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April 19, 1966;

1. The states of ths center-scuth region Yy began collecting a 168 ICH 2/

FROM : AmBmbessy, 210 DE JANEIRO
SUBJECT: Recent Changes in State Excise TBX (ICcM)
REF. : Emb. A-694, April 7, 1967
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AMB tax on April 1 amid protest from small manufacturers and processors of
DCH agricultural products. The rate which had incressed from 15%, is sched-
MINECON uled to increase to 17% on Msy 1 and to 184 on June 1. The higher rstes
POL sre applicable only te intrestate movement of goods; interatets ratss,
ADM which are under federal jurisdiction (Article 8, Section XIVII of the
ECON=4 Constitution), continue at 15%.

ECON /COML

USAID-L 2, In response to pressures from protesting groups enticipating the tax
ADDP increase, the Finence Secretariss of these States wet in Porte Alesgre on
LABOR February 12-16, 1968 sud agzin in Rie on March 18-19, 1968 to consider
FIRATT-2 sxeuptiens or rate reductiens for certain agricultural and industrial
FAS-10 producte. The Ministry of Finanee participated in these wsetings and
BRAS

ARDO Enclosures:

1. Porto Alsgrs Agreemsnt
2, Rio de Janeiro Agreement
3. Summary of Sac Paule Dscree 49423

T/ States locluded in the ceuter-south region &re: Federal District,
~ . Bepirito Santo, Goias, Guansbare, Mato Grosso, lNinss Qerals, Parena,
Rio Grande do Sul, Ric de Janeiye, Santa Catarins and Sao Paule.

2/ The ICM (Imposto sobwre Circulagso de Mercadorias) is a valus added
excise tax imposed by the statgs in 1967 to replace the asrlisr IVC
(Imposto de Vendas o Consignagoes) which was collected on a turnover
ui’. i
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gave couisel on adwinistration and participsted in werking ocut rate
reductions and exsmpti-ng with the view of holding down prices of
essential foodstulfs, encouraging industrial production and premoting
agricultural exports. Agreewents were reeched st thsse meetings which
enter into effect in each state upon approval by esch state goverumsnt.
Informal translations of the texts of these two sgresments ere submitted
as Enclosures 1 and 2.

3, Conversations among the center-south states conceruing an increass
in tax rate began in early 1967 shortly after the new ICM tax becawe
operational. Yield from the new tax fell below expestatiouns, partly
b;zau.u of depressed economic activity during the first quarter of
1967.

4o Tax elimination or reduction will affect mainly agricultural
products, ship construction, govermment preocursment of wanufactures
finsnced by fereign gevermnments or internetional lending imstitutions
and sals of nationally manufactured producers goods. Of significance
to United States exporters is Clauss 9 of the Rio Agreement (enclosure
2) which guarantess equal treatment to LAFTA countries experte of
fresh fruita te Brazil. United Stetes fresh frult exports are not
granted this bensafit.

5. According to Dr. Alcen Reposo, Secretary of the Ministry eof Fimance
Bconomic end Financial Technical Council, the agreewsuis have been
approved by all states: the last two baing Sao Paulo which approved

by Deeree 49423 dated April 1, 1968 summarized in Enclesure 3Jj eund the
Paderal District which by Descres "N" No.718 of March 15, 1968 and ~N"
No. 721 of april 1, 1958 siwply epproved the twe agreemsnts. States
of the Northesst region, except Amezonse, adopted en 18% rats on
Septewber 1L, 1967. The rate in Amezonss remains at 15%.

COMMENT :

1. U.S. fruit dissdventage - The suspension of the tax on fruit

countrias represents a compstitive disadvantage
for U.8, fruit salss to Brasil. Poreign MNinistry efficials concerned
with LAFTA watters state that equal internal excise treatment is
required under the terms of the LAFTA agreement. According to a
Guanabare participant in the regional meeting, Articls 9 was added
at the spseific requast of the Foreign Ministry.

