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. ISSUANCE OF DECREE REGULATING
SUBJ: THE PROFITS REMITTANCE LAW.

FROM:

REP. : CERP D-12
AMB There is transmitted herewlith a translation of the decree
DCM signed by President Goulart on January 17, regulating the so-
AR called Profits Remittance Law of September 3, 1962(Law No.

Brasilia 4,131). A detailed discussion of the provisions is presented
Cons(8) bpelow for internal U.S. government use only.
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RF I - Summary

ECON

FinAtt is reported earlier, the reg.lating decree contains few

surprises. Host of the issues had been thoroughly aired pu-
blicly, and statements by the President and other Administra-
tion spokesman left little doubt that the regulations would
tend toward a restrictive interpretation of the law. ¥hile
expecting the worst. however, foreign business interests.

at least, expected that doubts left by conflicting and
ambiguous provisions of the law itself would be clarified
in the regulatory decree. The deoree did not entirely live
up to expectations in this respect and there still remain
several points which presumably will only be clarified as
the regulations are carried out.

As to the substance of the implementing regulations,
though not entirely ciear wmost observors including the
foreign investors themselves. interpret the decree as ex-
cluding all re-investsents, from the base on which remittances
of profits =may De calculated. The limit on remittances of
payments for royalties and technical assistance cowbined
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is set at 2 annually of receipts or cost of the produet invoived

the regulations do not indicate whether the remittance is
to be calculated on the nighest or lowest of these bases. HRoyal-
ties way not be remitted to firws holding a "controlling” interest
in the remitting fira. Interest rates on foreign loans are not to
exceed interest rates prevailing in the capital market of origin
for loans of similar types in like conditions’ The decree also
prohibits government credit institutions from providing loans for
initial investuents of foreign companies and from guaranteeing
foreign loans of firms owned or coantrolled from abroad. Exceptions
may be made in these two cases by the Executive Power.

Of longer range interest, the decree provides that SUMOC shall
classify all economic activities on the basis of regional priori-
ties and that various operations with foreign countries covered by
the decree will be incorporated into national or regional plans.

In the same vein, it is provided that import duties may be reduced
up to 30% on machinery or equipment imported depending upon the
region where it is to be employed.

All of the provisions referred to above contain some ambiguities
80 that the exact meaning of them is not entirely clear. The main
provisions are discussed more fully later in this airgras where an
attempt at pointing out some of these ambigulties is made.

The affects of the regulations in an economic sense will, of
course, depend to some extent on interpretations later to be applied.
It is probably fair to say, however, that in the short run the res-
trictions are probably of secondary importance so far as reaittances
are concerned in that few are likely to be permitted anyway in light
of the present exchange crisis. The decree does nothing. obviously,
to improve the climate for new foreign investments but these have
already dwindled to almost nothing. Moreover, one cannot say that
the restrictions contained in the law and in the regulations are
the only factors contributing to this atmosphere. Continuing poli-
tical orises, rising inflation, labor strife., threat of expropriation
in some sectors and the present unrealistic exchange rate all con-
tribute to the poor investment climate.

It is likely that the restrictions on foreign investuent will
tend to discourage investment of large foreign firms to a greater
extent than those of small investors. Small investors, particularly
those not incorporated abroad, will be less inhibited in resorting
to the parallel.market for exchange which can easily be remitted
abroad illegally. Such transactions on any large scale present
problems for large firms., however, in that they encounter difficulty
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illegally remitted os.»
in showing IXX$&X earnings on their home office accounts. Thus the
law, as regulated by this decree, unfortunately will tend to discou-
rage the kind of large scale investment involving the importation of
the newest technology whiech tmyx large firms are most likely to be able
to provide. At the same Cime. the restrictions will be less effec-
tive in controlling sctivities of saall foreign investors. particu-
larly speculative types who care little about legal niceties in any
case. '

The transfer of technology to Brazil in some cases may also be
discouraged in the future by the low limits placed on royalty and
technical assistance remittances by the regulating decree. Pharma-
ceutical products and other products the cost of which is composed
largely of research costs, would appear to be principally affected
by this restriction.

il - Reinv 14 .

While there 1s no statement in the decree devoted specifically
to excluding reinvestments from the remittance base as had been the
case in some of the earlier drafts, it is the interpretation of =ost
observers that they are excluded. The decree states, in the sole pa-
ragraph of Article Jl, that the 104 liwmit on profits which may be re-
mitted abroad shall be calculated only on the registered investment
as defined in Article 3°. Article 3. in turn, defines investment”
as Foreign Capital incorporated into the social (corporate) capital
and participating directly in the risk of the undepbtaking. Wwhile
the main purpose of Article > is probably to distinguish "investment”
from "loans” (Article %). the definition as therein #tsted does not
specifically exclude re-investments. It doea. however. limit the
definition of “investment” to "foreign capital”. Foreign capital is,
in turn, defined in Article 2 as wmachinery and equipment which

co without exchange cover and financial or monetary resources
m:‘or application in economic¢c activities. Furthermore,

) of the decree states that for the purposes of registration
of Foreign Capital, proof of its entry into the country shall be

required. By inference, then, the decree seems to imply that only
capital brought in from abroad can be included in the remittance base.

It is of interest that in the draft regulations presented earlier
by then Finance Minister Carvalho Pinto, it was stated in Article 3l
that the 10% remittance ceiling was to be calculated on registered
investment as defined in Articles . In other words, there ~as
a clear reference to foreign capi as base. The fact that re-
ference to Article 2 (definition of foreign capital) is eliminated
from Artiecle 31 of the decree, however, is not considered by most
observors to be meaningful sinee registered investment is defined in
Article 3 as foreign capital anyway and automatically leads to re-
ference to Article 2.
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The faint hope that the decree could be interpreted to ineclude
re-lnvestments rests upon Articles 5 and 51+ Article 5 defines re-
investuents as amounts which could have been legally remitted abroad
but were not. Article 51, in turn, permits “symbolic” exchange trans-
actions, subject to authorization of SUNMOC, covering purchase and
sale of exchange where " rable operations” are involved. This
article would permit ¢ "round-tripping reaittances where
firms wished to re-~invest in & way that the re-investment could be
added to the remittance base. HMost observors believe, however, that
this provision applies only to future transactions and could not be
applied retroactively.

