant factor in the
tax model. The heterogeneous profile of the demographic distribution of the Brazilian population
presents the South and Southeast regions the main consuming centers in the country. At the
other end, the North region, almost completely immersed in the Amazonian landscape, presents
the lowest demographic density rate.
The official language of Brazil is Portuguese, which is spoken by virtually all inhabitants.
The Crowe Horwath's headquarters is located in the city of Rio de Janeiro, and it has offices in
the most important cities of the nation, such as São Paulo, Brasilia, Belo Horizonte, Curitiba and
Vitória.

Climate
Although most of Brazil lies in the tropics, more than 60% of the population live in areas which
are cooled either by altitude, sea winds or polar fronts. While the coastal cities of Rio de
Janeiro, Recife and Salvador can get extremely hot, plateau cities such as São Paulo, Brasília
and Belo Horizonte have mild climates, and the southern cities of Porto Alegre and Curitiba
have a climate similar to that of southern Europe.
Brazil's most intense rain falls around the mouth of the Amazon near the city of Belém, and also
in the upper regions of Amazonia where more than 2,000 millimeters (78 inches) of rain fall
every year. Most of Brazil has moderate rainfall of between 1,000 and 1,500 millimeters (39 to
59 inches) a year, most of it coming between December and April. The driest part of the country
is the northeast, where rainfall is irregular and the evaporation rate very high, making it difficult
to grow crops.
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Government
Electoral System
Elections in Brazil are conducted under a system of universal suffrage and secret ballot.
Electoral enrolment and voting are mandatory for all literate citizens between the ages of 18 and
70, but voluntary for the illiterate and those aged 16-17 and over 70.
Any person wishing to run for public office in Brazil must belong to a political party. Parties have
to be formally registered with the Superior Electoral Court. They are guaranteed the freedom to
define their own internal structure, organization and operation, including rules regarding party
loyalty and discipline.
Votes are registered electronically, even in the most remote parts of the country, thereby
reducing potential for fraud and decreasing the time taken for results to be declared.

Executive
Executive power is exercised by the President of the Republic, assisted by Ministers of State.
The President and Vice-President are elected for four-year terms. In accordance with specific
provisions in the Constitution, the President may be removed from office (impeached) by
Congress.
If the office of the President were to become vacant for any reason, it would be filled by the
Vice-President for the remainder of the original term. If he or she were unable to carry out this
function, next in the line of succession would be the President of the Chamber of Deputies, then
the President of the Senate, and the President of the Federal Supreme Court.
The President appoints the Ministers of State, who are directly responsible to him and whom he
may dismiss at any time. A Minister of State may be summoned to appear before the Chamber
of Deputies, the Senate or any of its committees.

Judiciary
Federal Supreme Court
Judicial powers are vested in the Federal Supreme Court, Superior Court of Justice, regional
courts, and the specific courts for electoral, labor, military, and other matters. Judges in all
courts, at both federal and state level, are appointed for life.
The Federal Supreme Court is at the apex of the judicial system. It has its seat in Brasília but
holds jurisdiction throughout the country. It is composed of eleven judges, appointed by the
President of the Republic after their nominations have been approved by an absolute majority in
the Senate.

Legislative
Legislative power is exercised by the National Congress, which consists of two houses: the
Chamber of Deputies (lower house) and the Federal Senate (upper house).
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National Congress in Brasília
The Chamber of Deputies is composed of 513 federal deputies. The number of deputies by
which a state is represented is proportional to its population. Deputies serve four-year terms
and are elected by direct secret ballot under universal suffrage.
The Senate is composed of 81 senators - three for each of the 26 States (and another three for
Federal District). Senators are elected for eight-year terms, but the elections are staggered so
as to take place every four years, coinciding with those for the Chamber of Deputies.
Federal deputies and senators are entitled to stand for re-election without restriction.

State government
Brazil is made up of 26 States and a Federal District. Their independence is guaranteed by
Brazil's 1988 Constitution. Brazil's states maintain a separation between executive and
legislature. Each of the 27 governors must achieve more than 50 per cent of the vote, including
a run-off between the top two candidates if necessary. State legislatures have only one
chamber. The deputies are elected through an open-list system in which the state serves as
one constituency.

Local government
Government in Brazil's nearly 5,000 municipalities is also structured with a separation between
the executive office of the Mayor (prefeitura) and a legislative city council (câmara de
vereadores). Elections for mayor also require the winner to obtain more than 50 per cent of the
vote, with the exception of cities with less than 200,000 inhabitants. Local elections are held in
the second year between presidential, congressional and state elections.
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Economy
With a $2.024 trillion GDP in 2010, Brazil is classified as the 10th largest economy in the world,
it was rated as Investment Grade's level by Standard & Poor’s in 2008, upgraded by Fitch to
one level above in 2011, and it is waiting to be upgraded by Moody's, that granted it an
Investment Grade's level in 2009, in 2011. With the largest GDP of the last decade, which grew
7,5% in 2010, the labor market reflected the economy expansion, achieving nearly 6% of
unemployment rate in 2010, the smallest since 2002.
It is indeed the case that Brazil has become an extremely attractive destination for foreign
investment due to the combination of sound institutional measures and economic stability with a
large and dynamic internal market. Brazil enjoys a growing middle class, growing internet
usage, and increasing internal demand for goods and services.
Among the huge opportunities for foreign investors are the preparations to host major sporting
events in the coming years – the World Cup in 2014, and the Olympic and Para-Olympic
Games in Rio de Janeiro in 2016 – and the need to develop the resources required to exploit
the vast offshore oil fields that have recently been discovered.
The Brazilian Monetary Unit, since first of July 1994, is the Real (R$), R$ 1,00 worth in 31st
December, 2010 US$ 0,60. The metric system is the legal standard.
With regard to the external sector, in 2010 Brazil exported US$ 199.7 billion and imported US$
187.7 billion, resulting in a trade surplus of US$ 12 billion.
Brazil, along with Argentina, Uruguay and Paraguay, makes up the MERCOSUR – the Southern
Common Market. Created by the Treaty of Asunción, the MERCOSUR, in effect since January
1st, 1995, has the main purpose of promoting the social and economic progress of its member
countries.
The MERCOSUR is an economic block, characterized by free trade between its members and
by the use of a common external tariff (for products from outside the bloc), forming a customs
union currently under implantation.
During the recent international economic crisis, sound macroeconomic policies and a wellregulated financial system enabled the Brazilian economy to recover quickly. GDP growth for
2010 is forecasted at approximately 5%.
The construction of a sustainable development path has already demanded both hard work and
enormous resources, but challenges still lie ahead. The overarching goal of bringing prosperity
to the Brazil people goes together with broader international engagement, as the domestic and
international spheres are increasingly intertwined.
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Brazilian GDP – purchasing power parity - grew 7,5% in 2010 reaching $2.024 trillion, and has
grown, since 2001 at an average rate of 3,6%. The proportion of the composition of GDP by
sectors of the Brazilian economy is, approximately:

Agriculture: 6.1%
In the cattle breeding sector, Brazil is one of the biggest exporters of beef, pork and chicken in
the world, it produced 14 million tons in 2010.
The cereals, pulses and oilseeds production, grew 4% in 2010 reaching 155,6 million ton,
reflecting the wealth of the Brazilian agribusiness . Representing together 90,8% of the total
production, beans, soy and corn occupy 82,4% of the cultivable areas.
Brazil is also one of the largest ethanol producers, with a state of the art research and
development on sugarcane cultivation, supplying developed countries that search for alternative
forms of fuels in order to reduce pollution and oil dependence for energy.
Brazil has exceptional conditions to become a large world supplier of food, more than any other
country, as it can make use of available land, favorable clime and highly developed technology
in the sector.
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Industry: 26.4%
The industrial sector plays an important role in Brazilian economy, with a diversified industry provided with a high level of quality and technology - enabling it to export approximately 61% of
the production.
Most large industry is concentrated in the south and south east. The north east is traditionally
the poorest part of Brazil, but it is beginning to attract new investment.
Brazil's diverse industries range from iron and steel production, mining, automobile assembly,
petroleum processing, chemicals production, pulp and paper, food and cement making;
technologically based industries have been the most dynamic in recent years, but have not
outpaced traditional industries.
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Services: 67.5%
Brazil has a diverse and sophisticated services industry as well, including developed
telecommunications, banking, energy, commerce, and computing sectors.
Telecommunication services have grown more than various others sectors of the economy.
According to ANATEL - Brazilian agency of telecommunications, Brazil has more than 207
million active mobile-phones, and it's population reached more than 1,06 unit per person, this
research was published in April 25th, 2011. Brazil has 4 big players in telecommunication
industry, that are surrounded by various smaller companies, which supply them with services
and products.
The financial sector is secure and provides local firms with a wide range of financial products,
yet interest rates remain among the highest in the world. The largest financial firms are
Brazilian.
Nowadays Brazilian population has a bigger purchase power. As the population purchase
power grows, the commerce, and consequently industry, sells more. This process benefits the
economy because when commerce grows it needs to hire more people, that will purchase
products, heating the economy.
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Financial Markets
The Brazilian Financial Market is one of the most developed of the world, based on a modern
and solid banking system, a state-of-the-art payment system, and reliable market infrastructure,
it counts with a active central bank, which supervises and controls the system, applying strictly
the precepts determined by the National Monetary Council. The National Financial System
includes both financial and non-financial institutions covering a broad range of services. In 2002
the Brazilian Central Bank launched the new Brazilian Payment System, which allows final and
irrevocable transfers in real time.
Despite the 2008 crisis, that affected most of the world, Brazilian banks have presented an
excellent financial health, partly because of the rigid control under the financial system, but,
largely, because of the particular way of managing, used to high inflation levels during several
years and a lot of oscillations in term of economic growth and policies. High
The raise on the benchmarking lending rate (SELIC rate), to 12%, the third highest nominal
interest of the world, in order to control the inflation, did not affected Brazilian banks, but is
harmful for the rest of the economy.
The Brazilian Central Bank has raised the benchmark lending rate to 12% and increased banks’
reserve requirements to cool lending growth and curb inflation.
Among the institutions that supervise and control the market, under influence and control the
National Monetary Council and the Brazilian Department of the Treasury (ministry), the most
influent are:

BC - Brazilian Central Bank
Created in 1964, it is the monetary authority in Brazil. BC has as main functions:










Emission of currency - paper money and coin;
Assure the purchase power stability;
Assure the solidity of the National Financial System, through the control of the financial
institutions' operations;
Create and execute the exchange policy, by regulation and rules' issue, and
accompany the foreign financial relationship;
Keep the inflation's level under control
Determine the Interest rate (known as SELIC rate)
Regulate, supervise and issue the rules for the financial institutions' operation
Manage the Treasury's International Reserves
Regulate the clearance system for checks and securities.
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CVM - Brazilian Securities and Exchange Commission
Created in 1976, CVM supervises and develops the market, through protecting investors,
maintaining fair, orderly, and efficient markets. The institution has as main functions:







Promote the correct operation and expansion of the market;
Assure and supervise the correct operation of the Securities, Commodities and Futures
Exchange;
Protect the investor by supervising the securities issue, evaluating the financial data
issued by public companies, avoiding fraud, assuring the public access to the financial
data of the public companies (in compliance of the Act 6.404);
Accredit and supervise auditors, brokers and managers of securities' portfolios;
Supervise and inspect public companies and investment funds.

SUSEP - Superintendence of Private Insurance
Created in 1996, SUSEP is the institution that controls and supervises the insurance, private
social security, savings bonds and reinsurance markets. SUSEP is part of the SNSP - National
System of Private Insurances, also constituted by CNSP - Private Insurances National Board,
and IRB - Brasil Resseguros S.A. SUSEP has as main assignments and functions:






Institute guidelines and policies for the private insurance market, and reinsurance;
Supervise the insurance broker activities;
Regulate and supervise the constitution and operation of the Insurance Companies,
Savings Plans Companies, Private Pensions Funds and Reinsurance Companies;
Protect the insured, ensuring the liquidity and solvency of the institutions (companies
and funds);
Promote the stability and expansion of the market under its authority.

Banks
Brazil has national banks with branches throughout the country, all of which boast advanced
technology – all payment orders are handled electronically, checks issued anywhere in the
country are cleared and settled within 48 hours, and Brazilian banks are also leaders in the field
of internet banking.
The scenario for the banking industry in 2010 was very profitable, according SERASA Experian
study, the demand for credit soared 16,4%, mainly driven by the favorable credit rate, principally
for individuals, the good level of the consumers' confidence, and the improvement of the labor
market. The ten major banks accounted, combined, more than U$ 30 billion profit, the four
biggest banks are responsible for more than 85% of this profit.
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Investment Funds
With more than 10 thousand active investment funds, 86 investment fund administration
companies and 402 managing companies, according to ANBIMA - Brazilian Association of the
Financial and Capital Markets' Entities, the funds industry received nearly US$ 70 billion in
investors resources in 2010, an 18% increase if compared with 2009, surpassing US$ 1 trillion
in assets, the profitability of the open investment funds ranged between 1,79% to 18,37%.
Although there is CVM as supervisor and controller, the investment fund market is also
supervised and supported by ANBIMA, which institutes the benchmarks for market through
creation and updating its Code of Best Practices, and provides studies and researches about
the investment funds market.
Brazilian Investment fund market's participants:
Administrator: responsible for the correct operation of the investment fund, controls the services
providers, like accountants, lawyers and auditors, and protects the investors best interests.
Management company: responsible for the trades, seeking objectives and investment policies
established by by-laws.
Custodian: responsible for safeguarding the fund's financial assets and securities, generates
data and sends fund's information's to administrators and managers.
Distributor: responsible for the selling of the fund's shares, this function can be performed by the
fund's administrator.