2. %ﬁaﬁiwhe-mmdafan 18% tax rate beginning June 1,
1968 efTective rates of 7.2% for weat exports and 10.68 for exporte

of corn, soybeanz and rice will apply with the applicstioun ef rata
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reductions provided by the two agreements. This will help to wmake
Brazilis prices feor these products cowpetitive in world marksts.
State Governments previocusly have had the option of reducing er
removing the circulation tax on export items. Rio Grande do Sul took
advantage of this option in 1967 and reduced the tax from 15§ to 63
on exports of fresh, chilled, and frozen beef. The tax is not appli-
cable te canned meat as this is considered a manufactured product
(a0R-62, Peb. 16, 1968). Orain exporters complained bitterly sbout
the circulation tax during 1967 and blamed Brazil's poor showlng in
corn exporte for that year to a large extent on the cost of the tax.

3. Pood cost reduction -~ The suspeneion of the tax on fruits and
vegetables seafood, chickens, and egge (Clause 2 of the Purto Alegre
agreement) is expected to bring a significant reduction in the cost
of these products to the consumer. Minister of Finance Dellim Neto
met with food wholesalers on April 15 and stresssd the need teo
translate thess tax benafits into lower consumer prices as scon as
peseible.

L. Manufsctures - The reductions concerning manufactured geeds -
preoducer goods and salee to government - were taken to stimulate
expansion of the industrial ssctor.

3. Tax Administration - Exemption from the circulation tax on the
¢irst sais by ¢he producer (Clause 1 of Porto Alegre Agreement) is

a change in the methed of collecting the tax. The full amount of
the tax (188 after June 1) still will be paid on the value of the
goods sold by the producer, but the tax will be paid at a later stage
rather than at the tiwe of the first sale. This will facilitate
sales by produsers cutside thelr sunicipies since they ne longer will
have to pay the tax prior to taking the commedity eutside the wmunici-
pio, a practice which in many cases required payment of the tax prior
to sals of the commodity. This change in collesction should meke mure
goods available outside the producing area.

6. BExemption of the first sale from tax hes another impertant effect.
Except for Rio Grande do Sul which has entered into a special compact
with its municipalities for distribution of their share of tax
proceeds, municipal participation in the ICM tax has been disturbed.
Exemptions of first aale from tax; where sale is made outside the
municipality, eliminates the 20% shars that otherwise is aceruable

to the municipslity whers the initial economic sctivity takes place.
Dascres Law 347 prepared by the Fxecutive weuld have corrected this
situstion by distriuting the 20% wunicipal participation on the
basis of coefficlents related to where the economic activity talkes
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place regardless of deferral dus to the timing of esctual tax collesetion.
This arrangoment was rejected by the Congress on December 29, 1967 en
grounds that it constituted a "participeation fund" not contemplated

by the constitution end becaunse of pelitical rivaelries et the munici-
psl and state level. There iz optimism that a substitute measure in
properation at the Finence Ministry will be successful. However,
private group efforts contime to set amide the rate incresses on the
ground that state sxecutive suthority is not sufficient to incresss

the tax rates without legislative approwal.
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PORTO ALEGRE AGREEMENT

The confereuce of Secretaries of Finance of the center-south region
meeting in Porto Alegre February 12 to 16, 1968

AGREES :

Clause 1 -~ To parmit the signatery entities to grant exsmption
from ths ICM tax for the shipment of unprocessed agricultural preducts,
on the firat intrastate opsration made by the producser.

Sole pars. - That provided in this clause does not apply to the
states of Minas Georais and Santa Catarina which will be able to maintain
or expand the fisecal bsnefits now allowad in their states, in a manner
not to increase the pressnt tax burden en these products.

Clause 2 - To pemit the signatery states to grant exemption
from the ICM for the intrastate shipment of fruit, wegetable and poultry
products describad in Clause 1 of the Culaba Agresment and in Clauss
5 of the second Agreement of Rio de Janeiro held in June 7, 1967 as
well as for the intrastate shipment of fish, fowl and eggs in natursl
or freozen state.

Sole pera. - That fiscal credit system provided in the cited
agresments is revoked concerning the intrestate shipment of lecally
made products.

Clause 3 - To permit the sigunatory states to reduce the ICN rate
on exports by 60% for meat, and by 4LOF for corn, rice snd soybeans.