(other tham thro b " s n

Is ahould e added thet Ve T soas re-fuvastaskBi 6l be added
to the remittance base, they may only be registered in irc terms
50 that, owing to the rapid inflation, present values translated into
dollar terms would, in most cases, amount to very little. There is
permitted, under Brazilian law, periodic revaluations of assets and
registration of such monetary corrections of capital are reguired
by the Profits Remittance Regulations also in Cruzeiro terus (Arti-
cles 7 and 14). However, one would have to stretch the interpreta-
tion of Article 51 even more to include monetary corrections in the
pase. Even so, it should be added that coefficients used in making
these monetary corrections of capital have historically lagged subs-
tantially behind price increases. Moreover, many firms have not re-
valued even to the extent peramitted by the coeflicients because such
revaluations are subject to a 104 tax.

The regulations provide that combined remittances for royalties
and technical, scientific, adainistrative and similar assistance may
be deducted on income tax returns up to a limit of 5§ of gross re-
oeipts of the product involved. Remittances abroad for these acti-
vities., however, are limited to a combined total of 2§ of the cost
or of the gross receipts of the product.

These limitations have given rise to a number of questions, one
being the very legality of these articles of the regulations. The
law on which the regulations are based, speaks only in teras of &
limitation of 5% of gross receipts of the product involved which
may be deducted as royalty or technical assistance remittances lor
income tax purposes. A flat limitation of 5% on the level of such

remit tances is provided for in the law only in case of serious
balance-of -payments difficulties and, in tihis case, only for tempo-
rary periods. Nowhere, is & limitation of 2% mentioned in the law.

Aside from the guestion of the legality of this provision in
the regulations, another question comes to mind with respect to the
base on which the 2F remittance ceiling may be calculated. The regu-

(¢) It will be recalled that the law itself did not clearly exelude

reinvestments. W
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lations do not state clearly whether the 2% is to be based on either
the cost of gross receipts at the remittor’'s option or whether on the
highest or lowest of these bases.

maximum

. The regulations also suggest that the 2% iimttatisn, however
it is to be calculated, may not be granted in all cases. The law
itself provided that toefficients would be established for the pur-
pose of calculating the tax deduction so that the 5§ tax deduction
ceiling was never intended to be a maximum for all categories. In-
deed. the income tax law itself provides for varying levels of de-
ductions for royalties and technical asmistance payments depending
upon the nature of the product. (Hence deductions for royalty pay-
ments for perfume are set at a lower ceiling than for machinery).
The regulations, however, contemplate that the same coefficients
will also be applied to the 2% remittance ceiling. Aeccording to
SUMOC sources, the table of coefficients now applied for tax pur-
poses will also be applied to the remittance ceilings pending re-
vision of the present coefficients. There may also be some guestion
as to the legality of this provision.

: Further on the question of royalties, as indicated above, reamit-
tances of royalties are not permitted by firms when a majority or
controlling interest of the remitting firm's capital belongs to the
recipient. The pertinent article of the law itself was not clear
on this point but previous drafts of the regulations limited the
prohibition to cases where the recipient firms held majority inte-
rest in the remitting enterprise.

The definition of technical and other types of assistance con-
tains a limiting clause to the effeet that specialized technical
knowledge must be involved which cannot be obtained in the country.
This also goes beyond the provisions of the law which required only
that the "essentiality” of such services had to be demonstrated.
How the requirement stipulated in the decree is to be carried out
is not spelled out.

A final point of interest in this regard has to do with the
effectiveness of patents and trademarks. It will be recalled that
the profits remittance law (Article 11) required that patents and
trade marks had to be still in force in the country of origin in
order to be eligible for remittance purposes. (Embassy s A-142 of
June T, 1963). The regulations retain this point (Article 10) and
g0 a step further in requiring that the patent or trademark be in
force in both countries. This question and its relation to the
International ention for the Protection of Industrial Property
will be treated a separate airgram.

IV - Bestpistions-of Foreign-Firms-Sorpowing
Restriction on government banks guaranteeing loans from abroad

UNCLASSIFIED
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mmlrofm-mtuulmsmtgm led out in the
law itself (Article 37 and 38 of the law) except t the definition
of “foreign firm" in this case was broadened in the regulations to
include any enterprise wh mPﬂn or majorityof voting
capital is owned abroad. (The law speaks of majority of voting
capital). In any case, such guarantees are only permitted by execu-
tive decree (Article G4 of regulations). Iuitial loans by governaent
iending institutions may only be made to foreign firms (Majority on
control of capital held abroad) mmn.;nu involved are consi-
dered of great interest to the nati economy and upon special
authorization of the exeocutive power. Financing of new investments of
existing foreign firms are treated in the same way. (Article 65 and
66 of the regulations). Also, as provided in the law, only vot
shares of branches and subsidiaries may be marketed locally. (“rticle
67 of regulations).

v

The only restriction on remittance of interest paymentis, other
than the rate of interest provided [o: in the loan contract, is that
the interest rate charged may not exceed that prevailing in the 'i-
nancial market =hence the loan originated for operations of the same
type and under similar conditions. The addition of the words 'simi-
lar conditions would appear to provide sowme flexibility in inter-
preting this article (Article 38). If the article is interpreted in
& striot manner, however, it is likely that few private loans will
be made available to Brazil froa advenced countries, since under the
best of circumstance, loans made abroad usually involve a greater
risk factor for the lender than 4o domestic loans.