Capital Markets
Brazil has a highly developed capital market which offers numerous investment opportunities,
along with a wide range of services and products.
BM&FBOVESPA S.A. – Securities, Commodities and Futures Exchange was created in 2008
following the merger between the Brazilian Mercantile and Futures Exchange (BM&F) and the
São Paulo Stock Exchange (BOVESPA). It is one of the largest exchanges in the world in terms
of market value, the second largest in the Americas, and the leading exchange in Latin America.
In today’s global scenario, in which the ability to respond quickly to market changes has
become increasingly important, BM&FBOVESPA is an attractive investment option with costefficient trading fees.
BM&FBOVESPA trades stocks, public and private sector securities, futures contracts based on
financial assets, indexes, interest rates, foreign exchange rates and commodities, in addition to
spot US Dollar and gold. Trading is carried out exclusively in the electronic trading system,
where investors can perform transactions involving stock purchases and sales, hedge, price
arbitration between markets and/or assets, portfolio diversification and position leverage.
As the leader in the Latin American equity and derivatives markets, the mission of
BM&FBOVESPA is to contribute to regional macroeconomic growth and to position Brazil as an
international financial hub for equities, commodities, and other financial instruments, combining
operational excellence with a socially responsible approach.
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Reference in risk and collateral management
With a totally integrated business model, BM&FBOVESPA acts as a central counterparty across
its markets through its four clearing houses – equity, derivatives, foreign exchange, and
securities – and also offers a full securities custody system.
It is mandatory that all equity, derivatives, foreign exchange and fixed income transactions,
including OTC transactions, carried out at BM&FBOVESPA by financial institutions or by
investment funds must be registered at a centralized registration system authorized by the
Central Bank of Brazil. The Exchange maintains a system that allows the equity and derivatives
clearinghouses to identify the clearing agents, the intermediaries (brokerage houses) and the
clients responsible for the transactions. In addition, the Brazilian regulatory entities may access
and obtain information about risk exposures and transactions carried out by various institutions.
Corporate Governance
BM&FBOVESPA offers three special corporate governance levels for the listing of companies:
Novo Mercado, Level 1 and Level 2. Listed in the Novo Mercado segment, which corresponds
to the highest corporate governance level, BM&FBOVESPA maintains a governance policy that
is aligned with the needs of its shareholders and of the community in which it operates,
providing excellence in its services and transparency regarding its management. The Board of
Directors of the Exchange comprises 11 members, six of whom are independent directors.
Internationalization
As a basis for its expansion, the New Exchange maintains a close relationship with investors
and international markets. BM&FBOVESPA established its first strategic alliance with the group
that controls the Chicago Exchanges, the CME Group, and in September 2008 CME Group
clients in over 80 countries were authorized to trade the BM&FBOVESPA financial derivatives
and commodities directly. Following that, in February 2009, BM&FBOVESPA clients were
authorized to trade the Chicago products directly.
Evolution of the trading environments
BM&FBOVESPA has been continually enhancing the quality of access to its markets with IT
implementations. In the derivatives segment, four direct market access (DMA) modalities are
available, including access via DMA service providers and access via co-location, which
consists of a service that allows investors to use their own computers inside the Exchange
facilities.
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Real Estate Market
Although the Real Estate Market in Brazil has been experimenting a huge growth,
accompanying the economy development in past ten years, there is a lot of room to growth yet.
The improvement that has been felt over the economy, leading a rise on the labor occupation's
levels and a increase at the wages levels, combined with an ample credit offer on the market,
caused a boost on the real estate sales, however the building industry is not able to supply the
demand as fast as it grows, leading to a soaring on the prices.
The Real Estate Market grew nearly 9% in 2010, regardless of the rise of the prices, the
demand still strong in 2011. The main factors are the plentiful of credit offered, and the
improvement on the wages levels. The growth is also perceived by the services providers and
suppliers of this industry, as the building material's industry, which presented 87% of its capacity
occupied.
Between the factors that can boost the Real Estate Market in Brazil, the most important are:
- Attractive Funding Lines: in 2010 more than US$ 45 billion in funding lines were originated by
FGTS - a fund for length of service managed and administered by CEF (a government bank),
and SBPE - Brazilian System of Savings and Loans. The forecasts for 2011 appoint to a rise in
this levels.
- PAC - Growth Acceleration Program: The Government housing incentive program, for the
poorest families, estimates more than US$ 160 billion in spending, in order to reduce the
housing deficit.
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Energy
Energy is one of the most important inputs for the industry, It's availability, price and quality are
fundamental for Brazilian's competitive capability.
Renewable sources represent around 50% of the energy generated and consumed in Brazil,
and this rate tend to rise while hydroelectric energy is maintained as the main energy source,
and the bioenergy develop and grow.

Hydroelectricity
Hydroelectricity is the main source of Brazilian energy, representing more than 85% of the
production capacity, with more than 100 power plants in operation scattered throughout the
country.

Oil and Gas
Petroleum
Brazil is ranked as the sixth place in oil reserves, with more than 14 billion bbl, it's production
reached nearly 2.5 million bbl per day.
Petrobras, one of the largest oil producer of the world, has 12 active refineries, and 3 in
feasibility study and design phase, which produce gasoline, diesel and a wide variety of
synthetic products.
Pre-Salt
Pre-Salt layer is located between Espirito Santo State and Santa Catarina State, along 800 km,
below seabed. The Oil found in this area is located nearly 7 km deep, below a wide salt layer,
that, according to the geologists, preserves the Oil quality. The main Oil fields in Pre-Salt are
Tupi, Guará, Bem-te-vi, Carioca, Jupiter and Iara.
According to estimates is possible that Pre-Salt layer holds 100 bbl in reserves, this fact, if
confirmed, will classify Brazil as one of the ten largest oil producers.
Natural gas
Natural gas proven reserves reached 423 billion cubic meters, Brazil produced more than 60
million cubic meters per day, and consumed basically the same amount in 2010, and according
to specialists, the consumption tend to rise in the follow years. According to ABIGAS (Brazilian
association of gas distributors) the consumption is distributed mainly between industries, energy
generation (through thermoelectric power plants), vehicles, residences and commerce.
Petrobras announced that intends to rise the oil and gas production in 2011 between 3,5% to
4%, in order to follow the rise on demand. It will optimize areas that are already producing, so
as to reduce the loss, and start operating in new unities.
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Biofuels
The growing demand for energy in the emerging economies has been exerting great pressure
on the world’s existing petroleum extraction installed capacity, and in spite of the high costs of
fossil fuels in international markets, is not expected any reduction on the consumption. Thus,
the concern over energy issues is the order of the day and the search for alternatives to fossil
fuels has taken on a prominent role both in countries’ decision-making processes and in their
public policies in the energy area.
Brazil has a great deal to contribute to this discussion, since it has accumulated important
know-how in the biofuels area, particularly regarding the use of ethanol as an automotive fuel.
The Brazilian energy mix is one of the cleanest in the world and currently more than 50% of all
energy consumed in Brazil comes from renewable sources, whereas the average share of
renewable sources in the energy mix of all developed countries is about 10%.
Biofuels have had positive social and environmental impacts, by recovering previously
deforested areas, providing crop rotation and aeration of farmlands used for food production, in
addition to employing almost one million workers, including through a system of family
cooperatives. Moreover, the significant increase that has been seen in sugarcane agriculture in
Brazil, which is concentrated mainly in the state of São Paulo, distant from the Amazon region,
and occupies only 0.6 % of Brazil’s land area, is primarily the result of productivity gains and
research efforts.
This constitutes a clear advantage in terms of where Brazil stands in the current situation, in
which concerns over energy security and the environment have led various countries to seek
alternatives to fossil fuels while making efforts to implement initiatives to reduce their
greenhouse gas emissions.

Ethanol
The Ethanol industry has made investments, expanded its production, underwent technological
modernizations, and today sugarcane ethanol is efficiently produced in Brazil at prices that are
internationally competitive.
Over the last few decades, productivity gains have surpassed 30%, reducing the need to
expand the cultivated farmland. The production of sugarcane uses low levels of pesticides, has
the largest program of biological pest control in Brazil, has the lowest level of soil erosion,
recycles all its wastes, does not undermine the quality of water resources, and accounts for the
largest area of organic production in the country.
Widely used as combustible, ethanol consumption is rising from year to year, and, according to
analysts, the ethanol-powered vehicles' fleet can reach 50% of the Brazilian fleet in 2012, and it
can exert some pressure on the ethanol consumption and price.
On the 2010/2011 harvest, that reached 624 million tons of sugarcane, 27,6 billion liters of
alcohol were produced, presenting a 7% rise in comparison with the 2009/2010 harvest, when
25,8 billion liters were produced.
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Biodiesel
Biodiesel is a biodegradable fuel derived from renewable sources, such as vegetable oils and
animal fats. Brazil is home to several species of oilseeds, with which one can produce biodiesel,
among them castor beans, African oil palm, sunflowers, babaçú coconut oilseeds, soybeans
and cotton. This fuel completely or partially replaces fossil diesel fuel in the engines of trucks,
tractors, light trucks, automobiles and can also be used to generate power and heat. In addition,
it can be used as a fuel, or added to diesel in various proportions. Using biodiesel brings
environmental benefits and contributes to improving the air quality in major urban centers as a
result of the decrease in polluting emissions.
The government, in 2010, instituted that from 2013 each part of conventional diesel must be
compound with 5% of biodiesel, however there is a possibility of the anticipation of the validity of
the rule, depending on the industry supply capability. Proving that it is able to grant the
purveyance, the biodiesel industry are waiting to discuss this anticipation with the government.
This anticipation, if succeeded, will be the main factor for the biodiesel industry growth
principally because the majority of the commercial transportation in Brazil is based on road
transport, powered by diesel.

Doing Business in Brazil

Price Indexes
A comprehensive overview of price patterns in Brazil is offered by a wide array of price indices
calculated and reported by government agencies and foundations in Brazil.
Getúlio Vargas Foundation (Fundação Getúlio Vargas - FGV)
The Getúlio Vargas Foundation, a think-tank and independent higher education institution
operating in Rio de Janeiro, São Paulo and Brasília, calculates the longest series of price
indices reported on a regular basis in Brazil.
Since 1944 it has provided monthly indices based on information collected nationwide on
wholesale prices (IPA), consumer prices (IPC-BR) and the national cost of civil construction
(INCC), the latter with nationwide coverage since 1985.
A composite price index (IGP-DI) is calculated as a weighted index of these three indices. In
1989 FGV introduced the IGP-M, an index with the same structure as the IGP-DI but a different
data-collection period. As well as full monthly releases, two 10-day previews are reported.
Another index in the IGP group is the IGP-10, released monthly, which also uses the same
structure as the IGP-DI, again differing only with regard to the length of time over which the data
is collected.
Brazilian Institute of Geography and Statistics (Instituto Brasileiro de Geografia e Estatística IBGE)
The Brazilian Institute of Geography and Statistics, a federal government agency, calculates the
National Consumer Price Index (INPC) and the Enlarged Consumer Price Index (IPCA), both
released on a monthly basis. The IPCA is used as the reference for the inflation target.
Economic Research Foundation, São Paulo University (Fundação Instituto de Pesquisas
Econômicas da Universidade de São Paulo - FIPE-USP)
FIPE-USP has been calculating the monthly Consumer Price Index (IPC-FIPE) retroactively
since 1939.
Other price indices are also available. A price index for a representative food basket is
calculated daily by the Consumer Protection Agency (PROCON) and the Inter-Trade Union
Statistics and Socioeconomics Department (DIEESE).
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Foreign Direct Investment
Brazil has been one of the world's leading recipients of Foreign Direct Investment (FDI) in
recent years. According to a survey conducted in 2008 by the United Nations Conference on
Trade and Development (UNCTAD), Brazil ranked third in the world as a priority recipient of FDI
between 2010 and 2012, and among emerging economies, after China and India.
Foreigner Direct Investment in Brazil in 2010 reached US$ 48,5 billion, it was the biggest result
since the beginning of the FDI registry conducted by BC, in 1995.
These large inflows of FDI have been sustained by various factors, including the size of the
domestic market, political stability and stable macroeconomic conditions (especially in terms of
enhanced fiscal discipline), as well as by various economic reforms implemented in the last
fifteen years.
As well as its very positive financial impact on the balance of payments, FDI has played a major
role in expanding industrial capacity and the supply of services, and in boosting
competitiveness.

