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Brazil Indirect Tax Reform
Time to get ready

Tokyo — August 28, 2024



Updates on Brazilian tax legislation

New Transfer Pricing Rules

Brazilian Rules based on OECD guidelines as
of 01/01/2024.

Law in force for 2024 (pending some regs)

Main considerations

* Arm’s Length principle to define
intercompany prices

* Reevaluate intercompany agreements
(tangibles and intangibles)

* Impact on local custom duties and VAT
on imports

*  Monitor BR TP policy and local
regulations that may be issued

* TP Forms, Local File and Master File

Next steps
* Prepare local documentation

e APA guidelines

Although not formally proposed as a full
reform, some measures have already been
implemented

Direct Tax Reform

Main considerations

* Assess tax impacts on measures already
adopted:

o INE calculation

o Investment subvention regulation
changes

o Golden vote on CARF
o Individuals' taxation thresholds

o Investment funds and individuals'
foreign investments taxation

Next steps
* Discussions on wht on dividends and INE

* Taxon pension plans

-;_Q:}. Main considerations

|+ New regime effective as from January

Indirect Tax Reform

Replacement of Indirect Tax System into
Dual VAT + Selective Tax system.

Approved by Chamber of Deputies.
Pending voting in Senate. Transition as
from January 2026

2026

Short period of time for impact
assessment and implementation

7-year transition period with the

coexistence of old and new taxes

Next steps

* Monitor legislation to be issued

* Mobilize for the new regime analysis
and implementation

© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limited.
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Brazil has historically concentrated most of its revenue on VAT taxes
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© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limited.

™ BRAZIL = OECD

Sources: National Treasury - Estimate of the Gross Tax Burden in Brazil — 2020 / OECD - Revenue Statistics
in OECD Countries/

(a) Participation of taxes on total tax revenue

(b) Percentage of taxation over GDP (2020)
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The average tax burden of VAT taxes in Brazil is significantly higher than in OECD countries
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Tax litigation in Brazil is one of the most expensive in the world, representing approximately 75% of the
national GDP

Tax Litigation Estimate (RS trillion)

“© o,
g Totol | ;o0 0f GOF
|_
'®  Administrative | 0,0
‘O
E
S Judicial |l 04
o Administrative B o3
5
Judicial [ o9
—  Administrative [ 12
@
©
[¢D)
L

Judicial — 2,7

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. FSUNREIRENE S 2B HSAE 17



Approved in late 2023, Brazil’s Indirect Tax Reform is being regulated and goes into full effect in 2033

Indirect Tax Reform THE WALL STREET JOURNAL.
Drive rS WORLD | AMERICAS | -‘
The World’s Most Complicated Tax = ELPAIS
VAT Tax System e

.Sx stem ]uqt Got Eaﬂer

Taxes in Brazil: a baroque system that
punishes the poor, while rewarding

Simplification

Enhancamanhg shareholders and the rich

Competitiveness

€% TAX FOUNDATION al =

unaumptu chel th an income or we: 1lTh

Transparency and
Neutrality Home - Blog -

Brazil has the Opportunity to Implement a Simple Consumption Tax and Foster Tax Progressivity
at the Same Time

Alignment with B B[ NEWS BRASIL
International Brazil has the Opportunity How tax reform should
Standards to Implement a Simple boost the economy even
Consumption Tax and Foster Tax +h th 21
Decentralization and Progressivity at the Same Time with the potential to create

Fiscal Autonomy the 'world's largest VAT

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. FSUNREIRENE S 2B AE 18
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Which tax presents the most pressing
issue for your business operating in
Brazil?

* Corporate income taxation
* Customs/VAT
* Transfer pricing

oy e All of the above
)

7
N

Fr222, 7
’{///?;'//;/
S

* Don't know / not applicable
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Proposed Tax System

© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limi
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Indirect Tax Reform — Timeline

4/2024 1/2025 to 12/2025
Complementary regulations by Ordinary Laws, Decrees, Normative
12/2023 Ministry of Finance Instructions (E-invoices, tax returns, tax 1/2026
payments, among other aspects)
Reform approved 7/2024 Beginning of tax
Constitutional level I reform —
Complementary regs transitonal
approved by the Chamber period
of Deputies

2024
2025
2026

12/2024
Expected voting by the Senate.