VI - Accounting Regulations

Article 63 and 63 and their sub-paragraphs set forth certain ac-
counting requirements with the second of these articles requiring the
Ministry of Industry and Commerce to lssue, within one year, a new
plan of accounts which all companies will be obliged to filow. Some
firms have expressed concern that such govermment-directed. uniform
accounting requirements will perfiorce lead to a greater degree of go~-
vernment control and interference. The regulations give no hint as
to the purpose of this requirement and there is no way of judging
whether these expressed lears have any foundation. The law also
eontains a similar provision (Article 20).

VII- Foreign Iuyestuents and Econoulc Planning

Chapter V of Title II of the regulations is devoted to the gues~
tion of incorporating foreign investaents into the nation s economie
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plans. SUMOC is charged with the responsibility of classi eco~
nomic activities "on a priority basis, according to different !mh
of regional development.” It is also provided that rules regarding
the system of prior suthorization of foreign investments and the re-
gistration of any foreign operations covered by the deoree will be
in this vein. Additionally, it is provided in this chapter
_that import tariff rates on machinery and equipment may be raised
or lowered by J0% depending upon the classification of the region
where the material is to be used.

The provision permitting tariff adjustments siaply reproduces
Article 49 of the law. The rest of this chapter evidently is based
on Article 55 of the law which env the possibility of applying
different degrees of restrictions or incentives to foreign capi-
tal on a regionally oriented basis. This provision was inserted in
the Senate version of the Profits Remittance Bill whieh did not pro-
vide for a flat limitation on profits remittances. It will be re-
called that the 107 remittance limitation was re-inserted in the
Chamber and was retained in the (inal version without altering the
rest of the text. OUnce the bill became law with the 108 limitation
included, Article 53 lost much of its meaning. The concept, nonethe-
less, is retained in the regulations in a somewhat altered form but
with its lmplications in the circumstances not eatirely clear.

VIII - Miscellaneous Provisions and Concluding Hemaris

' The regulations contain many other provisions not elaborated on
above. Among these are: the requirement that foreign banks be treated
on a reciprocal basis, requirewents that Brazilians or residents in
Brazil reglster any assets they hold abroad, the authority to enter
into agreements with foreign countries for the exchange of information
concerning remittances and related matters, exchange fraud penalties
and authority to assess an exchange surcharge in times of balance of
payments difficulties. These provisions are essentially the same as
those contained in the law and, in many cases, do not augment already
existing authority.

Hissing from the regulations is the provision contained in Arti-
cle 20 of the law permitting granting to the Bank of Brazil an
monopoly for limited periods in times of exchange difficulty. This
omission should not be construed as meaning that an exchange
aay not at some point be established. Authority exists in the law
and elsewhere for such action. HNonetheless, it is curious that the
regulations do mot take this provision into account.

While the regulations still leave many points to be clarified as
suggested above, it must be admitted that a number of apparent con-
flicts in the law have been clarified, albeit to the detriment of
foreign investment in most cases. Doubtful cases of issues which will un-
doubtedly arise out of the emcution of the decree are tobe resclved ly the Pre-
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sident on recommendation of SUMOC and the Finance Minister (Article

S1). This, indidentally. 1s another interesting change from eariier
drafts which gave this authority to SUMOC.

At all events, issuance of the long-awaited implementing regu-
lations is likely to have no imwediate practical effect. Completion
of registrations continues to be slow although the staff at SUMOC has
now been built up to around and is expected to be further
suggesting that the log Jjam Soon be broken. Even if there is
some speed-up in the regist process, the foreign exchange si-
tuation is likely to cont to prevent any extensive remittances.
On the inflow side, new foreign investments are already practically
nil and this situation is not expected to change in the near future.
in short, the signing of the regulatory decree, though widely publi-
cized, does not in itselfl constitute any major turaning point in the
foreign investment climate in Brazil.

¥

i

gdf

There is confidence auong foreign investor here that in the long
run, there will be modifications in the law as the realization grows
that foreign investments are in Brazil's interest. This optimistic,
long run view is probably well founded assuming no redical change in
Brazil s basic political orientation, for there remains in Brazil a
strong, development-oriented atmesphere which should in time militate
toward a wore praguatic, less emotional treatment of this subjeet.

It would probably not be reascnable to expect, however, that if suech
modifications in the present restrictions eventually come about they
will g0 80 far as to leave foreign investments completely unregulated
as they have been in recent years.

For the Chargé d'Affaires a.i.

John Krizay
Second Secretary of Embassy
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DECREE No. 53,451. Jamuary 17, 1564

REGULATION OF THE Pl

Registration with the Superintendency of Money and Credit

CHAPTER 1
Preliminary Provisions

%_L- For the purposes of Law 4,131 of September >, 1962,
wi

th the Superintendency of Money and Credit shall be
under the special service established therein, ess

of any other prior registration made for any purpose, for all indi-
viduals and legal entities holding foreign capital and those who

qmtnwtmmm-mmamlummxm
1" and "J" of this Article, as well as the following:

a) foreign capital investment;
b) foreign capital loans;

¢) reinvestaents;

d) supplementary capital;

e) monetary adjustment of capital;

f) contracts invol transfers in the form of royalties and
for ¢ » Scientific and administrative assis-

tance and the like;

&) the amounts of investment returns and remittances of profits
and dividends; '

h) amortization of loans and interest reamittances;

i) remittances for payment of technical, scientific, and ad-
ministrative assistance and the like;

J)} remivtances for payment of royalties;

1) resittances for payment of other services, and other
remittances under any title;

m) assets and holdings, including deposits abroad owned by

those or domiclled in Braszil, except holdings
owned by fore at the time of their entry into the
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country;

Sole Paragragh - Registration of the following shall alsc be
compulsory. :

a. domestic cepitai owned by those residing or established
abroad; : :

b. Crugeiro remittances made under any title through tne
banking systew. througn the Mail Service or by any other
WERIS .