Inflation
Under the inflation-targeting framework, annual inflation targets for the national Broad
Consumer Price Index (IPCA) are set by the National Monetary Council and announced by the
Minister of Finance.
Monetary policy decisions are based on inflation forecasts, dependent upon alternative interest
rate paths, and take into account the state of the economy and the probable future development
of exogenous variables.
According to a recent IMF study, inflation targeting has increased the responsiveness of
inflation levels to monetary policy. The inflation index used for the purpose of setting interest
rates is the IPCA. The inflation target after the 1999 currency crisis was initially quite high: 8%
for the year 1999 and 6% for 2000. Since 2005 the target has been set at 4.5% per year. A
variation of 2 percentage points around the target is permissible – so, for example, in 2009 the
rate of inflation needed to be kept between 2.5% and 6.5%.
Principally because of the rise in food price, inflation rate in 2010 reached 5,91% even though
inflation target had been set at 4,5%, food price inflation rose, alone, 10,39%.
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Foreign Capital in Brazil
Foreign Capital in Brazil is governed by Act 4.131 issued on September 3th, 1962 (the Foreign
Capital Law); and Act 4.390 issued on August 29th, 1964. Both laws are regulated by Decree
No. 55.762 of February 17th, 1965, and have been amended.
According to Act 4131 "foreign capital is considered to be any goods, machinery and equipment
that enter Brazil with no initial disbursement of foreign exchange, and are intended for the
production of goods and services, as well as any funds brought into the country to be used in
economic activities, provided that they belong to individuals or legal entities resident or
headquartered abroad."
There are two official exchange markets in Brazil, both of which are subject to Central Bank
regulation, and operate at floating exchange rates:
a. the free commercial/financial exchange rate market, which is reserved basically for (i)
trade-related transactions (import and export); (ii) foreign currency investments in Brazil;
(iii) foreign currency loans to residents in Brazil; and (iv) other transactions involving
remittances abroad that are subject to preliminary approval from the Brazilian monetary
authorities; and
b. the tourism exchange rate market, which was initially developed for the tourism
industry, and was later expanded to cover certain other transactions. Applicable
regulations indicate the types of transactions that qualify for this market.

While both markets operate at floating rates negotiated between the parties, the key distinction
between them is that (i) the commercial/financial exchange market is restricted to transactions
that in certain cases require preliminary approval from the Brazilian Central Bank; and (ii) the
tourism exchange market is open to transactions that do not require such approval.
Exchange operations are effected by means of exchange contracts, and may be divided into
transactions entailing the entry of foreign capital, and transactions entailing an outflow of foreign
exchange.
Effective from February 1st, 1999, the exchange positions on the free and floating exchange
rate markets were unified for financial institutions, according to Brazilian Central Bank
Resolution No. 2.588 of January 25th, 1999. Resolution 2.588 may be viewed as the first step
taken by the Brazilian Central Bank towards unification of the free and floating exchange rate
markets.
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Restrictions on Foreign Investment
Participation of foreign capital in the following activities is prohibited:








nuclear energy;
health services;
the ownership and management of newspapers, magazines and other publications, and
of television and radio networks;
the ownership of property in rural areas and of businesses abutting on international
borders;
post office and telegraph services;
domestic airline concessions; and
the aerospace industry.

There are still certain restrictions on participation of foreign capital in financial institutions, which
can however be circumvented if in the national interest. Supplementary legislation must still be
enacted to regulate this matter, including for insurance companies.
As a result of the constitutional reform mentioned below, Brazilian companies, even when
controlled by aliens, can acquire, commercially exploit and lease rural land.
The 1995 constitutional reform had the following main effects in relation to the economic sector:
a) it eliminated the concept of a Brazilian company with domestic capital, and
reestablished the traditional concept of a Brazilian company as a company that is
organized pursuant to Brazilian law, and headquartered and managed in Brazil;
b) it allowed private telecommunications companies to commercially offer sound or
sound/image broadcasting services either directly or through concession, authorization
or licensing;
c) it eased the government monopoly, allowing private capital to be contracted to prospect
for, research, refine, trade or transport petroleum and explore gas pipelines;
d) the various Brazilian states were allowed to directly or via concession offer commercial
piped gas services; and
e) constitutional restrictions on offshore companies' engaging in cabotage (coastal
navigation) services were lifted. Ordinary law must now be enacted to regulate these
various areas.

Brazilian companies may request and obtain a permit to operate in the mining sector, even
when controlled by a foreign company.
Act 9.074 of July 7th, 1995, provided that the Concessions Law (Act 8.987 of February 13rd,
1995) applies to the participation of private companies in the generation and transmission of
electric power and commercial running of customs posts and terminals, highways and barriers.
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Registration of Foreign Capital
Foreign capital should be registered with the Brazilian Central Bank, through the Electronic
Registration System — Foreign Direct Investments (Registro Declaratório Eletrônico —
Investimento Externo Direto - RDE-IED).
The registration of foreign capital is required when the commercial/financial exchange rate is to
be used for the remittance of profits abroad, the repatriation of capital, and the registration of
the reinvestments.
Investments will always be registered in the foreign currency in which they are actually made, or
in Brazilian currency, when they originate from a non-resident account duly maintained in Brazil.

Currency Investments
No preliminary official authorization is required for investment in currency. The investment to
subscribe for capital or to buy a stake in an existing Brazilian company can be remitted to Brazil
through any banking establishment authorized to deal in foreign exchange. However, closing of
the exchange contract is conditional on the existence of a RDE-IED registration number for the
foreign investor and the Brazilian investee.
Registration of the investment is made through the RDE-IED System by the Brazilian company
receiving the investment within 30 days of closing of the exchange contract for the remittance,
together with documents reflecting capitalization of the funds.
Foreign currency investments must be registered in the original currency or, upon express
request of the investor, in another currency, maintaining the exchange parity, in addition to the
registration in Brazilian currency, as mentioned above.

Investment by Conversion of Foreign Credits
If the foreign credits to be converted into investments are duly registered at RDE, no preliminary
authorization from the Brazilian Central Bank is required. After receipt by the investee of the
credit characteristics, and of a statement from the creditor consenting to the conversion, then a
token exchange transaction must be performed, representing the purchase and sale of the
foreign currency.
As for the credits not entered at RDE, a preliminary authorization from the Brazilian Central
Bank is required for their conversion into investment.
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Investment by Import of Goods without Exchange Cover
Investment by import of goods without exchange cover (to pay up corporate capital) does not
require a preliminary approval from the Brazilian Central Bank.
The goods, machinery and equipment must be intended for production of goods or rendering of
services. In the cases of both imports of used goods and imports backed by tax incentives, such
goods must have no Brazilian counterpart. Second-hand goods must be used in projects
fostering the economic development of Brazil.
Once the imported tangible goods have been cleared by customs, the Brazilian company has
90 days to make the respective investment registration at RDE-IED.
As for intangible goods, the respective foreign direct investment will be conditioned to the
Central Bank preliminary approval.

Remittance of Profits and Treaties to Avoid Double Taxation
There are usually no restrictions on the distribution and remittance of profits abroad. Profits and
dividends posted and distributed as from 1996 are exempt from income tax..
Brazil has signed double-taxation avoidance treaties with the following countries: Germany,
Argentina, Austria, Belgium, Canada, China, South Korea, Denmark, Ecuador, Spain, the
Philippines, Finland, France, the Netherlands, Hungary, India, Italy, Japan, Luxembourg,
Norway, Portugal, the Czech Republic, Slovakia and Sweden.

Reinvestment of Profits
According to the Foreign Capital Law, reinvestments are profits "made by companies
established in Brazil and assigned to persons or companies resident or domiciled abroad, which
have been reinvested in the company that produced them or in another sector of the domestic
economy."
Should the foreign investor decide to reinvest rather than remit profits, such profits are eligible
for registration as foreign capital along with the original investment, through the RDE-IED
system.

Repatriation
Foreign capital registered with the Central Bank may be repatriated to its country of origin at any
time without authorization. Remittances in excess of the registered amount will be considered
capital gains for the foreign investor, and are thus subject to 15% withholding income tax.

Doing Business in Brazil

Remittances Abroad
Remittance of funds abroad in foreign currency using the commercial/financial exchange rate is
restricted when such funds are not registered with the Central Bank, since the remittance of
profits, repatriation of capital, and registration of reinvestment are all based on the amount of
foreign investment registered.
The international transfer of funds in Brazilian currency between residents (including
subsidiaries of foreign companies) and nonresidents, provided that the transactions are carried
out through banks authorized to deal in foreign exchange in Brazil, is expressly free and does
not require prior approval.
Local currency transferred abroad is converted into foreign currency through a number of
mechanisms, one of them being interbank transactions on the tourism exchange market.
The remittance of foreign currency abroad for investment purposes (up to US$ 5 million per
year) is entirely free. Transactions in excess of such value require preliminary approval from the
Brazilian Central Bank. In any event, it is required that the remittances be made on the tourism
exchange market, and carried out through banks authorized to deal in foreign exchange in
Brazil. Certain formalities have to be complied with.

Transfer Abroad of Investments in Brazil
The equity interest owned in a Brazilian company by a foreign investor may be sold abroad, with
no tax implications in Brazil, irrespective of the price paid. The foreign purchaser will be entitled
to register foreign capital in the same amount as the registration previously held by the selling
company, regardless of the price paid for the investment abroad. In this case, the foreign
purchaser—through its representative resident in Brazil—must enroll at RDE-IED and then
enter its purchase. At the same time, the foreign seller must update its registration at the
Brazilian Central Bank, also through RDE-IED, so as to account for cancellation of the values
referring to the portion then disposed of. This registration is necessary for the new investor to
remit/reinvest profits and to repatriate capital based on the commercial/financial exchange rate.

Offshore Loans
Pursuant to Central Bank Resolution No. 2770 of August 30, 2000, the financial conditions
underling an offshore loan transaction between Brazilian-based and foreign-based persons
must be submitted to and registered with the Central Bank within 10 business days after
settlement of the respective currency exchange transaction. The Central Bank will review the
respective application through FIRCE, and will then issue a certificate of registration for the
corresponding transaction. Such registration will enable the borrower to make remittances of
loan principal and charges.
A certificate of registration issued by FIRCE is valid for up to 120 calendar days counted from
each maturity date stated on the respective certificate. After such deadline, no payment may be
made under such certificate, whether for closing of currency exchange transactions or for
payment in Brazilian currency. The parties interested in making any payment after such period
(or in changing the terms and conditions originally agreed on) must apply to FIRCE for
revalidation of such certificate.
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Portfolio Investments
Any foreign institutional investors that are interested in trading shares directly on the Brazilian
stock exchanges may now avail themselves of a new mechanism that revamped the rules on
foreign investments in the Brazilian financial and securities markets (foreign portfolio
investments).
A non-resident investor is accorded the same registration codes and treatment available to
resident investors for investments in the fixed and floating income markets, and may freely
migrate from one investment mechanism to another.
Portfolio investments are open to non-institutional legal entities and individuals based abroad.
Under these regulations, non-resident investor, whether acting as an individual or on a
collective basis, means the individual or legal entity, fund or other investment pool with
residency, headquarters or domicile abroad. As a result, foreign-based individuals and noninstitutional entities are allowed to make direct investments in Brazil, without being subject to
the eligibility requirements (e.g., minimum asset requirements) set out in CVM Instruction No.
169.
Non-resident investors are only required to trade in derivatives or other futures positions on
stock exchanges, futures and commodities markets, or organized over-the-counter markets, or
else through registration, clearing and custodial systems recognized by the Brazilian authorities,
such as the Securities Registration and Clearing System managed by the Securities Custodial
and Clearing Center (Central de Custódia e de Liquidação Financeira de Títulos — CETIP), the
Special Custodial and Clearing System (Sistema Especial de Liquidação e de Custódia —
SELIC) managed by Brazilian Central Bank, and Brazilian Custodial and Clearing Company
(Companhia Brasileira de Liquidação e Custódia).
Non-resident investors must meet the following basic requirements:
(i)
(ii)
(iii)
(iv)
(v)

one or more nominees must be appointed under a mandate;
one person must be appointed to be held accountable for the investor's tax obligations;
a form must be filled out as per the attachment to CMN Resolution No. 2689 ("Form");
a custodial agreement must be entered into with a CVM-accredited institution; and
the CVM registration must be obtained.

