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The Special Committee on Tax Reform in Brazil’s Lower House approved
Congressman Luiz Carlos Hauly’s proposed indirect tax reform on 11 December
2018.

Background
The 1988 Federal Constitution established the current structure of Brazil’s
tax system. The structure consists of different taxes that are imposed by
different taxing authorities (federal, state and municipal). The tax reform,
therefore, would need to be carried out through a Constitutional Amendment.
The amendment would then have to be approved by two-thirds of the Brazilian
National Congress (Lower House and Senate). According to Mr. Hauly, Brazil
“has a highly complex system, composed of excessive taxes, with excessive
concentration on consumption, and that presents a high administrative cost
both for the taxpayer and the Tax Administration.”
Several taxation models were discussed in public hearings over the past three
years. Brazil’s Congress chose to move to a system similar to tax systems
adopted by most European countries — a system based on an income tax, a
value-added tax (VAT) on goods and services, and a single-phase selective tax
on specific items. As a result, the proposed indirect tax reform was introduced
in Brazil’s National Congress through Constitutional Amendment Proposal (PEC)
Number 293.
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Proposed indirect tax reform
If enacted, this proposal would significantly change the
system of indirect taxes in Brazil. Specifically, the proposal
would:
• Replace the ISS (municipal service tax), ICMS (state VAT),
PIS and COFINS (Social Security Contributions on Sales),
IPI (federal excise tax) and some other taxes with a single
federal VAT (Imposto sobre Bens e Serviços, or IBS) with
only a few exceptions and special regimes
• Charge the IBS based on the destination of goods and
services (rather than on origin, as is currently done)
• Centralize IBS collection
• Distribute IBS revenues to states and cities based on
their contribution to the tax base and phase in the new
distribution model over a period of years to avoid shortterm impacts on state and municipal budgets
The proposal would provide transition rules to change from
the current system to the new system in three stages, as
follows:
	1st stage: During the first year after the publication of the
Constitutional Amendment, a temporary tax, similar to the
IBS, would be imposed on transactions involving goods,
services and intangibles. The tax rate would be 1% and
taxpayers could use the tax paid to offset COFINS.
	2nd stage: From the second to the fifth year after the
publication of the Constitutional Amendment, the old
system would be replaced by the new system. Each year,
the bill would reduce the rates of IPI, IOF, ICMS, ISS, CIDEFuels, PIS/Pasep, COFINS, PIS-Import, COFINS-Import and
Salary-Education by 20% of their current values, while the
rates of IBS and the selective tax would be implemented in
fractions of 20% of the amount determined in the previous
stage. The distribution of the IBS and the selective tax
revenue would be made in the same proportion of the
previous taxes for the Federal Government, states and
municipalities over the last three years.
	3rd stage: From the 6th to the 14th year after the
publication of the Constitutional Amendment, the
distribution of the IBS revenue between federal, state and
municipal governments will gradually transition from the
2nd stage methodology (based on the previous collection
of the taxes that no longer exist) to the new rules proposed
in the tax reform. This stage is very important to avoid
abrupt disruption in the collection of the IBS revenue by
the different levels of government.

The IBS would be regulated, collected and supervised by
National Supervising, formed by all the state and municipal
tax authorities. National Supervising would have a guarantee
of indivisibility, functional independence and autonomy,
among other conditions, and would be financed by a portion
of the taxes it collects. Its directors would be chosen by the
governors of the states and the Federal Government. The IBS
would be charged at the destination of the merchandise or
service, instead of being charged by the state from which the
goods were shipped.
The proposal would maintain the current social security
financing, as opposed to previous versions that suggested
a reformulation with the creation of a new contribution on
movements or transfers of values (i.e., banking transfers)
and adjustments to payroll contributions (e.g., cutting or
reducing benefits).
As the text has now been approved by the Special Committee
on Tax Reform, the proposal will move to the Lower House
Plenary, which is expected to happen in early 2019.
Given this development, although there may still be many
discussions on this matter, taxpayers/businesses should
consider the following questions:
1. How would the tax reform proposals affect their
operations?
2. How would the special regimes and tax benefits be
treated under the new rules? Would they be migrated
into the new system? Or terminated?
3. Would accumulated balances of current tax credits be
available to offset future taxes or should companies seek
alternatives to accelerate the use of the accumulated
credits?

Indirect Tax Alert Americas Tax Center

For additional information with respect to this Alert, please contact the following:

Ernst & Young Serviços Tributários SP Ltda, São Paulo
•
•
•
•
•

Sergio Fontenelle
Waine Peron
Tatiane Esposito
Bruna Felizardo
Washington Coelho

sergio.fontenelle@br.ey.com
waine.peron@br.ey.com
tatiane.esposito@br.ey.com
bruna.felizardo@br.ey.com
washington.coelho@br.ey.com

Ernst & Young LLP, Latin American Business Center, New York
•
•
•
•
•

Gustavo Carmona Sanches
Aline Nunes
Ana Mingramm
Pablo Wejcman
Enrique Perez Grovas

gustavo.carmona1@ey.com
aline.nunes1@ey.com
ana.mingramm@ey.com
pablo.wejcman@ey.com
enrique.perezgrovas@ey.com

Ernst & Young LLP (United Kingdom), Brazilian Tax Desk Leader, London
• Felipe Fortes

ffortes@uk.ey.com

Ernst & Young LLP (United Kingdom), Latin American Business Center, London
• Jose Padilla

jpadilla@uk.ey.com

Ernst & Young Tax Co., Latin American Business Center, Japan & Asia Pacific
• Raul Moreno, Tokyo
• Luis Coronado, Singapore

raul.moreno@jp.ey.com
luis.coronado@sg.ey.com

3

EY | Assurance | Tax | Transactions | Advisory
About EY
EY is a global leader in assurance, tax, transaction
and advisory services. The insights and quality
services we deliver help build trust and confidence
in the capital markets and in economies the world
over. We develop outstanding leaders who team to
deliver on our promises to all of our stakeholders.
In so doing, we play a critical role in building a better
working world for our people, for our clients and for
our communities.
EY refers to the global organization, and may refer to
one or more, of the member firms of Ernst & Young
Global Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company limited
by guarantee, does not provide services to clients.
For more information about our organization, please
visit ey.com.
Indirect Tax
© 2019 EYGM Limited.
All Rights Reserved.
EYG no. 012814-18Gbl
1508-1600216 NY
ED None
This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer
to your advisors for specific advice.

ey.com