¢. Currenc; and vaiuab.es not intended to defray expenses or
for perscnal use, taken abroad by travelers.

. Forelgn capital is defined as such assets. macalnery,
and equipment ing eustered the gountry without a corresponding ex-
penditure of foreign exchange, and intended for the production of

: or services, as well as financial and wonetary resources orougnt
into the country for investaent in econocmie pursults, when such hold-
ings, in either case, are the property of individusls or legal entl-
ties domiciled W

Scole Paragreph. - Foreign capital in the fora of investaents or
loans shall be subjeet to the rules and regulations which govern the
entry and application of the same, having in view the interests of the
national economy.

Article 3. “Investzent shall be considered to be foreign capital
unich is integrated intc the social capital and participates directly
in the risk of the economio underta ing.

Article 4. Loan" shall be gonsidered to be foreign capital waich
is pot integrated into the social capital of the economic undertaking,
and does not parilicipates directly in its risks.

Paragraph 1 - Loans will obligavotily have thelir application,
amortization and remuneration properiy regulated by a logn instru-
ment .

rwa~mm:wmmormmm
abroad, mmrmwm-nnutmtumo:m-morw.
third party. mum“umm

Paragraph 3 - Loans obtained abroad and brought into the country
mz%m.ammwrmmm.mumm“cm
Paragraph 4 - Credit concessions shall mot be subject to regis-
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tration as long as they are not considered loans or a financing.

5 - "Reinvestment" shall be comsidered to be the amounts
whien have been remitted abroad on the account of earnings and
which were not, having been , Beeording to the reapective ac-
eounting entry, under the title vo Nio Exigivel" (Liabilitles
mm).mmmmxmruummtwotm

national economy.

Npﬁ-‘n :wm‘mxummmu
tmzmmum whether reinvested or mot, exceeding the
limit of ten percent (lol). as calculated in accordance with Arti-

eles 51, 32 and 33 of the present Decree.

Article | - "Monetary Adjustment of Capital” shall ve considered
to be the changes carried out in the mone value of the social ca-
pital of the enterprises in accordance with legislation in force.

Article 8.~ "Interest” shali be considered to be all amounts,
fixed or variable, that may De pald as charges on any loan, under
any title and under any other name whatscever. :

Article 3 - “Domestic Capital” shall be considered to be that
which. although belonging to individuals or legal entities residing

or uﬁbumd abroad. does not correspond to goods or linancial or
monetary resources proven Lo have eatered the countiry.

10 - "Royalty” shall be considered to be any fixed or
percent remuneration payed periodically to individuals or legal
entities residing or established abroad, for permission to utilize
industrial properiy covered by patents and trade =marks, registered
in Brazil and in the country of origin provided that legal protec-
tion is still in force in botn countries.

mu “Technical, aduinistrative, scleatific, and similar
assistance” to De service within each specilication wnich reguires
from its executors, individuals or legal satities residing or esta-
blished abroad, specialized expert knowledge whiech cannot be obtained
in the country.

of & foreign enterprise
t - "Bubsidiary“/shall be considered Lo be any firm
estad Brazil whose capital shares with voting rights are

controlled wither directly or indirectly by an enterprise established
abroad, even whether or not it holds the majority of its social

capital.
Article 13 - The curreacy ia which the operations mentioned in
Itews a and b of Article 1 of this Decree are to be registered shall

be, always, that of the country of origin of the foreign capiial.
The currency for registration or the operations provided for ic
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Isem £ of the above-mentioned Articie shall be always that of the
country of residence or headguarters of the recepients of the remit-
tances covering royalties, and payunents for technical. scleantifie,
aduinistrative, and similar assistance.

tion of reinvestaents, s

: - Reglstra wﬂaaur{m
tal, mone mmuetuplm. and domestic capital be
totmumlﬂn;wummmuhmmmor
national currency.

- For the purpose of registering foreign capital,
ppol must be given of 1ts having entered the aceount books, of
its entry into the country, of ita ownersiip, and resi or head-
quarters of its owner, in accordance with the criteris established
by the Sworlm of Money and Credit.

Article 16 - Inmmoormummimrormmnt.
tl.unuu entering the country iun the form of capital goods. thlu
szuupmtortbQulmaramm
t&pr&uhottuthhhommmmmmamdiuuw

regardless of the terms agreed upon, into account other pro-
visions pertinent to the authorization p previously in force.

Sole Paragraph -~ Should adeguate proof of the price in the coun-
try of origin not be av umm registration shall be made in accord-
ance with the value a8 shown in the accohnting books of the firm re-
uluns Lne capital m or on the basis of an appraisal whionh will

be duly regulated by the Superintedency of Money and Credit.

Acgiecle 17 ~ Upon registration of the operations mentioned in
Items a, D, and I of Article 1 of this Decree, the Superintendency
of Honey and Credit shalil furnish the Exchange Department of toe
Banco do Brasil 8/A, and the interested party with a certificate in
which shall be specified tohe maximua limit for profit reaittance
purposes, taking into aeccount regulations d'tne Income Tex legislation.

%J& The Superintedency of Money and Credit shall publish
in its tin and in the Official Gazette a list of the reglstrations

made during the preceding semester.

uu%;u.z - Profit Remittances abroad shall require proof-of-
payment of income tax and, with the exception of those operations men-

nmdinlmlnrmx.txclermnummnubmeerm
Sole Paragraph of the same Artiecle, shall also depend upon registration

_ :{tm firm and the operation with the Superintesdiency of Money and Cre-
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rticle 20 - -Mlbrnn on of firms holding foreign capital
wishin, mmmuuntmutomlm(,h,
i, and J of Article 1 of this Decree shall be applied for on

appropriate forms provided by the Superintendency of Money and

A - Upon proof oqunntormm.mmm
De of Banco do Brasil S/8 shall authorize the remit-
tances provided for in ltews g, h, 1, and J of Article 1 of this
Decree, taking due notice, in each case, of the maximum limit de-
clared on the Registration Certificate, and informing the Super-
intendency of Money and Credit of this action.