The investor's representative will have to make necessary disclosures to CVM and BACEN
upon request, as well as to keep updated records and certify the signature of a non-resident
investor, among other duties. For its part, the investor only has to retain one or more custodian
institutions, considering the obligation to have assets and securities, as well as other financial
transactions carried out by a non-resident investor, registered, held in custody or maintained in
a depositary account at an institution or entity authorized by Brazilian Central Bank or CVM to
render such services, as the case may be.
The foreign investor, if it wishes, can invest 100% of its portfolio in just one publicly-held
company. However, trades cannot result in the direct or indirect acquisition of a controlling
interest or in an increased stake in a controlled or associate company, nor in the acquisition of
securities from closely-held companies. All trades involving publicly-held companies authorized
to trade on the securities market should be carried out on the stock exchange.
The capital gains earned by non-resident investors from trades in stocks issued by publicly-held
companies are not subject to income tax. Any positive results obtained in stock, commodities,
futures, or like markets are considered capital gains.
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However, the same does not apply to income, which is taxed:
a) at 10%, when arising from investments in floating-income funds (which are now
admitted under the new regulations), swaps and other futures transactions off the stock
exchanges; and
b) at 15% in the other cases, including fixed-income investments and interest on net worth.
This favorable treatment is not available for investments sourced in countries where income is
either not taxed or subject to taxation at less than 20% (the so-called "Tax Havens"), which are
subject to the same rules as those applying to persons resident and domiciled in Brazil.
In addition to income tax, non-resident investments are still subject to the Tax on Financial
Transactions (Imposto sobre Operações Financeiras — IOF) on the Brazilian currency value of
the exchange contract entered into upon the currency inflow.
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Foreign Trade System
Entry of foreign goods into Brazil for internal consumption is subject prevailing MERCOSUL and
Common Foreign Tariff (TEC) guidelines, based on the Common MERCOSUL Nomenclature
(NCM).
Most import duties range from 0% to 35%, but the federal government has implemented an
import policy that is intended to reduce such rates to an average 14%. Import duty is calculated
on the price at which the goods are offered for sale on the wholesale market in the exporting
country, plus the cost of insurance and freight (c.i.f.).
It should be stressed, however, that increases in import duty are specifically excluded from
application of the rule that no tax may be levied unless the law came into force before the
beginning of the relevant tax year (the ex-post-facto rule). In other words, the federal
government may change import duty rates at any time. Consequently, this is one of the basic
mechanisms of the federal government for controlling imports.
Furthermore, subject to certain exceptions, the import of products comparable to locally
manufactured products may not be eligible for certain tax or exchange advantages (i.e.
exemptions or reductions). The responsibility for ascertaining whether a comparable domestic
product exists lies with the Brazilian Foreign Trade Department (SECEX), which normally
consults the domestic manufacturers. Domestically manufactured products are considered to be
comparable to foreign goods if they are capable of replacing the imported products in terms of
quality, price and delivery terms.
Imports are also subject to IPI and ICMS. Under specific conditions, some imported goods are
eligible for tax exemptions, reductions and incentives in respect of IPI and/or ICMS.
The exporters of manufactured goods are entitled to export incentives, represented by financial
and tax incentives, such as IPI and ICMS immunity for all manufactured products. They also
qualify for maintenance of ICMS and IPI credits ensuing from the purchase of raw materials and
inputs used in the manufacturing process, which can be deducted from the taxes due on
business transactions on the domestic market.
These are the main tax incentives available, but there are many others offered in accordance
with the government interest in the development of certain economic and social areas.
In order to trade in imports, companies must be registered with the SECEX General Register of
Exporters and Importers. Any applicant complying with the necessary requirements will be
registered. In exceptional cases where a company is shown to be involved in certain acts,
SECEX may cancel or suspend (for up to two years) registration or may refuse an application
for registration.
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Types of Organizations
The setting up of a foreign branch to operate in Brazil is subject to the provisions of Decree-law
2.627 of September 26th, 1940 (articles 64 to 73) and Normative Ruling DNRC No. 81 of
January 5th, 1999.
The foreign company must submit an application to the Brazilian Government, which must be
approved by presidential decree. A certificate of the decree and other pertinent acts will then be
published in the Official Gazette, and a copy registered at the appropriate commercial registry.
Only after all formalities have been completed will the branch be in a position to start up its
activities. The foreign company must also empower a representative—who need not be
Brazilian but must be resident in Brazil--to act on its behalf.
As the procedure is lengthy, and the red-tape and expenses involved are greater than for
setting up a Brazilian company, the establishment of a branch in Brazil is not recommended,
except in very special circumstances.
Brazilian law provides for several forms of corporate organization, with the most widely adopted
being the sociedade por quotas de responsabilidade limitada (LTDA) and the sociedade
anônima (joint-stock company).

Limited Liability Company by Quotas (LTDA)
The LTDA which is governed by Decree No. 3.708 of January 10th, 1919, is a hybrid between a
partnership and a company by shares, with aspects of each type of entity.
A LTDA is required by law to have at least two partners, who, with few exceptions, need not be
Brazilian nationals, and can be either corporate or natural persons. In fact, the partner need not
even be resident in Brazil.
When the capital is not yet fully paid up, the liability of the partners is limited to the total capital
of the company. Once the capital is paid up, liability is limited to the amount of each partner's
participation.
Holdings in a LTDA are reflected in the company's articles of association, since the quotas
representing the division of capital are not represented by certificates as in the case of shares.
The articles must therefore be amended whenever quotas are assigned, transferred, or
increased, so as to accurately reflect the ownership of the company's capital.
There is no requirement as to the minimum capital that must be paid up on initial subscription or
subsequent capital increases, except for certain types of companies for which the law provides
for a minimum capital requirement.
The LTDA may be managed by all the partners, by some partners, or by only one partner. The
articles of association must state who is to be the managing partner. Should the managing
partner be a legal entity or an alien resident abroad, the delegation of administration and
management powers to one or more individuals resident in Brazil is required. The partners can,
however, retain control over certain decisions by reserving certain rights in the articles of
association.
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The LTDA need not publish its accounts, amendments to its articles of association, or other
corporate documents. This entails less expense and the right to maintain a certain degree of
confidentiality as to company affairs. The articles of association are, however, still public,
meaning that third parties may obtain copies by application to the commercial or civil registry of
legal entities with which the articles of association and their amendments must be filed.

Brazilian Joint-stock Companies (S.A)
The joint-stock company is the corporate form which most closely resembles a joint-stock
company or corporation. It is governed by Act 6.404 of December 15th, 1976, and its
amendments (the Corporation Law).
A joint-stock company must in principle have at least two shareholders, who are liable only to
the extent that the share capital for which they have subscribed remains unpaid.
A joint-stock company may be formed by public or private subscription. In either case, all the
shares must be subscribed for by at least two persons, and a minimum of 10% of the capital
must be paid up. The paid-up capital must be deposited with a commercial bank until all
formalities for formation of the company have been completed.
The formation of a company by public subscription entails: preliminary registration of the share
issue with the Brazilian Securities and Exchange Commission (CVM); the intermediation of a
financial institution; approval of the incorporation of the company by a general meeting called by
the incorporators at the close of the subscription period; and appraisal of any assets contributed
to the company in lieu of cash payments for the shares.
Formation by private subscription may take place at a general meeting of the incorporators, or
by a public deed of incorporation published simultaneously with subscription for the shares. If
any of the shares are paid up other than in cash, a general meeting must be called to value the
assets contributed.
All documents relating to the formation of the company must be filed at the commercial registry,
and subsequently published in the Official Gazette and in another widely circulated newspaper
published where the company has its principal place of business.
This type of company may be either publicly- or closely-held. A publicly-held company must be
registered at CVM, along with the securities it issues, which may be traded on the stock
exchange or on the over-the-counter market. The securities of a closely-held company are not
available to the general public.
The capital may be either subscribed or authorized. In the case of a company with subscribed
capital, the company's bylaws state the amount of capital actually subscribed for by the
shareholders, although this capital need not necessarily be paid up. The bylaws of an
authorized capital company establish the limit up to which the capital actually subscribed for by
the shareholders may be increased without the obligation of executing an amendment to its
bylaws. The authorized capital limit may also consist of a number of shares, rather than an
amount expressed in currency.
Company capital is divided into several kinds of shares, all of which have different advantages,
rights or restrictions attributed to them.
Common shares in a closely-held company may belong to different classes, depending on:
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their no convertibility into preferred shares;
the requirement that the shareholder be Brazilian; or
the right to vote separately for election of certain officers of the company.

Preferred shares in a publicly or closely-held company may belong to one or more classes, and
carry rights and/or privileges that may include the right to elect certain members to the
company's administrative bodies, even should the preferred shares be granted no other voting
rights. Holders of nonvoting preferred shares will be entitled to receive dividends at least 10%
higher than those paid to common shares, except for the shares that are entitled to cumulative
or noncumulative fixed or minimum dividends. Other privileges that may be granted to the
holders of preferred shares are priority in the distribution of dividends by way of a fixed or
minimum dividend, and/or priority in reimbursement of capital.
The amount of preferred shares issued by the company may not exceed two-thirds of the
company's total outstanding shares.
Shares need not have a par value, and may be represented by certificates.
Shares may be paid up in cash or in assets capable of being valued in cash. Appraisal of the
assets is obligatory, and the evaluation report must be approved by the shareholders in a
general meeting.
Shares in a publicly-held joint-stock company may only be transferred after 30% of their issue
price has been paid. The company may not purchase its own shares except in the
circumstances provided for by law.
The bylaws of a closely-held company may restrict the circulation of shares, provided they do
not prevent their transfer. Should such restrictions be imposed by means of an amendment to
the bylaws, they will only apply to the shares of those holders who expressly agreed with them.
Other securities which may be issued by a joint-stock company are participation certificates,
subscription warrants, and debentures. The rules relating to the ownership and circulation of
shares are also applicable to these securities, although they do not form part of the capital.

Participation Certificates
Participation certificates are no-par securities which confer on their holders the right to
participate in up to 10% of annual profits. These securities carry none of the rights attributable
to the shareholders, except the right to review the actions of the corporate officers. The bylaws
may provide for the redemption of participation certificates by capitalization of a reserve
especially created for this purpose.

Subscription Warrants
A company with authorized capital may issue negotiable securities called subscription warrants.
These securities entitle their holders to subscribe for shares when the capital is increased,
subject to the conditions stated on the certificates.
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Debentures
Debentures are securities that give their holders a credit with the issuing company. The par
value, relevant conditions, rights, and guarantees of the holders, and the date of maturity must
be set forth in the certificates. Inclusion of a monetary adjustment clause is possible.
Debentures may be converted into shares, and are guaranteed by the issuing company. The
total value of debentures issued, except where otherwise permitted by law, may not exceed the
capital of the company.

Shareholders' Rights
Shareholders have the following basic rights:






participation in the company's profits;
participation in the distribution of the company's assets if the company is wound up;
overseeing the management of the company's affairs;
priority in the subscription for shares, participation certificates, convertible debentures
and subscription warrants; and
withdrawal from the company in the circumstances stipulated by law.

Shares in each class confer equal rights on their holders.
Each common share carries one vote at general meetings of the company. No shareholder is
entitled to plurality vote. Holders of preferred shares may enjoy any of the rights attributed to the
common shares--including the right to vote - but their rights may be restricted provided that they
are not deprived of their basic rights. Preferred shares without voting rights, or with restricted
voting rights, acquire full voting rights if the company fails to distribute the fixed or minimum
dividends within the period stipulated in the bylaws (not exceeding three consecutive years),
and keep this right until the company pays dividends.

Shareholders' Agreements
Filing with the company of any shareholders' agreement regarding the purchase and sale of
shares, the right of first refusal for acquisition of shares, or the exercise of voting rights enables
the shareholders to enforce the terms of such agreement.

Corporate and Monitoring Bodies
The administration and management of a company are carried out by the following corporate
and monitoring bodies: the Shareholders' General Meeting, the Board of Directors (Conselho de
Administração), the Executive Committee (Diretoria) and the Audit Committee.
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General Meetings
General Meetings are attended by stockholders; they are called and instated pursuant to
applicable laws and the corporate bylaws, with authority to resolve on all transactions related to
the company's object, as well as to pass any resolutions deemed advisable for its protection
and development. Such powers, however, are limited to the company's business purpose,
applicable laws and the bylaws.
Annual Meetings have the purpose of verifying the management accounts; examining,
discussing and voting on financial statements; electing officers and members of the Audit
Committee; and resolving on the allocation of the net profits for each fiscal year, as well as on
the distribution of dividends. All other cases require an Extraordinary General Meeting.
Separate General Meetings may be called to discuss specific subjects related to holders of
preferred shares, debentures, participation certificates or subscription warrants.

Management Bodies
Pursuant to law, the shareholders have the choice of dividing the corporate management body
into two parts: the Board of Directors and the Executive Committee. Should the company
choose not to have a Board of Directors, the Executive Committee will perform all administrative
functions, outline the overall policy of the company business, and execute it in compliance with
the company's bylaws. Members of these corporate bodies must reside in Brazil, except for the
members of the Board of Directors, who may reside abroad, provided they appoint an attorneyin- fact residing in Brazil with powers to receive service of process in lawsuits filed on the basis
of corporate legislation.
In the event a Board of Directors is convened, the Executive Committee will have to comply with
its decisions. The officers (diretores) will have the freedom necessary to carry out their duties.
The establishment of the Board of Directors is mandatory for publicly-held and authorized
capital companies and for banks.