Clause 4 - The signatory stetes will be able to permit indus-
triel ostablishmsuta to credit against the ICM tax begimming Aperil 1,
1968 mequisitions of nationally mede industris) equipwent that will
form part eof thelr fiwed asseta.

Para. 1 - The tax crodit will be sntered in the boecks of the
establishments in which the industrial equipment comes te be utilised,
in the form that may be determimed by state regulatien,

Pare. 2 - Approval of the credit will not exceed 10f of the
tex to be cellected in each poricd. Taxz paywent will be required on
the shipment of goods referrad to in this Clause in the form estab-
f lished by state legislation.

Clause 5 - To consider legal with respect te present legisla-
tion (Complementary Act 35, Art. 7 and ita first para.), the applics~-
tion of the ICH on exports sbroad of cruds lumber,
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Clause & -~ To recommend to the signatories to make a detailsd
analysis of the financial/economic situation of lumber producere and
exporters to determine the need for easing the tax burden.

Clause 7 - To approve the supplementary protocol prepared by
the Production Pinance Cemmissien.(l)

Clauee 8 « The norms sstablished in this agreement will eanter
into effect in each participating state upon approval by the respeci-
ive chiefs of state upou publication in the official gaszette.

(1) Translation net furnished. The pretocol conrcerns procedures
for collaction of the tax without interfercnse witkh the Federal
Goverument winimum price aystem.
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AOREEMENT OF RTO DE JANEIRO

AGRE:S:

Clause 1 - Signatory states are suthorized to grent exemption
to shipbuilding firms where construction or repair contracis were made
before Sept. 30, 1968,

Clause 2 - Signatory siates are awthorissd te grant exemption
for interstate and export shipssnts as previded in Clause 2 of the

Porte Alesgre Agreement.

Scle para. - The exemption provided in this Clause will not
apply:

1) to interstate shipments destined for precessing;

2) to shipments of fyesh fish and fish eggs. crustacecns,
molluscs, fowl and eggse.

Clsuse 3 ~ To recormend the simplification and if pessible
the elimination of present tex burdens en preducts refarred to in the
previeus clause.

Clause 4 ~ To revoke the exsuptiecn granted by item 6 of the
first clause of the first Rio ds Janaire sgrveement; concerning shipment
of animal feed,

Clause 5 - {concerns purs bleood herses).

Clause 6 « To parwit the states to grant exeaption frem the
ICH tax on shipesnts of lecally made mechiunsry. vehicles, apparatus
ond equipment resulting from saleos made %o sutargsiae, sutonomous
entities and faderel state or mmnicipal goveromsnts where such pur-
chases are mads frex rescurces provided by ferelign govermmentis or
international icstitations.

Claues 7 -~ (cencerns used equipmsnt).

Clause 8 -~ (conserns animal wedicine).

Clsuse 9 - Extends to fresh fyuit coaing from LAFTA countvrlies
the same fiscal treatment that the states give to national preducts.
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Clause 10 - Perwmit the states to grant 2 tax credit of mup to
30% of the value of tax on shipwents of pure bred animals to be used
for reproduction.

Jole m. - This clause is not applicable to pure bred
racing horses.

Clause 11 - The semn a8 Clsuse 8 of the Parte Alegrs agresment.
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SUMMARY OF SAO PAULO DECREE 49L23, April 1, 1968

The merchandise circulation tax (ICH) is
Ao mw on

1) The firet ssle within the stats, by producers, of sterable
commoditise and rew mili;

2) Intrastate salss, by any establishment,; of fruits and vege-
tables including fresh firuilt iwported from LAFTA countriss;

3) Interstate aud expert sales of the agricultwral products in
1) and 2) except (a) when thess products sold outeide the state srs
to bs processed and (b) except for fishery products;

4) Intrastate sales of fresh or fromen Sea fosd, chickens, and
SERSS

S) Ships constructed or repaired under contracts mads bafeore
September 30, 1968;

6) cales of natlonally mads wachines, wehicles, er equipment
to Pederal, State and municipal governmenta or autonomous government
entities when such purchases are made with resourcss provided by
foreign goveruments or international institutions.

B, Reduced until December 31, 1968 by &0% on meat exports and 4OF
on exports of corn, soybeans and rice.