- The remittances and registrations provided for

in Items 1 o uuxmumoot;usoummnm
shall be m in uit.h regulations to be established,
within thirty (30 from the uu of publication of this

Decree, by the cmu of the Superintendency of Money and Credit.

: - Within thirty (30) days of saking any of the
me%mmmxm g, h, 1, J, and 1 of Article 1

of this Decree, the remittor must request registration of the
remittance, on the appropriate form provided by the Superintendency
of Money and Credit, duly accompanied by the corresponding corrobo-
rating documents, under the penalties of the law.

Sole Paragraph - Registration of the amounts and valuables
mentioned in Item ¢ of the Sole Paragraph of Article 1 of this
Decree must be requested on the form mentioned in this Article
and at the time established by SUNOC (Article 22).

| W order to maintain its registries up-to-date,
the Super of Money and Credit may solicit and require,
whatever information it may deem necessary frosm firus.

- Individual and legal entities who do not apply
for the ion within the time periods established by the
Council of the Superintendency of Money and Credit, will be subject
to the penalties prescribed in Article 80 of this Decree regard-
less of other penalties deriving from legislation in force.

Solo Paragraph.Individuals or legal entities who fail to
answer request of statiatical data and other information made
by the Superintendency of Money and Credit will be subjeet to
the same penalties.
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~ Whenever it may deem it necessary, the Super-
By © : and Credit may act to verify informaticn
mum u to 1“ veracity through inspection and investigation
of the party in question.

MW-MWMIW entities held
for irregularities shalli be subject to the penaltles
set forth in this Decree and to those to be established by the

Council of the awiam: of Money and Credit, in accordance
with legislation in force.

| CHAPIER 11
Capital Owned by Those Domiciled or Established Abroad

”%m registration of investments made after
Se mtmnmummmr(}o)m-mn
the goods have been freed Ly customs and the exchange operation

has been liquidated, both in the cese of investments in capital
goods and [inancial resources respectively.

- The registration of nmv:-m::i supple-

ustments o made

Eubsqtast”sol eptesbar 51, 1061 miat sviied For Fitnia
mrg)mmmmummummm

- The registration of investments in the fora
of cap may be granted only to those operations which
pmtmumunmhummrw“bytnmm
authorities. in accordance with the regulations governing the
authorization system previously in force and has received their
approval, as evidenced by a Certificate of Authorization.

The reglastration of domestic capital referred
tomemrmummxormmom,
must be requested umrmﬂmnmmrmm
of Money and Credit. .

9wxo~nmommmummrn, 1963,
must have their registration applied for by May 30. 1964.




- Paragraph 2.0 - Applications for
before December 31, 1967 must be within thirty (30) days from the
date of their respective entry in the bocks of account. .

Paragraph 5.0 - Changes in the amounts of those investaents
should be submitted withing a period of thirty (30) days from the
date of their respective entry in the books of accounts.

- Annual profit remittances abroad shall not
exceed percent (10%) of the investments registered in
umuwmuuuotmmm.

Scle Paragraph - The percentage set forth above will be
caloculated only on the registered investment, as defined in
Article ) of this Decree.

- it shall be the responsibility of the Super-
intendency and Credit. on registering a remittance, to
verify whether the investment has continued to foram a part of -
the social capital of the enterprise during the entire fiscal year.

Paragraph 1 - Should the investment not have formed part
of the social cepital for the entire period to which the remittance
refers, the limit established in Article 31 shall be proportionately
reduced.

Paragraph 2 - The relative limit mentioned in Article 3l
may be reduced in absolute terms. in case the enterprise reduces
the level of investment.

w-m:mamuumamlm: nd
of ten nt (10%) calculated in accordance with Article 31
and 32 of this Decree shall be considered repatriated capital

and deducted from the corresponding registration, for the purposes

ol ¢ ing the value, in absolute terms, of future remittances.

4 ~ Only registered investments, as deiined in
Article D of Decree may be repatriated, and the annual _
portion eligible for repatriotion can not exceed twenty percent (20%)
o:mmuogmmmmm.
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- The registration of finano investments wmade

after r 27. 1962 must be applied for withia thirty (30)

mmnmuunmammuummw ustoms.
@ - The regiatration of financing investments can

only be to those operations which, having been previously

subait for examination by the monetary authorities, in accordance
with the regulations goveraning the authorization system previocusly

1n‘fim been approved, as evidenced by a Certificate of Authori-
sation.

m mtmm of cash loans msade aflter
J62 must be applied for withinm thirty (20) days
t‘tjm the dnh of tlu- liquidation of ﬂ* exchange operation.

‘!ho amount of interests to be remitted cannot
exceed Mu calculated at the rate stipulated in the
respective loan agreement and at the rate im effect in the capital
market whence loan originates on the date of its fulfillment. for
operations of the same tyve and in like conditions.

Paragraph 1 - It shall be the responsibility of the Super-
utmarmymcnut, on and after the date of regis-
tration, suspend and refuse resitiance of the amount in excess.

Paragraph 2 - Upon registration of reaittances the amount
of interesat in excess ar the limit set forth in this Article

shall be considered as amortization of the lcan.
CHAPTER 111
Technical, Adaministrative and Scientific Asaistance
and the like

- The registration of coatracts covering technical,
aduinistrative, scientific, and similar assistance signed up to
n;g:-hcr 31, 1962 and atill in forve, must De applied for by May Ji,
14

"

w The registration of contracts wori.nc technical,
administrative. sclentific, and s.milar assistzuce signed alter

Decesber 351, 1563 must be applied for within thirty (50) days from
the date of its signature. -
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41 - Hemittances resulting from the execution of contracts
co - cal, aduinistrative, sclentific and similar assistance
may be made only during the first five years of the firm s cperation
or during the firat five years subsequent to the introduction of the
special industrial process; this period may, however, be extended for
five additional years by the Couneil of the Superintedency of Money
and Credit.