Potential return to Chamber of
Deputies

6/2024

Complementary regulations
Steering Committee (IBS)
Tax litigation

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. FISUNREIRENE S 2B 5AE 21



Indirect Tax Reform — Main characteristics

Single tax rate

Single tax rate with exceptions - reduced rates (to 70% and 40% of regular ones) or
exemption for certain services and goods (healthcare, education, public
transportation, medicines, agriculture, national basic consumer products, among
others).

3 Broad base

Levied on transactions with goods, intangibles, rights, services and
digital platforms.

Tax burden transparency

IBS, CBS, and IS not included in their own tax base amounts. End of gross-up
mechanism.

Full input credit

Full non-cumulative regime - tax credits available for all expenses.
Exceptions: Goods and services for personal use and operations
subject to tax exemption.

Specific tax regimes

Few specific tax regimes for certain industries: fuels and lubricants, financial
services, real state transactions, healthcare plans, hospitality amongst others.

To maintain the current level of taxation — direct and indirect burden (?)

© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limited.

ICMS tax incentives

Sunset for ICMS tax incentives — 2032 — yearly reduction as from 2029.

FY 2029: a new fund is established by the federal government to compensate
taxpayers for the end of their tax benefits. Benefits provided by Manaus Free
Trade Zone continue

é PIS/COFINS, ICMS - tax credits balances

ICMS existing tax credit balances could be used by taxpayers as of
01/01/2033 if dully approved by the respective States.

Offset of ICMS against IBS over 20 years (240 installments), except for
installments for permanent assets. Tax credit balances will be updated
by inflationary index.

PIS/COFINS credits: offset against CBS as of 01/01/2027.

Tax collection at destination

Collection of taxes at the destination, putting an end to tax disputes between the
various States / Municipalities.

TS5INMEIREDEREPECEIEHISHE 22



Indirect Tax Reform — Consolidation of taxes

s

Goods and Services Tax Selective Tax

State / Municipal Federal
J g J

Goods and Services Contribution

Federal

\ J

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. TSUNREIRENE S 2B AE 23



Indirect Tax Reform — The rates have yet to be determined, although the proposal indicates 26.5%

~

Standard Estimated Standard Rate — 26.5%

tax rate

Distribution at government levels:
* Federal - 8.8%
* State-15.7%

* Municipal - 2%

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. FSUNREIRENE S 2B H5AE 24



Indirect Tax Reform — Tax rates

Standard Tax Rate

26.5%

J

18.55%

o

=

Rate reduced to 70%

Independent professional personal
services regulated by unions (law firms,
accountants, engineering, etc.)

Intellectual services of scientific, literary
or artistic nature

J

© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limited.

Rate reduced to 40%
Health services, medical devices,
medicines
Educational services
Inputs for agribusiness industry
Food for human consumption
Others

%

Zero rate

Medicines

Higher Education (Prouni — CBS only)
National basic consumer products
Capital goods

Meat, fish, cheese, and table salt
Others

Source: Portal — Tax Reform: Federal Government: https://www.gov.br/fazenda/pt-br/acesso-a-informacao/acoes-e-programas/reforma-tributaria/regulamentacao-da-
reforma-tributaria/lei-geral-do-ibs-da-cbs-e-do-imposto-seletivo/apresentacoes/2024-04-24 regulamentacao-da-reforma-tributaria.pdf

T5INREIREDE mEREBIBNIEHE
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Indirect Tax Reform — Selective Tax (Sin Tax)

Federal Selective Tax (Sin Tax)

. |
- ® Eo ()
Taxable Events f Main Products Exemptions Taxable Basis | Rates
+ Importation, production, or|| * Cigars * Exports |+ Sales value with some |+ To be defined by ordinary
distribution of goods and * Alcoholic beverages * Electricity | exceptions § laws.
services that are harmful ¢ Soft drinks « Telecom services :,
to health or the * Automobiles * Specific rules for certain g
environment * Mining activities Expressly excluded fromthe /| operations. :
* Gambling / bets | scope of the Selective Tax. " i
* Levied only once * Boats
* Aircraft :
i

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. TSUNREIRENE S 2B AE 26



Indirect Tax Reform — Transitional period

COFINS

ICMS Phased rate decrease
ISS Phased rate decrease

I s

Transitional period

. Proportional reduction of tax incentives as of 2029. End of tax incentives in 2032

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. TISUNREIRENE S 2B A E 27



How do you feel about the indirect tax
reform in Brazil?