The Board of Directors
The Board of Directors acts as an intermediary between the General Meeting and the Executive
Committee. It has as well full authority to establish the economic, corporate and financial policy
to be followed by the company, and to supervise on a permanent basis the Executive
Committee members.
General Meetings are charged with electing the Board members, or dismissing them either
totally or in part.
The bylaws establish the number of Board members (at least three), how to replace them, their
term of office (which will not exceed three years, with re-election being permitted), the rules
concerning their call, instatement and operation.
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The Executive Committee
The Executive Committee will consist of two or more officers, who can be elected and dismissed
at any time by the Board of Directors. The officers are immediately subordinate to the Board of
Directors, and subject to the General Meeting only if there is no Board of Directors. The officers
will represent the company in its dealings with third parties.
The bylaws will establish the number of officers permitted, the manner of their replacement,
their term of office (which will not exceed three years, with re-election being permitted), and the
assignments and powers of each officer.
Officers will perform their duties separately, according to their assignments and powers, but in
keeping with the other officers, and will not be held liable for any obligations assumed on behalf
of the company as routine acts necessary for the company's management.

The Audit Committee
The Audit Committee may be either permanent or appointed for a specific financial year. Should
the Audit Committee not be permanent, it may be instated, at the stockholders' discretion, at a
general meeting.
This committee will be responsible for supervising the senior managers and providing
information in this respect to the General Meeting. The Audit Committee may request that the
senior management appoints experts to verify facts that need to be clarified for them to
discharge their duties. Should the company have independent auditors, the Audit Committee
members may request that they provide clarifications or information, or verify specific facts. It
occasionally may play an important role in defending the company and its stockholders, when
charged with examining the management acts in such a way as to ensure that they perform
their legal and corporate duties.
The Audit Committee's duties can be neither delegated nor attributed to any other body of the
company.

Liability of the Senior Management
The members of the Audit Committee, Board of Directors and Executive Committee will be
liable for any damages resulting from omission in performing their duties and from acts
performed negligently or maliciously, or that violate the law or the company's bylaws. They will
not be held liable for unlawful acts carried out by other members, except if they act in collusion
with them or in fact participate in such act.

Transformation
A company may be transformed from one type to another, without dissolution and liquidation.
For example, a joint-stock company can be transformed into a LTDA (limited liability company
by quotas), or vice versa. Stockholder approval must be unanimous, unless otherwise provided
for in the bylaws. Dissident shareholders have the right to withdraw.
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It is often advantageous to incorporate a company as a LTDA, as this is simpler and less
expensive than the incorporation of a joint-stock company. The company could then be easily
transformed into a joint-stock company at a later stage.

Mergers, Consolidations and Spin-offs
Mergers, consolidations or spin-offs may be effected between companies of the same or
different types.
A merger entails the absorption of one or more companies into another, which then succeeds to
all rights and obligations of the merged companies, which are consequently extinguished.
The consolidation of two or more companies entails the extinguishment of the consolidated
companies and the formation of a new company, which will succeed to all the rights and
obligations of the former companies.
Corporate spin-off entails the transfer of part or all of a company's assets and liabilities to one or
more companies already in existence or formed for this purpose, dividing the company's capital
in the event of partial spin-off. Should all the company's assets and liabilities be transferred, the
company is thereby extinguished. Rights and obligations of the spun-off company are absorbed
proportionately by the companies receiving the net value transferred.
The proposal for merger, consolidation or spin-off of one or more companies must be explained
and justified in a protocol of justification signed by the senior managers of the companies
involved. The protocol must then be approved by a general meeting of the partners of these
companies. Shareholders dissenting from the decision of the general meeting approving the
merger, consolidation or spin-off of the company should have the right to withdraw.
Appraisal of the net worth of the company or companies to be merged, consolidated or spun off
is mandatory, and must be approved by the partners in a general meeting.

Wholly-owned Subsidiaries
A wholly-owned subsidiary is a company whose total share capital is owned by another
company. This is the only way that a single shareholder can own the total share capital of a
company. The owner of the subsidiary must be a Brazilian company. Incorporation by public
deed is required.

Joint Ventures
Joint ventures are not specifically defined by Brazilian legislation. In Brazilian business practice,
a joint venture is a company stemming from the agreement of two or more parties to carry out a
business enterprise jointly. This can be accomplished by forming a new company or by
subscribing for or acquiring shares or quotas in an already-existing company. A joint-venture
company may take the form of any of the business organizations recognized under Brazilian
law.
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Amendments to the Companies' Law (Act 6.404 December 15, 1976)
Act 9.457 of May 5th, 1997 - the main modifications:




Exclusion of the Item I, in the article 16, which addresses about ordinary stocks
convertibility in non public companies.
Amendment to article 17 and its Items, which addresses about preferred stock
advantages.
Amendment to article 14, Items IX, X and XI, which addresses about statements in the
stock certificate.

Act 10.303 of October 31st, 1997 - the main modifications:



Article 4 - changed definitions of publicly or closely-held company, and details about
companies foundation.
Article 15 - changed the restriction to a minimum of preferred stocks without vote rights
to 50%.

Act 11.638 of December 28th, 2007 - the main modifications:



Modifications in several accounting aspects.
Modifications in several taxation aspects.

Provisional Measure 449 of December 3rd, 2008


Modifications in certain aspects of the tax law and corporate law.
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Insurance Companies
Article 192 of the Federal Constitution states that insurance companies require preliminary
governmental authorization to operate, and establishes that the granting of such authorization
and participation of foreign capital in insurance companies will be regulated by supplementary
legislation. The incorporation and operation of insurance companies in Brazil are governed by
Decree-law 73/66, as regulated by Decree 60.459/67, specific provisions of the Civil and
Commercial Codes, and regulations issued by the specific bodies indicated below.
The incorporation of an insurance company is subject not only to the requirements usual for the
incorporation of joint-stock companies in general, but also to specific proceedings.
Authorization for a company to act as an insurance company is granted under an ordinance
issued by the Ministry of Finance. To obtain such authorization, the incorporators must submit a
written application to CNSP, through SUSEP, together with proof of the regular incorporation of
the company, proof of the deposit at Banco do Brasil S.A. of a portion of paid-up capital, and a
copy of the company's bylaws.
The Minister of Finance, acting as the president of CNSP, will grant authorization by means of
an ordinance, stating the different types of insurance that can be offered by the company, and
any requirements for the company to engage in this activity.
As from publication of the ordinance, the company has 90 days to offer proof to SUSEP that it
has subscribed for the required amount of IRB's shares; that it has made all due registrations
and published all acts required by law to start operation; and, if applicable, that it has complied
with any SUSEP requirements.
Any proposal for alterations in the bylaws, consolidation, merger or any other similar operation
carried out by an insurance company must be submitted to CNSP and SUSEP, and then to the
Minister of Finance for approval. Should a company have insufficient capital resources or
technical reserves, or poor financial standing, SUSEP may appoint a fiscal director to act within
the company.
CNSP Resolution 155/2006 establishes a minimum capital requirement for insurance
companies according to the field of activity, at least 50% of which must be paid up upon
incorporation in cash or federal government bonds.
All applications for the transfer of share control of insurance companies must be examined by
SUSEP in advance.
Insurance companies are not subject to the ordinary rules of bankruptcy. There is a special
dissolution procedure that may be voluntary or compulsory (when the company is guilty of
certain acts prohibited by law). The respective proceedings are always carried out by SUSEP.
Another special requirement to keep in mind is that foreign insurance brokers may only be
represented in Brazil by brokers registered with SUSEP.

Doing Business in Brazil

Financial Institutions
Financial institutions include commercial banks, investment banks, multiservice banks, credit,
financing and investment companies, securities dealerships, and brokerage companies, and are
governed Act. 4.595 of December 31th, 1964 (the Banking Law) and Act 4.728 of July 14th,
1965 (the Capital Market Law).
The incorporation of private financial institutions is subject to certain restrictions, such as
mandatory preliminary authorization to operate from the Brazilian Central Bank, incorporation as
a joint-stock company, and issuance of shares in registered form. In addition, all corporate
documents, amendments to their bylaws, capital increases and other no routine corporate acts
must be approved by the Brazilian Central Bank.
The Federal Constitution prohibits the setting up of new offices of foreign financial institutions in
Brazil, as well as any increases in foreign participation in the capital of financial institutions with
their principal places of business in Brazil, until the corresponding legislation can be enacted, or
in the event that the investment is recognized as being of national interest.
Generally speaking, foreign capital participation in financial institutions is limited to one-third of
the voting capital and to one-half of the total share capital.
The share capital and net worth of financial institutions must always meet the minimum capital
and debt-to-equity ratio requirements imposed by the Brazilian Central Bank for each type of
financial institution.

Commercial Banks
Commercial banks are financial institutions that are allowed to offer checking services. Their
main business is the receipt of cash deposits from the public, and the making of short-term
loans. Provided applicable requirements are satisfied, commercial banks may also be
authorized to deal in foreign exchange.

Investment Banks
Investment banks specialize in medium and long-term financing for the supply of capital and
investment of third-party funds. Investment banks may also deal in foreign exchange, provided
the necessary requirements are fulfilled and Central Bank authorization is granted.

Securities Dealerships
Securities dealerships underwrite securities for resale or distribution on the market. The Central
Bank establishes the minimum capital for this type of company from time to time.
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Brokerage Companies
Brokerage companies have the exclusive right to deal on the stock exchange in authorized
securities and other commercial instruments. They may also act as intermediaries in auctions
held in connection with debt/equity conversions.

Multiservice Banks
Multiservice banks are entities that may upon authorization exercise all the functions of
commercial banks, investment banks, credit, financing and investment companies, real estate
credit companies, and leasing companies. The activities related to each type of company are
carried out by separate departments of the bank.

Leasing Companies
Leasing companies are subject to the same basic conditions governing financial institutions in
general.
Leasing operations are restricted to leasing companies; multiservice banks; investment,
development and savings banks (provided they have a specialized leasing department); and, in
the case of real property, real estate credit companies, and savings and loan associations.

Licensing of Financial Institutions
The Central Bank sets forth the procedures for obtaining a license to operate a financial
institution. It may also provide for special requirements for each type of institution.
Should the interested party not comply with the requirements within the time frame fixed by the
Central Bank, the application will lapse.
As a prerequisite for obtaining a license to operate as a financial institution, a company must
comply with the provisions of both the Corporation and Banking Laws.
The Brazilian Monetary Council will establish the minimum start-up capital for each type of
company. At least 50% of the amount subscribed for must be paid up in cash, and deposited
with the Central Bank within five days of receipt by the financial institution.

Agencies/Branches
The setting up of a permanent agency/branch of a Brazilian financial institution requires
preliminary authorization from the Central Bank. An authorized agency/branch must initiate its
business activities within 360 days of official publication of the authorization, notifying the
Central Bank that it has done so on the date it opens, under penalty of automatic cancellation of
the respective authorization.
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The setting up of a permanent branch, agency or representative office abroad is subject to the
preliminary approval of the Central Bank. Acquisition of a stake in the capital of foreign entities
by financial institutions with principal places of business in Brazil is also subject to such
approval.
There are no regulations as to the kind of business in which such agencies, branches or offices
may engage. However, should the foreign country not establish limitations on the third-party
funds that may be raised by sight and term deposits, or on the guarantees that may be granted,
the agency, branch, representative office or subsidiary must comply with the rules to which the
bank is subject in Brazil.
The procedure for setting up of a branch or agency in Brazil of a financial institution with its
principal place of business abroad is basically the same as for a branch of a Brazilian institution.
The original documents resolving on the setting up of the branch must be notarized and
legalized at a Brazilian consulate, translated by a certified translator, registered at a registry of
deeds and documents, and then submitted to the Central Bank for approval.
Representative offices of a financial institution which has no branch or agency in Brazil must
request preliminary authorization from the Central Bank to operate in Brazil.
Only individuals or companies based in Brazil may act as representatives of a foreign-based
financial or similar institution.
The representative will act solely as a link between the principal place of business and its
clients, and will not undertake any business inherent exclusively to financial institutions. Should
the representative exceed these limits, accreditation may be cancelled by the Central Bank,
without prejudice to the applicable criminal sanctions.
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Intellectual Property
Industrial Property
The Act 9.279 of May 15th, 1997, (Industrial Property Law) governs issues related to industrial
property including the granting of patents to medicines, chemical, pharmaceutical and food
products. An additional feature is the recognition given to well-known ("notorious") brands.
The Brazilian Institute of Industrial Property (INPI) is the government entity in charge of
industrial property rights, and formal examination of applications for trademark registrations,
advertising slogan registrations, and issuance of letters patent.
In relation to international protection of industrial property, Brazil is signatory to the Paris
Convention (Stockholm Revision), the Patent Cooperation Treaty (PCT), and the Agreement on
Trade Related Aspects of Intellectual Property Rights ("TRIPS").