Scle Paragraph. - The Superintendency of Money and Credit shall

. establish, within the maximum period of sixty (60) days from the date

of the publication of these regulations, rules for the execution of
this Article.

Article 32 - The Superintendency of Money and Credit may, when-
ever it deems necessary, ascertain the effectiveness. the necessity
for and the gquality of the technical, administrative, scientific, or
sinmilar assistance rendered to firms established in Bragzil, which
involve remittance of earniags abroad.

4% - The sum total of the amounts due as royalties for
the muxmioa of patents of invention or use of industrial or coam-
mere trade marks and for technical, sclentific, administrative or
similar assistance, may be deducted on incowme tax declarations, for
purposes of Article 37 of Decree No. 47,375 of Deceuber 7, 1952, wp
to the maximum cumulative limit of five percent (58) of the gross
income originating from manufacturing or sale of the product.

Paragraph 1.0 ~ Within the percentage limit established in this
Article, the amount to be remitted or transferred abroad as payment
for technical, adainistrative, scientific or similar assistance,
added to the amount to be remitted or transferred abroad as royalties,
may not exceed the maximum cusulative limit of two percent (2%) of
the cost of the manufactured product. or of iLhe gross revenue origi-
nating from the manufacturing or sale of the pruduct.

Paragraph 2.0 - Coefficlients for types and classes of production
or groups of activities will be established and periodically revised,
by act of the Minister of Finance. according to the degree of impor-
tance, within the percentage limits respesctively established in this
A-ticle and in its [irst paragraph. both for inecome tax declaration
purposes as well as for purposes of remittances of trrnsfers abroad.

S CHAPTER IV
Patent and Trade-Hark Liceuses ‘
w - Registration of contracts invelving payseats of

royelties, signed up to December 3i, 1363, and still in force must
be applied for up to May J1, 1964.
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- Registration of contracts umlw of

royalties signed after December 351, 1565 must be app for within
thirty (30) days from the date of its signature.

: mswumotmmcrm:m,m
ever it m'{ may mtmu the effectiveness and utili-
ty of the patented or objects that involve remittance of

royalty payments abroad.

Article 47 - Branch or subsidiary enterprides established in
the country will not be permitted to remit royalties to their head-
quarters located abroad.

Sole Paregraph - Wnen the mar:l.t.v of the soclial capital or the
control of the capital of the firm .mu recepients of royalties
residing abroad, royalty M%m not be permitted.

CHAPTER V¥

m}{sﬁg&“ Individuals and Ml entities residing or esta-
blished in 1l are hereby obliged to declare to the Superinten-

dency of 'ilmr and Credit, holdings and valuables they may possess
abroad, including bank depositis, execlduing, however, in the case of
foreigners, whatever they owned at the time of their entry in Brazil.

& %9 - Failure to comply with the stipulations of the
forego: le shall result in considering the valuables and bank
deposits abroad as illieitly earned and, as such, subject to legal
action for the purpose of recovering or compensated for such amounts
by applying holdings or valuables umtm in Brazil, which may be
seized by the Treasury.

M- Individuals and legal entities residing or esta-

bl in 1 shall notify the Superintendency of Money and
Credit, on the proper application foram and at the end of each quar-
ter, of the acquisition of new goods and valuables abroad, indicating

the resources used for such acquisitions.

Sole Paragraph - The same fora referred to in this Article must
be used for making an annual declaration up to January 31 of each

year, which shall mj.uﬂ«n the amount of goods, valuables and banik
deposits abroad be to the persons mentioned herein as of
Deceaer 31 of the year, with an explanation of the varia-

tions indlicated therein.
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2iI®L: IX

CHAPTER 1
Lxoiange Provisions

Artiele 5l - Entries in the books of account corresponding to
concessions of credit and involving operations that must be regis-
tered with the sww of Money and Credit may be accom-
plished through a "symbolic” purchase and sale of exchange, duly
authorized by the Superintendency of Money and Credit, for the
purpose of regularization.

«~ Whenever it may be necessary to bring exchange
avallabllities in line with actual needs, the Council of the Supe-
rintendency of Money and Credit is hereby authorized to hand down
Instructions requiring a strietly cash financial charge upon the
value of imported goods and financial transfers, to a maximum of
ten percent sloi) of the value of the ilmported goods and fifty
percent (50%), of tue value of any financial transfer whatsoever,
including expenditures in connection with international travelling.

Sole Paragraph - The maximum period during which the rignt mention
ed in this Article may he exercised shall be one-hundred-fifty (150)
days of each year, consecutive or not.

- The receipts accruing from the linancial charge
prov or the foregoing Article shall constitute a cash reserve
in cruzeiros to be kept in a separate account for that purpose in
the Superintendency of Money and Credit and utilized whenever it
may be considered opportune solely for the purchase of foreign

exchange and gold bullion, to strengthen exchange reserves and
avallabilities.

Ax - The Ministry of Foreign Affairs, in conjuntion
with the Super y of Money and Credit. shall carry out studies
and understandings that will permit the Federal Government to enter
into agreements with othes nations for administrative cooperation
having in view (he exchange of informaticn. on exchange policy,
remittance of earnings, value of imported capital assets, motion-
picture-film and machine rentals and of any other nature.