Optimistic — the tax department will spend fewer
hours calculating and paying taxes

| Y Neutral — the Brazilian tax environment will
Y €%/ W continue to be challenging

Concerned — the tax reform may increase the tax
burden and cause competitive impacts

,1 '’y

//////////// - _
: -.””" %N Don't know / not applicable
e - e te i ‘ \

None of the above

TSINMEIREDERELELCEIZHIGHE 28
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How to get ready

Y
S—]
Analyze the new Review your supply
tax burden chain network
* Model the current tax burden upon * Analyze the current location of suppliers » Review tax processes (all areas directly or
adoption of the new tax calculation and customers indirectly related to the tax routine)
* Understand the impact of the new model * Review inbound and outbound freight * I|dentify necessary changes for migration
on the tax burden, prices and margins costs and expenses to the new model
* Identify impacts related to cash flow * Discuss production and distribution * Plan for expected new tax returns, along
strategy, with a focus on efficiency, with changes to electronic invoices (new
regardless of the tax burden field to disclose new taxes)

* Compare the effect of importing finished
products vs local production

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. FISUNRBEIRENE S 2B AE 29



How to get ready

Review VAT accumulated Consider tax

credits incentives
* Consider accelerating use of credits * Analyze impacts of the sunset of tax » Consider recent taxpayer-favorable
during the transitional period incentives administrative and judicial court
decisions
* Analyze use of ICMS accumulated credits * Analyze of the possibility of fully utilizing
(2032) — write-off risk: specific local incentives until 2029 » |f the VAT credits (PIS/COFINS) are not
compliance required to obtain refund recorded in the tax returns at the
* Analyze potential Manaus Free Trade beginning of the transitional period, the
* If the ICMS refund is not approved Zone opportunities taxpayer is not allowed to amend the
until 12/31/2032, the taxpayer must ; . returns and recover the credit
write it off * Model impacts on margins and cash flow

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. TSUNREIRENE SE 2B AE 30



Indirect Tax Reform — Implementation Journey

* Understand the
. organization’s current
business environment

* Identify potential
impacts of the Tax

\im pacts

Reform to the business
e Assess relevance of the

/- Develop customized\

solutions and define
the minimum

viable product
(MVP) for defined
impacts

Upon validation of
solutions, scale the
implementation within
the organization,
prioritizing and
staggering
through sprints

Concept

© 2024. Para mais informag0des, contate a Deloitte Touche Tohmatsu Limited.

Sustain the solutions
implemented, monitoring
the success of the
implementations with
defined metrics and
introducing

consistent incremental
improvements

* Implement controls on

the impacts of the tax
reform in the business
and strategy

T5INREIREDE mEREBIBNIEHE
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Indirect Tax Reform — Tool set

Tax of Tomorrow Tax Reform Tax Reform

Research Heat Map Emulator

Variagao do EBITDA (valor absoluto)

A sua empresa adota I1A ou Gen,JA na area tributéria?
NAD 80,00%
70,00%
MAQ SEI INFORMAR 60,00%

- " 50,00%
M Probabilidade SENSIBILIDADE A REFORMA
Monitorar | : : Melhorar 40,00%

: 30,00%
' 20,00%
10,00%
0,000 mmemmm

Quais sdo os principais beneficios que sua empresa percebe com o nove madelo tributario?

2025 2026 2027 2028 2029 2030 2031 2032 2033

simplificagio de impostos

Bruto Liquido

Maior transparéncia da carga tributéria - *
Liquido
Redugdo das obrigacées acessérias

Eliminag&o de redundancias das obrigagGes acessorias

Melher definigio sobre fator gerador e conceites (como débito e crédito)
em um cendrio de impostos sobre Bens e Servigos (IBS)

104%

Menor custo de compliance tributdrio (pessoas, sistemas, processos
internos etc)

Mitigar

Racionalizacdo de processos

Menor proporgdo de impostos da cadeia produtiva
-

Menor frequéncia de alteragdes de normas tributarias

Maior seguranca judicial _ 36%

Substituig3o por um modelo de tributag3o sobre movimentagdes
financeiras

2024 2025 2026 2027 2028 2029 2030 2031 2032 2033

© 2024. Para mais informagdes, contate a Deloitte Touche Tohmatsu Limited. TSUNREIRENE S 2B AE 32



Bt E (Q&A)
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