Patents
As provided for in article 8 of the Industrial Property Law, the requirements essential for the
granting of a patent in Brazil are: absolute novelty, industrial nature, and inventive nature. A
patent is considered to be new when its subject is not included in the prior art concept. Prior art
constitutes everything that has become accessible to the public through a written or oral
description or by use or any other means, including the contents of patents in Brazil and abroad
before filing a patent application, with the exception of cases where priority was previously
applied for or a priority claim was made pursuant to the Paris Convention.
A patent application that has been normally filed in countries that are members of the Paris
Convention may be filed in Brazil within the terms set out in the Industrial Property Law. These
terms are one year for invention and utility model patents, and six months for industrial model
and design patents.
Letters patent may be issued for the protection of inventions, utility models, and registration of
industrial designs. The protection granted by a patent extends for 20 years, in the case of
inventions; for 15 years for patents on utility models; and for 10 years for industrial design
patents, always as from the date the request for protection is filed at INPI.
Proceedings for the issuance of a letter patent are lengthy and time-consuming. An application
must be submitted to INPI, containing the inventor's claims, a full description of the invention
and its drawing (when applicable), and proof of compliance with all legal requirements. Once
the application has been presented, a preliminary formal examination takes place, and a
certificate of filing is issued. The application will be kept secret for 18 months, and will then be
officially published. The inventor has 36 months to request a formal examination of the
application. Failure to request this formal examination will cause the application to be
considered withdrawn. Granting of any patent application can be cancelled at any time by the
courts.
Commercial use of the patent must be initiated within three years of the date of issue of the
letter patent, under penalty of obligatory licensing or lapse. Extinguishment of a patent may also
occur if its use is interrupted for a period of two or more consecutive years; if the inventor fails to
pay the required annuities to INPI; if the inventor expressly waives the privilege; or if it is
administratively cancelled or judicially annulled.
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The Industrial Property Law provides for conducts that constitute patent infringement, which is
subject to penalties varying from three (3) months to one (1) year of imprisonment or a fine.
This law determines that the manufacture of a product or use of any means or processes
covered by a patent, without authorization of the respective patent owner, will constitute a
patent infringement.

Trademarks
The system for protection of trademarks in Brazil is based on ownership, and all rights stem
from the registration of the trademark in Brazil. No protection whatsoever is accorded an
unregistered owner even though it may have been using a trademark for years.
However, if the foreign owner of an unregistered trademark is able to prove its trademark is
well- known worldwide, it is possible to claim the international protection granted by article 6 bis
of the Paris Convention, which establishes that the signatory countries must deny applications
for registration or cancel registrations of a trademark that reproduces a well-known trademark
registered in another signatory country. However, in order to qualify for the benefit of article 6
bis of the Paris Convention, the owner must apply for registration of its trademark in Brazil.
Application may be made to register a trademark either as a foreign or a Brazilian trademark. A
foreign trademark is registered under the Paris Convention, which establishes an exclusive
priority period of six months from the date of application in the country of origin for its owner to
apply for registration of this same trademark in other countries which are signatories to this
Convention.
In order to file such application in Brazil, it is necessary to submit to INPI a certified copy of the
application for trademark registration in the country of origin, or the certificate of registration.
Registration of a trademark in Brazil may be applied for either by a Brazilian or foreign
company.
If a trademark registration is applied for in Brazil by a foreign company without the priority claim
established in the Paris Convention, it will be considered a Brazilian trademark, and therefore
the benefit of such Convention will not be granted.
Brazilian law requires that the field of business of the trademark owner in Brazil be related to the
goods or services covered by such trademark. In order to apply for registration of a trademark in
Brazil, certification that the applicant is a company duly organized in accordance with the laws
of its country to operate within its field of business is required.
Registration of the trademark protects it for ten years. This period may be extended for
successive ten-year periods.
The use of a trademark is essential to its protection in Brazil. A trademark will lapse if it is not
used for five years from the date of registration, or if its use is interrupted for more than five
consecutive years. Use can be proved by the owner of the trademark in Brazil or by the licensee
that actually uses it.
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Technology Transfer Agreements and Trademark or Patent
License Agreements
Technology transfer agreements in Brazil are subject to filing at INPI. After approval of the
Industrial Property Law, several requirements for approval of agreements of this kind were
eliminated, simplifying the procedures for approval. Among other changes, the list of mandatory
clauses that the agreements should contain was eliminated.
Currently, INPI review of agreements that involve licensing of industrial property rights
(trademarks and/or patents), transfer of technology, technical assistance services and similar
agreements will be limited to examination of the aspects intrinsic to the documents submitted
thereto, the tax and exchange legislation, and any characterization of antitrust or unfair
competition practices.
INPI approval of such agreements is not only essential for the registration at the Central Bank of
Brazil that will allow remittance of the remuneration abroad, but also for the deduction of fees
paid by the licensee or recipient of the technology as operating expenses. Furthermore, INPI
approval of patent license agreements is necessary, together with actual use by the licensee, to
evidence commercial use of the licensed patent and to avoid forfeiture, as well as to enforce
them upon third parties.
Other valid documents evidencing the transfer of technology and conditions governing such
transfers (invoices, for instance) may also be submitted to INPI for approval, thus permitting
remittance of funds abroad and tax deduction of payments resulting from the transfer.
Generally, technology transfer agreements must clearly state their object and the industrial
property rights involved, and describe in detail how the transfer will actually take place.
The license agreements must state the conditions for actual use of patents regularly applied for
or granted in Brazil; the registered trademark in Brazil or application for registration; the
acquisition of know-how and technology not protected by industrial property rights; and the
obtainment of techniques, planning and programming methods, research, studies and projects
intended for execution or rendering of specialized services.
Trademark and patent license agreements must also state whether the license is exclusive and
remunerated, and whether sublicensing is permitted. The term of the agreement must not exceed
the validity of the trademark registration or patent. Trademark and patent license agreements will
only entitle the owners to collect fees if the requirements mentioned above are met.
Contracts for rendering of technical and scientific assistance services must state the time
required to perform the specialized services, the number of technicians required, their
specialization and training programs, and respective remuneration.
Remuneration of the technology to be transferred may be established at a fixed price, a fixed
price per item sold, a percentage of the profits, or a percentage of the net sales price, less
taxes, fees and other charges agreed to by the parties.
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Copyrights
Copyrights in Brazil are regulated by Act 9.610 of February 19th, 1999, pursuant to which all
creative works of inspiration howsoever expressed are protected as intellectual property.
The author of the work or, in the absence of proof to the contrary, the person claiming to be the
author or whose name is included in the registered work, is treated by Brazilian law as owner of
the copyright.
In addition, any person who adapts, translates, arranges or edits a work that is no longer under
copyright may claim the copyright to the work, but he/she cannot prevent the publication of
another adaptation, translation, arrangement or edition of the same work unless the new version
is derived from his/her own.
Not only individuals, but also corporations are allowed to own the copyright to a work. However,
a corporation must hold such rights always at the author's approval.
Registration of a work in Brazil is optional, and not essential for its protection. Nevertheless, in
order to secure the copyright the author may register his/her work with the following bodies,
depending on its nature:






at the Brazilian National Library;
at the School of Music of the Federal University of Rio de Janeiro;
at the School of Fine Arts of the Federal University of Rio de Janeiro;
at the Brazilian Film Institute; or
at the Federal Council of Engineering, Architecture and Agronomy.

Any other work that cannot be classified within any of the above categories may be registered at
the Brazilian Copyright Information Center of the National Copyright Council.
Proceedings in the civil and criminal courts may be brought against anyone who infringes
another's copyright. The civil courts prohibit publication of a work which infringes copyright, and
can also award damages to the owner of the copyright. Infringement of copyright can also be
punished as an offense by the criminal courts.

Software
Protection of software in Brazil is regulated by Act 9.609 of February 19th, 1999, which provides
mainly for: (a) protection of the software itself as intellectual property; (b) the rules for marketing
software, creating mechanisms for government agencies to monitor this marketing with a view
to protecting Brazilian software; and (c) penalties of a criminal nature, for cases of infringement
of software copyrights and certain rules for marketing.
Software is protected for 50 years as from January 1st of the year following its publication, or if
not published, following its creation in each country. As with copyrights, software owners that
reside outside Brazil are ensured protection, provided that their country of origin offers
reciprocal treatment, granting both Brazilian and aliens resident in Brazil protection equivalent in
extent and time.
The protection of software does not depend on registration, and the author need not register it.
Registration can be made at the Brazilian Institute of Industrial Property (INPI).
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Infringement of software copyright is a criminal offense, which subjects the offender to detention
from six months to two years, plus a fine.
Unless the parties agree otherwise, the rights to any software developed during the life of any
agreement or statutory relationship, research or development, in which such activity is carried
out by the employee, civil servant or individual hired to render services as expressly provided
for in the respective agreements, or which results from the nature of the work for which he/she
was hired, will belong to the employer or service principal.
However, if the software is developed independently of any agreement or statutory relationship,
and without the use of any resources, know-how, materials, facilities or equipment belonging to
the employer or service principal, the rights to such software will belong to the employee, civil
servant or individual rendering the services.
Rights to technological modifications or derivations that belong to the author—provided this has
been contractually stipulated—must be established pursuant to contract.
According to the Software Law, the following situations will not violate software copyright:






reproduction of a copy that has been legally acquired, provided it is essential to the
proper use of the program;
partial quotation for educational purposes, provided the author and the software quoted
are mentioned;
similarity of two copies, provided this similarity stems from functional features in their
application, from compliance with legal, regulatory precepts or technical standards, or a
limitation of alternative forms for their expression; and
integration of software and its basic features into an application or operating system that
is technically indispensable to the user's needs, provided it is used exclusively by
whoever undertook this integration.

Cultivated Plant Variety Protection
Act 9.465 of April 25th, 1997, included cultivated plant varieties in the protection for intellectual
property rights. Any new such varieties as well as other varieties subject to the conditions set
out by law are eligible for protection. The term of protection is 15 years, except for grapevines,
fruit trees, forest trees and ornamental trees (18 years). The variety must be registered at the
Brazilian Cultivated Plant Variety Protection Service - SNPC, reporting to the Ministry of
Agriculture and Supply. Both natural persons and legal entities that file for protection of such
plant varieties in countries with which Brazil has an agreement or in an international
organization to which Brazil is a party and that therefore produces the same effect as filing in
Brazil will be assured priority rights for up to 12 months.
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Taxes and Taxing Powers
In Brazil, the main directives for taxation are provided by the Federal Constitution, which
establishes the general principles of taxation, the limitations on the power to tax, tax
competence across level of government as well as tax revenue sharing provision
Thus, the National Tax System is instituted by the Constitution itself, which establishes that the
Union, the States, the Federal District and the Municipalities may collect taxes. The
administrative-political autonomy, which is an essential characteristic of our federative system,
confers to each level of government the possibility of instituting taxes, fees (due to its police
power or to the use of public services) and improvement charges (due to public works). With
respect to social contributions, most of them may only be established by the Federal
Government.
In the same manner, the Constitution allows the Union to impose compulsory loans under
special conditions in it defined, and to institute social contributions, as well as contributions for
intervention in the economic order and in the interest of professional or economic categories.
The States, the Federal District and the Municipalities may only collect from their civil servants
contributions directed to financing their own social security and social assistance benefit plans.
The relative importance of each of the taxes that make up the Brazilian tax system may be
better assessed by its share in the total tax burden. Notwithstanding that most taxes have the
primary goal of raising funds to finance government activities (fund raising taxes), some of them
have characteristics that qualify them as economic or social policy instruments (regulatory
taxes).
Examples of regulatory taxes are the IOF and IPI, that may be used by the federal government
as auxiliary instruments in conducting monetary and industrial policies, respectively. Annex II
shows a summary table with the main features of each tax within the National Tax System.
The main social contributions in effect, all assigned to the Union, are presented below:
Tax competence

UNION

Taxes
• On foreign trade - on imports (II) and exports (IE) of goods and services
• On income and earnings (IR)
• On industrialized products (IPI), a value added tax levied on manufactured
goods
• On financial operations (IOF)
• On rural land property (ITR)
• On inheritance and gifts (ITCD)

STATES AND THE FEDERAL
DISTRICT

MUNICIPALITIES AND THE
FEDERAL DISTRICT

Tax competence

• On the circulation of goods and transportation and communication services
(ICMS), a value added tax levied on goods in general and some services
• On motor vehicles (IPVA)
• On urban land property (IPTU)
• On real estate conveyance (ITBI)
• On services (ISS), except those subject to ICMS
Contribution
• Contribution for the Financing of Social Security (COFINS)
• Social Integration Program/Civil Servants Savings Program Contribution
(PIS/PASEP)

UNION

• Contribution on Net Profit (CSLL)
• Provisional Contribution on Financial Movement (CPMF), a bank debit tax
• Social Security Contribution, a contribution on payroll and self-employment
earnings
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Fiscal Presence
Aside from its coercive function, the Federal Revenue Service has sought in recent years to
increase the effectiveness of its activities by being closer to the taxpayer.
This increased presence encompasses the implementation of a modern taxpayer assistance
system, development of mechanisms to facilitate compliance of tax obligations and
communication with taxpayers and more widespread customs presence.
The Federal Revenue Service has strong labor intensive fiscal presence at customs borders
because it is required to act in both primary zones (ports, airports and land borders) and
secondary zones (interior customs offices - EAD) so as to follow the flow of individuals and
goods, and developing permanent activities of border surveillance and repression of smuggling
and drug trafficking.
The rationale for customs activities undertaken by the Federal Revenue Service is that in a
world of globalized trade, where the fast flow of goods greatly affect competitiveness, the
control enforced by customs authority should not be detrimental to regular commerce. Therefore
the greatest challenge is to find the balance between control and procedures' facilitation, based
on the premise that efficient tax auditing selections to prevent frauds should not necessarily
negatively affect trade flows.