Article 55 - If verified during the course of an administrative
investigation, in which the suspeect is guaranteed the right to defend
himself fully, any frauduleant act in connection with Customs duty or
exchange operations resulting from under- or over-inveoicing on import-
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ing or ing goods or merchandise. the Council of the Superiaten-
dency om Credit shall penalize through fining the respon-
sible parties in an amount up to ten (10) times the value of the
amount under- or over-invoiced, or by suspension of the rignt to
import and export for a perdod of one (1) to five (5) years.

Sole Paragraph -~ The Foreign Trade Department of the Banco do
Brasil S/A shall submit to the Councll of the Superintendency of
Money and Credit within a period of ninety (90) days, from the date
of publication of this Decree, a plan presenting measures to be
enforced with a view %o preventing to the maximum extent, the
occurrenie of fraud in import or export transactions.

i - Exchange operations in the free-rate market shall
be negotia through establishments authorized to deal in exchange
with the assistance of an official exchange broker, whenever required
by law or regulation, and both shall be held responsible for proper
identification of the client as well as the correct classification
of information given by the same, in accordance with the rules es
tablished by the Superintendency of MNoney and Credit. ;

Paragraph 1 - Operations that are not clearly asong those item-
ized in the Classirication Code adopted by the Superintendency of
Money and Credit or that come under the headings Hiscellaneous  or
“Others” may be handled only through the Banco do Brasil S/A.

Paragraph 2 - Any false declaration of identity on the appli-
cation form, (whose format and number of copies shall be determined
by the Superintendency of Money and Credit), required for each ope-
ration and signed the client and having the visé of the bank and
by the broker, shall be considered a vblation for whieh the bank,
the broker, and the transactor shall be held responsible and fined,
each and every one, in an amount equal to thrice (3) the value of
the cperation.

Paragraph ) - Any false declaration of information on the appli-
cation form referred to in Paragraph 2, shall be considered a viola-
tion for which the client will be held solely responsible and punisha-
ble with a fine equivalent to one-hundred-perceant (100%) of the value
of the operation.

4 - For any improper classification, iu accordance
with rules established by the Couneil of the Superintendency of
Money and Credit, of the information given by the client on the
application form referred to in Section 2 of this Article, the bank
and the broker who participated in the operation shall be held res-
ponsible and each shall be punishable with a fine equivalent from
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% to one~hundred percent (100%) ef the respective value of the ope-
ration.

Paragraph 5 - In theevent of repetition of the vioclation, the
Counecil of the Superintendency of MHeney and Credit may cancel the
authorization given to banking establishments that fail to comply
with the sti tions of this Adticle to operate in exchange and

to the respective authorities egual sanctions in relation

propose
to the brokers.

Paragraph &6 - The text of this Artiocle shall be, obligatorily,
written on the application foram referred to in Paragraph 2.

g ~ Banking establishments authorized to operate in
exchange obliged to submit a dally report to the Super-
intendency of Money and Credit on the susz total of exchange
and sales, together with an indication of the purposes of such ope-
rations, in accordance with the established classification.

Sole Paragraph - When buyers or sellers of exchange are legal
entities, the statistical information should correspond exactly
to the entries made by these firms in their books of acoount.

: - Banking establishaents failing to report the
exaot value of their operations shall be subject to a fine eguivalent
to a maximum of thirty (50) times the highest minimum-wage in the
country, and this amount shall be tripled in the event of a repeated

violation.

Sole faragraph - The fine shall be imposed by the Inspector-
General for Banks and any sppeal against his action, whien shall
not nave suspensory effect, may be made to the Council of the Supe-
rintendency of Money and Credit within a period of fifteen (15) days
from the date of notice of the infringement.

% Ia the event of repeated violations, the I, spector-
General for shall request the Executive Director of the Supe-

rintendency of Money and Credii to cancel the authorization to deal
in exchange given to the banking establishments responsible for
such violation. Final decision on this matter shall be taken by
the Council of the Superintendency of Money and Credit.

Article &O - The Council of the Superintendency of Money and
Credit may determine that exchange operations relative to movements

UNCLASSIFIED
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of capital be transacted, in whole or in part, in the exchange msarket,
apart from the import-and-export exchange market, whenever the ex-
change situation makes such aoction advisable.

Article 61 - In any case and whatever the exchange system may be,
the purchases of exchange for financial remittances registered with
the Superintendency of Money and Credit in accordance with this Decoree,
wmtnmmmummmmmnmuwmz-

tances in of imports in the general category, as provided for
in Law 3, of August 14, 1957.

- Fordgn banks authorized to operate in Braszil shall
be subjeot to the same legal prohlibitions or restrictions applicable
tommmmmumuummmanm in the
places where ::ntr maln offices are located, in accordance with legis-

lation there foree.

Sole Paragraph - The Council of the Superintendency of Money and
Credit -mx the Iastructions necessary in order that the provi-
sions of this cle mn be complied with within a period of two

m
mumtrou ptmr).lséz as regards the foreign banks
already in operation in the country.

- Foreign banks whose main offices are located in
laces where ion imposes restrictions on operations of Braszi-
ian banks, are forbidden from acquiring more than thirty perceat (30%)

of the vatmg stock of Braszilian Banks.

CHAPTER III
Credit FProvisions

- 4 - The Treasury and official public credit institutions,
both and State, including mixed-capital enterprises controlled
by the l.u. may only through a F esidential Decree guaraantee foreign
loans obtained by umwuu whose absclute or relativemjority of
voting stock 18 held by individuals or legal entities who do not re-
side or are not established in Brazil.

Articlie 65b- Enterprises whose majority of voting stock is held
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mnmnmmli::;::omha‘utm
establishwments wentioned oregoing Article pending
«~ated comsencement of their operation or activity.

Scle Paragraph - Projects considered of high interest to the
national economy shall be excluded from the considerations of this
Article upon special authorization of the Executive Power.