Corporate Taxes
Income Tax
Generally speaking, corporate income tax is levied at 15% on book taxable income assessed at
the end of each tax period. The surtax will be assessed as follows: 10% on any portion of the
annual book taxable income above R$ 240.000,00. The book taxable income is determined by
deducting such expenses and costs as were needed to produce the year's income from the
gross earnings derived from the company's regular business and any incidental business. Some
of these expenses and costs are not deductible by virtue of either their nature or the amount
involved. There are also certain items that are considered tax-exempt when determining a
company's book taxable income. Profits and dividends from Brazilian sources distributed or
paid, are tax-exempt.
There are certain ceilings on setoff of accrued tax losses. The net profits adjusted by additions
and exclusions can only be reduced by 30% against the accrued tax losses. Losses posted in a
certain period may be fully offset against the profits earned in that same period. In principle,
operating losses can only be offset against similar profits. There is no time limit for the offsetting
of accrued tax losses.
Branches of foreign companies in Brazil pay income tax at the standard rate of 15% and the
abovementioned additional rate. In addition, their profits are automatically considered at the
disposal of the parent company, irrespective of whether or when remittances are made.
A holding company is subject to the taxation system applicable to corporations mentioned
above. The income tax is payable only on direct income earned by the holding company, i.e.
income from its business activities, since indirect income, i.e. profits posted by subsidiaries, has
already been subject to corporate income tax.
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Social Contributions
Brazilian companies (including financial institutions) must pay the Social Contribution on Net
Profits (CSLL). The CSLL calculation base is the net profit adjusted by the additions, exclusions
and off settings provided for in the tax legislation. This calculation base may be reduced by
offsetting the negative calculation base ascertained in past periods, up to 30%. There is no time
limit for use of the CSLL negative base.
The CSLL calculation base is subject to the worldwide taxation principle, i.e. profits, revenues
and capital gains earned abroad by Brazilian companies are subject to CSLL assessment.
CSLL usual rate is 9%, but for financial institutions is 15%, and its assessments do not qualify
as deductible expenses when determining the book taxable income (the calculation base for
corporate income tax).
PIS/PASEP and COFINS are levied at the company's sales, which is defined as the gross
income (i.e., the overall income earned by the legal entity, irrespective of its activity or the
accounting classification adopted), and both of them are deductible expenses from the IRPJ
and CSLL calculation bases.
There is as well a social security contribution that is levied on the payroll at the average rate of
30%. This contribution is paid by the company to the National Institute of Social Security - INSS.

Sales Taxes
Sales taxes are payable on goods and services. There are two different types of sales taxes,
depending on the nature of the transactions: the Tax on Manufactured Products (IPI) and the
Tax on the Distribution of Goods and Services (ICMS).
IPI is a federal tax payable on the domestic manufacture of products and the import of foreign
products. It is levied on the manufacturers and/or the importers of foreign products. IPI
payments for raw materials, semi-finished products and packaging materials may be used as
tax credits. IPI rates vary according to the nature of the products. Higher rates apply to
nonessential products such as cigarettes, beverages and cosmetics.
ICMS is, similar to European VAT - Value Added Tax, and is payable at all stages of sale, from
the manufacturer to the end consumer. ICMS is collected/paid by the manufacturer and/or the
trader. ICMS rates are the same for all goods, but vary from one state to another.
Exemptions, reductions and tax incentives in respect of ICMS are granted or cancelled by
means of conventions between the states.
Both ICMS and IPI are assessed on added value. There are, however, some exceptions, such
as the case of in-state transactions involving transfers between premises belonging to the same
taxpayer.
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Tax on Services
The Tax on Services (ISS) is a municipal tax payable on any kind of service performed by
companies or by self-employed persons of professional status. ISS varies from 0.25 to 10%
(with a few exceptions), and is assessed on the cost of the services.

Tax on Financial Transactions
The Tax on Financial Transactions (IOF) is a federal tax levied on:






credit transactions made by financial institutions;
exchange transactions made by institutions authorized to deal in exchange;
insurance transactions made by insurance companies;
transactions relating to securities, when carried out by institutions authorized to operate
on the securities market; and
transactions relating to intercompany loans, and loans between companies and
individuals.

IOF rates vary according to the type of transaction involved, and are reduced or increased with
some frequency, depending on the legal circumstances.

Tax Summary:
Income Tax
Tax
(Acronym)
Type /
Nature

Income Tax - IR
IRPF

IRPJ

Withholding Tax - IRF
Labor
Capital

Others

Income

Income

Income

Income

Income

Tax Basis

Salaries and
earnings

Profit

Salaries and
earnings

Difference between
purchase and sale
values

Taxpayer

Individual

Corporation

Individual

Individual or
corporation

Prizes and
drawings;
advertisement
services; payment
of professional
services
Individual or
corporation

Rates

15% and 27.5%

15% and 25%

15% and 27.5%

10%, 15% and 20%

30% and 1.5%

Union

Union

Union

Union

Tax
Union
Competence
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COFINS, PIS/PASEP, IPI and FGTS
Tax
(acronym)

COFINS

PIS

PASEP

IPI

FGTS

Type/
Nature

Production

Production

Production

Production

Production

Tax Basis

Gross revenue
(including financial
revenues)

Gross revenue
(including financial
revenues)

Payroll

Sale of
industrialized
products (value
added)

Payroll

Taxpayer

Corporation

Corporation

Public Law legal
entity

Corporation

Corporation or
individual
(household
employer)

Rates

3%

0.65%

1%

Various

8%

Union

Union

Union

Union

Tax
Union
Competence

CSLL, ITR, IE, II and CIDE
Tax
(Acronym)

CSLL

ITR

IE

II

CIDE

Type/
Nature

Income

Property

Production

Production /
Consumption

Production /
Consumption

Tax Basis

Profit

Value of rural
property

Value of product or
service exported

Value of product or
service imported

Payment of royalties
and fees on
technology transfers
and technical
services by foreign
persons. Marketing
and import of fuels

Taxpayer

Corporation

Individual or
Corporation

Corporation

Individual or
Corporation

Corporation

Rates

8%

0.03% to 20%

from 0%to 150%

from 0% to 35%,
according to
Common External
Tariff (TEC)

10% / Variable per
type of fuel

Union

Union

Union

Union

Credit operations

Foreign exchange
operations

Securities

Insurance

Gold - Financial
Asset

Type /
Nature

Production
/Consumption

Production
/Consumption

Production
/Consumption

Production
/Consumption

Production

Tax Basis

Amount of credit
granted

Purchase and sale
of foreign currency

Value of investment

Value of insurance
contracted

Financial
investment in gold

Taxpayer

Individual and
corporation

Individual and
corporation

Individual and
corporation

Individual and
corporation

Individual and
corporation

Rates

Up to 1.5% per day

Up to 25%

Up to 1.5% per day

from 0% to 7%

1%

Union

Union

Union

Union

Tax
Union
Competence

IOF
Tax
(Acronyms)

IOF

Tax
Union
Competence
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Contributions
Social Security Contribuition
Tax
(Acronym)

(National Social Security Contribution nstitute for Social
Security - INSS)
Self-Employed
Employee
Employer

Type /
Nature

Income

Income

Tax Basis

Earnings

Civil Servants Social Security
Contribution
Union

States and
Municipalities

Production

Income

Income

Wages and salaries

Payroll

Earnings

Earnings

Individual (federal
civil servant)

Individual (State or
Municipal civil
servant)

Taxpayer

Individual

Individual

Corporation or
individual
(household c mo
lover)

Rates

20%

From 8% to 11%

15%, 17.5%, 20%
and 22.5%; or 12%
(household
employer)

11%

Varies according to
State or Municipality

Union

Union

Union

States and
Municipalities

Tax
Union
Competence

ICMS, IPVA, ITCD, ISS, IPTU and ITBI
Tax
(Acronym)

ICMS

IPVA

ITCD

ISS

IPTU

ITBI

Type/
Nature

Production /
Consumption

Property

Property

Production /
Consumption

Property

Property

Tax Basis

Value of goods
and services
sold (value
added)

Value of motor
vehicle

Value of
property, mobile
or real estate,
donated or
inherited

Value of service
provided

Value of urban
property

Value of real
estate sold

Taxpayer

Corporation

Individual or
corporation

Individual

Corporation or
individual
(autonomous
service provider)

Individual or
corporation

Individual or
corporation

Rates*

4%, 7%, 12%,
17%,18%, 21%
and 25%
(applied on
transaction
value)

from 1% to 4%

4%

from 0.5% to
10%

from 0.3% to 3%

2%

States

States

Municipalities

Municipalities

Municipalities

Tax
States
Competence

* Rates of taxes assigned to States and Municipalities here shown are those applied by the Federal District Government (which
includes Brasilia, the Capital of Brazil).
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Investment Incentives
There are several situations in which a company or its stockholders can obtain incentives from
government agencies. These incentives consist of a continually-changing package of
subsidized financing, tax credits and tariff exemptions. Most of these incentives are available to
both domestic and foreign-controlled companies, but certain others are restricted to Braziliancontrolled companies. These tax incentives were created to promote the economic development
of certain areas of the country or to channel private capital to specific sectors of activity.
Investment projects are approved on a case-by-case basis by the relevant agency. Normally,
approval is conditioned to a considerable degree of governmental control over the investment
project. Project approval also includes an exemption from the income tax and other indirect
taxes for a specific period of time, subsidized credit from governmental development banks, and
the privilege of importing capital equipment duty-free, or at sharply reduced tariff rates.
Currently, investment incentives in general are subject to reevaluation and further studies by the
government authorities so that future incentives will be directed to areas and activities fostering
the Brazilian economy and development.

Manaus Free-trade Zone
The Manaus Free-trade Zone (ZFM) was created and regulated by Act 3.173 of June 6th, 1957
and Decree-law No. 288 of February 28th, 1967, respectively. ZFM is administered by the
Manaus Free-trade Zone Authority - SUFRAMA.
ZFM is an import/export free-trade area, and offers special tax incentives. The idea is to
maintain an industrial, trade and agricultural center in the Amazon region, with economic
conditions that will foster Amazon development, thereby overcoming certain local difficulties as
well as the great distance between the production site and consumers. Special ZFM incentives
are guaranteed under the Constitution until 2013.
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Labor Law - General Aspects
Brazilian labor law defines an employee as the person who renders services on a regular basis
to, and under the direction of, an employer in return for compensation. Subordination is the
essential requirement to characterize an employee, and, consequently, an employment bond.
A self-employed worker is one who renders services on an independent basis, both as to terms
and performance. He/she acts for him/herself, determining his/her own tasks, developing his/her
own business, and assuming the risks of his/her activities, as his/her own master, since there is
no subordination relationship, and he/she is not subject to the authority of any third party.
According to Brazilian law, an employer is a company, severally or jointly, that takes the risk for
its economic activity, hires, pays salaries, and sets out the guidelines for the services provided
by the employee.
The rights and duties of employers and employees are set out in the Consolidated Labor Laws CLT, in collective bargaining agreements and collective conventions, as well as in some special
laws on specific matters. Certain classes of employees, such as civil servants, domestic
servants and rural workers, however, are excluded from the scope of the Consolidated Labor
Laws, as they are subject to special regulations.