- The agencies and establishments mentioned in Ar-
ticle 04 may concede loans, credits, or financing only for new in-
vestments in fixed assets of enterprises whose absolute or relative
majority of vot stock 1s held by individuals or legal entities
residing or es abroad when such firms are engaged in es-
sential economic activities and their undertakings are located in
economic regions of interest to the national economy, as defined and

usnumerated in a Presidential Decree and on advice of the National
Economic Council.

Sole Paragraph - Investment of resources deriving from public
investment funds established by law are also subject to the pro- !
visions of this Article. \

Article 67 - Financing and investment organizations may offer
in the Brazilian stock market only capital shares and stock issued
by branches and subsidiaries of foreign capital eanterprises, which
are assured voting rights.

CHAPTER 1V

Aceounting Provisions

- It is obligatory for enterprises, including cor-
porations, to indlcate in their balance sheetz the specified portion
of capital and credits belongingto individuals and legal eantities
resid or established abroad, in accordance with registrations
filed with the Superintendency of Muoney and Credit.

Sole Paragraph - The sawe specification shall be made in the
Profit-and-Loss statesent setting forth thet portion of profits,
dividends, interest, and other amounts credited to individuals or
legal entitie® residing or established abroad.

Article 67 - The Ministry of Industry and Trade, with the par-

SR e
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ticipation of the Ueneral Directorate of the Treasury and of the Su-
perintendency of Muney and Credit. shall present, within a period of
one (1) year from the date of publication of this Decree, a plan of
accounts and gensrali accounting rules and regulations establishning
time limits for the orderly adaptation of preszent acgounting sys- -
ten which will be standardized for similar groups of activities and a-
Gapted to the needs and possibilities of enterpriees of different
slzes.

Sole Paragraph - Onece mmdpmwmu'mm
accounting rules has received administrative approval, it shall,

compulsorily. be adopted by all legal entities belonging to the
different groups of activities.

CHAPTER V

% Foreign coperations requiring registration with
the Super y of Mohey and Credit., as provided lor herein,
shall be in accordance with the Natlional or Regional Social and
Bconomic Developmwent Plans in order to obtain, among other results,
the maximum utilization of forelgn resources avallable.

Artic 71 - In order to comply with the provisions of the
foregoing cle, the Superintendency of Muney and Credit shall
submit to its Counell the following:

I. A classified list of priority economic activities, in ae-
cordance with the varying degrees of reglonal development,
prepared in cooperation with the Nationai Econoamic Couneil;

1I. Regulations amending preseant provisions concerning the
systeam of prior authorization and present provisions con-
cerning registration of operations with foreign countries,
designed to subject the same to a prior exauination as re-
formulated by the monetary authorities.

gﬁiﬂg ;g processing of registrations mentioned in Items
a, b, muu 1l of this Deeree shall continue to be followed

unul such timp as the mew regulations, referred tc in Item II of the
Article, shall 20 into effect alfter keing approved by the
counen of the Superintendency of Money and Credit.

UNCLASSIFIED
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% Custons hl:g cmu shall have the right to
reduce by as much as rty (30) percent the tariff rates
imposed on machinery and equipment imported, according to peculiari-
uuormmmmmwmmcm. to the industrial con-
centration in which the machinery and equipment will be used and to
the degree the existing machinery and equipmeat are being utilized.

Sole Paragraph - In the event that machinery and equipment are
transferred from the region to which they were originally donunod,
the interested parties will pay to Customs, the corresponding amount
of the tariff discount granted them at the time of import, whenever
such equipment is moved to areas where the tariff diseount has not

been granted.
eaignz Registrations made by the Superintendency of Money
and m-m,-nxuwuumx-
litate a mu. of the situation, movements and results
ottmmnplm
Sole Paragraph - Based on mmu referred to in this Decree,
llnu Mt.lhnuml.mhu
npoﬂs the President of the Hepublic and to
uzmm
CHAPTER VI
Miscellaneous Provisions

} - Foreign capital invested in Brazil shall receive
1mxmwmmmmmmmumumt
granted domestic capital and any diseriminatory practice whatsoever
not provided for herein is hereby prohibited.

~ Criteria established for the import of used amachine-
ry and equipment shall be the same for foreign investors and enter-
prises as for domestie concerns.

An authorized import of used machinery and eguip-
ment mwmmmmmm-mmorm
machines and equipment.

- Members of the Council of the Superintendency of

m %, shall be obliged to declare thelir personal wealth
and earnings, uuouuthntorm-mmm“. on or
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before April 30 of mmmmmmsmmxu
anldhy Pederal Accounts Tribunal, which shall
notify the Senate of its action.

in tais Article.

The Superintendency of Money and Credit shall
establi mmm.-muummmmmmorm
cations for registration and, wherever necessary. for control of
exchange remittances.

- Violations of any of the provisions of this Decree,
save which specific penalties are tioned herein, shall
be punished by fines varying from twenty (20) to fifty (50) times
the amount of the highest minimum-wage in the country, to be lmposed
by the Council of the Superintendency of Money and Credit in the
manner established in Instructions to De issued for that purpose.

- Cases not covered by this Decree and doubts
arising course of its execution shall be resolved by the
President of the Hepublic upon recommendation of the Council of
- the Superintendency of Noney and Credit the Finance Minister
having been heard.

> Wntﬂtm referred to in Articles 27, 28, 35
and 3 this must be applied for witain thirty (30) days
from the date of its publication, iAf the following steps have been
completed prior to the entry into force of the decree;

a) Customs clearance of the goods and liquidation of the
exchange operation, as established in Article 27;

b) Completion of entries in the accounting books as esta-
blished in Article 20;

o) Customs clearance of goods, as established in Article 35;

@) Ligquidation of the exchange operation, as established in
Article 37.

W-mmmupmurwmmuuor
its pi cation, and all other provisions to the contrary are

hereby revoked.
Source: Translated from "0 Estado de Slo Paulo , January 18,1504.
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