Employment Contract
A formal agreement is not necessarily required under Brazilian law for employment of an
employee. Oral employment is fully valid. In any event, however, it is essential that the
employment contract be recorded in the Work and Social Security Card — CTPS of the
employee. The law sets forth various rights that are inherent to an employment relationship
without the need for these rights to be repeated or specified in a written contract.
As a general rule, an employee is contracted for an undetermined period of time, and contracts
for a determined period of time constitute an exception to this rule. The latter contract will only
be valid when (i) the nature of the services justifies establishment of a predetermined period of
time; (ii) the nature of the company's activity is temporary; or (iii) it is a probation contract. In
general, contracts for a determined period of time cannot exceed 2 years. Probation contracts
cannot exceed 90 days.
No indemnity is payable to an employee on termination of his/her employment after expiration of
a determined-term contract. However, if during the contract the employee is dismissed without
good cause by the employer, he/she will be entitled to an indemnity of half of the salary due
him/her during the unexpired portion of the contract. If it is the employee who terminates the
contract, he/she must indemnify the employer for any loss resulting from this breach of contract.
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Basic Rights of Employees
Only general labor rights are described in this item. Specific legislation and collective labor
conventions for distinct professional categories may ensure employees other or broader rights.
(I) Salary and Compensation
Under Brazilian labor law, any individual rendering any kind of service is entitled to
compensation, which may be paid monthly, fortnightly, weekly, or even per piece or task,
depending on the conditions established for the hiring. The compensation paid to an employee
may never be less than the minimum wage established by the Government throughout the
Brazilian territory or less than the lowest wage level (piso salarial) established in the collective
convention for each professional category.
The compensation includes--in addition to cash payment, or wage--food, housing or any other
benefits the company provides habitually to the employee by express or tacit agreement.
After having been granted, these benefits are in general considered part of the employee's
employment contract, and cannot be reduced or abolished. This is because under Brazilian law
any changes in employment contracts that adversely affect the employee, even if with his/her
consent, are prohibited and may be deemed to be legally null and void.
(II) Weekly Remunerated Rest Period (DSR)
All employees have a right to one day's remunerated rest period, which should preferably fall on
a Sunday. In the case of employees who receive their compensation monthly, payment of the
weekly remunerated rest period will already be included in the monthly compensation.
(III) Vacations
Every employee, upon completing one year's service with the same company (the "acquisition
period"), is entitled to 30 calendar days' vacation if he/she has not been absent from work more
than five unjustified times during the period. Salary in relation to the vacation period must be
paid at the latest two days before the start of the vacation period. Vacation should be granted in
the year following the acquisition period, which is called granting period, under penalty of the
employer's being required to pay double vacation.
(IV) One-Third Bonus on Vacation
As from enactment of the 1988 Federal Constitution, workers acquired the right to receive a onethird bonus in addition to the normal monthly compensation, at the time of annual vacations.
(V) 13th Salary
In December of each year, the employer will pay the employee an extra compensation, known
as 13th salary, corresponding to the salary for said month plus the annual average of other
monies habitually paid to the employee during the year. When taking a vacation at any time of
the year, the employee may request an advance equal to half of his/her 13th salary.
(VI) Prior Notice
An employment contract for an undetermined period may be terminated at any time without
good cause, upon prior notice given by one party to the other. If it is the employer that decides
to terminate the employment contract without good cause, it must give the employee at least 30
days' prior notice, and during such period the employee is entitled to reduce the workday by two

Doing Business in Brazil
hours or to be released from work for seven consecutive days, without prejudice to payment of
the employee's compensation. The employer may release the employee from work during the
prior notice period by paying the respective indemnity. Lack of prior notice by the employer
entitles the employee to a payment corresponding to such period.
(VII) Health Hazard Allowance and Risk Premium
In the case of employment in activities considered by law to be hazardous, an additional
monthly allowance to compensate for such health hazardous work conditions to which the
employee is exposed will be paid by the employer. Such allowance will be equivalent to 10%,
20% or 40% of the minimum wage, depending on the hazard degree.
In the case of dangerous activities, such as those involving contact with explosives, flammable
materials and electricity, an additional payment in compensation for the risks involved will be
paid by the employer at 30% of the employee's salary.
(VIII) Workday
As a rule for all employees, the maximum workday is eight hours and the maximum workweek is
forty-four hours, with one-hour break for meal and rest. There must be a minimum rest period of
eleven consecutive hours between workdays. Some distinct professional categories, called
categorias profissionais dtferenciadas, are eligible for a special workday system.
Work performed beyond the time limits provided under the law is treated as overtime. The
minimum compensation for overtime is 50% higher than the normal hourly rate. No overtime
payments will apply to employees engaging in external activities, which cannot be subject to
fixed workhours, or to managers, meaning the employees in management positions, including
as well directors and heads of a department or branch.
Night work is that performed between 10:00 p.m. and 5:00 a.m. Work performed between these
hours entitles the employee to compensation at least 20% higher than the normal hourly rate,
and this payment may be added to overtime.
In 1999, a Provisional Measure created an offsetting system known as "Banco de Horas", by which
an extra pay may be eliminated if a collective labor convention or collective bargaining agreement
provides that the overtime worked on one day is to be offset by a reduction in the hours worked in
another day, so that the hours worked during a maximum period of one year will never exceed the
total number of hours per week permitted under the law nor the maximum limit of ten hours per day.
(IX) Unemployment Guarantee Fund - FGTS
According to the Federal Constitution, the FGTS system became automatic and compulsory for
all employees hired after October 5, 1988. Under the FGTS system, every month the employer
deposits the equivalent of 8% of each employee's compensation for the previous month in a
blocked bank account in the name of the employee.
An FGTS-opting employee unfairly dismissed is entitled to withdraw the total FGTS deposits
from his/her FGTS account, plus interest, monetary correction and a 40% fine figured on the
total. Collective employment contracts may provide for an additional indemnity.
(X) Social Security
Every employee must be officially enrolled at the Social Security System. Social security in
Brazil is sponsored by monthly contributions from employees, employers and the State. After a
certain period of enrollment and contributions, the employee is entitled to receive social security
benefits under the pertinent law.
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Suspension of an Employment Contract
The suspension of an employment contract occurs when the duties inherent thereto are not
enforced, there being no compensation and computation of the length of service. Typical
examples are: non-remunerated leave of absence, and the participation in strikes, without
wages.
In 1999, a Provisional Measure provided for another event of suspension of employment
contract. Under this new rule, an employment contract may be suspended for a period of two to
five months, provided that the purpose of such suspension is to allow the employee to
participate in a professional training course or program offered by the employer for a period
equal to that in which the contract is to be suspended, as provided for in a collective labor
convention or collective bargaining agreement and subject to the employee's formal agreement.

Termination of an Employment Contract
The termination of an employment contract may occur, as a general rule, either by decision of
the employer (dismissal) or by decision of the employee (resignation). In the case of dismissal
of an employee, it may be either for good cause or by unfair dismissal.
(I) Dismissal for Good Cause: The dismissal of an employee for good cause may only occur
where the dismissal results from one or some of the following material acts on the part of the
employee:
















dishonesty;
improper conduct or lack of self-restraint;
regularly doing business on his/her own account or for the account of a third party
without the employer's permission, or when the activity is in competition with the
employer's business or adversely affects the quality of the employee's work;
criminal sentencing of the employee, in final judgment, provided that execution of the
penalty has not been suspended;
sloth in the execution of his/her duties;
intoxication during working hours;
violation of trade secrets;
any act of indiscipline or insubordination;
abandonment of employment;
any act of violence or any act injurious to the honor or reputation of any person, except
in legitimate cases of self-defense, or defense of the interests of a third party;
any act of violence or any act disparaging to the honor or reputation of the employer or
superiors, except in legitimate cases of self-defense, or in defense of the interests of a
third party; or
constant gambling;
acts contrary to national security where these are duly proved in an administrative
hearing.

If the employee is dismissed for good cause, he/she will be entitled only to the compensation
corresponding to the days already worked during the month ("outstanding salary"), accrued
vacation and the additional one-third bonus in respect of the accrued vacation.
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(II) Dismissal without Good Cause (Unfair Dismissal): In the case of termination of the
employment contract without good cause by the employer, the employee shall have the
following rights:







outstanding salary for the days worked during the month;
30 days' prior notice;
proportionate 13th salary (calculated based on the salary earned during the last month
of employment);
vacation or double vacation, if any;
one-third bonus in respect of vacation; and
release of the FGTS deposits, with a fine of 40% of the total amounts deposited in the
employee's FGTS account, during the employment contract.

The individual employment contract and collective convention may provide for other benefits,
which must also be considered in the event of termination of the contract.
(III) Resignation: A resigning employee is entitled to all the monies listed above, except for prior
notice and release of the FGTS deposits plus a 40% fine. When an employee resigns prior to
completing one year's employment with one same employer, the employee will have no rights to
proportional vacation.
In any of the abovementioned events of termination of employment contract, and providing that
the employee has worked with one same employer for more than one year, it will be necessary
to provide for homologation of termination of the employment contract at the employee's labor
union or at the Regional Labor Office. If the employee is a manager or an officer, there may be
other steps to be taken outside the labor area for termination of his/her employment contract,
such as cancellation of powers of attorney or formalization of an instrument of replacement of
delegate manager, and so on.
All severance pay must be made by the employer within ten days of the resignation or prior
notice, where such period is indemnified. If the employee is kept on the job during the prior
notice period, the severance pay must be made available on the first business day after the end
of the notice period. Failure by the employer to respect these deadlines will give rise to a fine for
the employer, equivalent to the employee's one-month compensation.

Temporary Work
Under the Brazilian law, the purpose of temporary work is to meet the company's seasonal
service needs, whether to stand in for a company's regular and permanent staff, or to provide
additional services required by the company. Temporary work cannot exceed 90 days.
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Foreign Workers - Job Opportunities
Like many other countries, Brazil has taken steps to preserve job opportunities for its citizens.
According to the principle of proportionality, all industrial or commercial firms with more than
three employees are required to ensure that at least two-thirds of their personnel are Brazilians.
This proportion applies to both the number of employees and to the payroll, i.e. two-thirds of the
wages must be paid to Brazilian employees by any company in Brazil.
Likewise, under the law, a Brazilian worker may not be paid a wage lower than an alien for
performing the same work, and whenever it is necessary to lay off workers, an alien must be
laid off before a Brazilian performing the same work.

In-house Job Accident Prevention
Commission - CIPA
CIPA is mandatory for all companies whose staff is composed of more than 50 employees, the
purpose of which is the prevention of occupational accidents and diseases, by way of control of
the risks existing in the work environment, conditions and organization. CIPA is composed of
the employer's representatives appointed by the employer itself, and by the employees'
representatives elected by the other employees by secret ballot.
The number of CIPA representatives depends on the number of the company's employees and
the degree of occupational risk. The employees' representative in CIPA cannot be dismissed from
the date his/her candidature is recorded until one year after the end of his/her term of office.

Unions
Unions are organized by categories: the professional category, which represents the
employees' interests, and the economic category, which represents the interests of employers.
The representation of each union is limited to a certain municipal, state or national territory. No
union may act within a territory smaller than the area of a municipality. Only one union per
category is permitted within the same territory.
Union membership is mandatory and, as a general rule, is defined according to the main
economic activity of the company and the place where it is situated. The representation authority
of unions does not depend on the voluntary association of companies or employees. Companies
and employees must pay annual dues to their associations and unions, respectively.
Collective bargaining agreements are established through voluntary negotiations between the
company and the union representing its employees.
Collective conventions are mandatorily negotiated by professional unions and employers'
associations for a certain category with a view to establishing the collective work conditions
applying to such category. Collective conventions are binding upon the company and all the
union member and non-member employees.
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If the unions fail to reach an out-of-court agreement as to the terms of the collective convention,
the Labor Court will establish the conditions applicable to the categories involved by way of
judicial proceedings known as labor disputes.

Employees' Participation in Corporate Profits
Provisional Measure 794 of December 29th, 1994 established the participation of employees in
corporate profits or results as a means of production incentive, seeking a better integration
between capital and work. This provisional measure, which has been successively reissued,
obligates companies to establish a Plan for employees' participation in profits or results, by way
of negotiations between the employee and the employer, with mandatory participation of the
professional union.
Subject to the formalities set forth in the aforesaid Provisional Measure, payments by way of
participation in profits may not be made at intervals shorter than six months. These payments
are deductible from the company's income tax, and do not have any effects on labor-related
payments, such as 13th salary, vacation pay or FGTS.

Social Security Charges
Social security charges are intended to sponsor the Brazilian Social Security Institute (INSS)
and entities engaging in the promotion of social services and welfare, or in the formation of
professionals and assistance to workers. Under the law, all companies must pay contributions
to such entities, according to the respective field of activity (industrial, commercial or services).
These contributions are paid to the INSS and correspond to the following percentages on
payroll:
(a)

Brazilian Social Security Institute (INSS)

20,0%

(b)

Industrial Workers' Social Service (SESI) or Commercial Workers' Social Service
(SESC) or Transportation Social Service (SEST)

1,5%

(c)

Brazilian Industrial Apprenticeship Service (SENAI) or Brazilian Commercial
Apprenticeship Service (SENAC) or Brazilian Transportation Service (SENAT)

1,0%

(d)
(e)
(f)
(g)

Brazilian Institute for Rural Settlement and Agrarian Reform (INCRA)
Support Center for Microcompanies and Small-Size Companies (SEBRAE)
Education Allowance
Workers' Accident Insurance (SAT)

0,2%
0.6%
2,5%
1,0%

Total

26,2% 27,2% 28,2%

2,0%

3,0%
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