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General Aspects 
The purpose of this newsletter is to make brief comments about the legal aspects involving foreign investment in Brazil. There are three basic aspects 
to be analyzed:

(a) Creation of business companies composed of foreign shareholders (quotaholders) in Brazil;

(b) Taxes; and

(c) Labor charges

CREATION OF COMPANIES AND FORMAL ASPECTS RELATED TO THEIR MANAGEMENT:

I.1 – Legal forms 

I.1.1) Limited liability companies

The Limited Company created under the laws of Brazil is very similar compared to the “Limited Liability Company” created under the laws of United 
States of America. The limited company’s members may be both individuals and legal entities, provided that there are at least two (2) members, as 
required by law (and there is no maximum number of members).

The Limited Company is governed by articles of incorporation, composed of individuals or legal entities, mainly based on a mutual agreement between 
the members (the capital is divided into quotas, not shares) to achieve the corporate purposes.  

The members’ liability for debts of the company is limited to the subscribed Quota Capital.

The members may be foreigners or Brazilians.  

I.1.2) Limited-Liability Sole Proprietorship - EIRELI

EIRELI is similar to the Limited Company and is created by a sole person holding the entirety of the quota capital.

EIRELI holder’s liability is limited to the amount of the Quota Capital.

The main difference between EIRELI and Limited Company is regarding the Quota Capital. As required by law, the minimum Quota Capital to create an 
EIRELI is equal to the amount of one hundred (100) minimum wages, however, there is no such requirement of a minimum Quota Capital to create a 
Limited Company.

I.1.3) Stock Corporation

The Stock Corporation is similar to “joint stock company” of the Commonwealth and its stocks and other securities may be listed on stock exchanges, 
so-called publicly-held corporations. And closely-held corporations are those corporations whose stocks are not listed on stock exchanges.
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This legal form allows the existence of a sole stockholder. In this event, the company is called as “Wholly Owned Subsidiary”, with no legal limitation on 
the maximum number. 

The Stock Corporation is authorized to issue several securities (notes, commercial papers, debentures, etc.), and the Limited Company is not authorized 
to issue them.

I.1.3) Stock Corporation 

The Stock Corporation is similar to “joint stock company” of the Commonwealth and its stocks and other securities may be listed on stock exchanges, 
so-called publicly-held corporations. And closely-held corporations are those corporations whose stocks are not listed on stock exchanges.

This legal form allows the existence of a sole stockholder. In this event, the company is called as “Wholly Owned Subsidiary”, with no legal limitation on 
the maximum number. 

The Stock Corporation is authorized to issue several securities (notes, commercial papers, debentures, etc.), and the Limited Company is not authorized 
to issue them.

I.2) Foreign stockholders

All legal forms of business in Brazil may be owned and controlled by a foreign individual or legal entity, provided that only a few business, such as the 
press, telecommunications, fuels, etc., have special restrictions or rules applicable to the foreign capital.

As required by the Brazilian law, foreign stockholders not resident in the country (regardless of whether they are individuals or legal entities) shall have 
a proxy in Brazil, provided that this proxy shall be a Brazilian citizen or a foreigner with a permanent visa.

I.3) Procedures and Reasons for the filing of Foreign Capital in Brazil

As a general rule in Brazil, all amounts paid to foreign persons or companies are taxable (withholding income tax).

The most common exceptions to the general taxation rule refer to dividends paid by Brazilian companies and divestitures arising from the settlement of 
assets. However, for such exceptions to be effective, it is essential to file the initial investment with the Central Bank of Brazil, when it is made.

II – Brazilian Taxation System – Following is a superficial view of the Brazilian Taxation System and its taxes levied on business activities.

II.1) Income Taxes - Income Tax and Social Contribution on Income

There are 2 income taxes (both federal taxes): Corporate Income Tax (hereinafter referred to as “IRPJ” – similar to “Income Tax”) and Social Contribution 
on Income (hereinafter referred to as “CSLL” – “Social Contribution on Net Income”). Both are paid on net income calculated using accounting methods, 
with few adjustments to be made, taking into account the tax basis in relation to the other. 

IRPJ and CSLL are income taxes (or earnings before income tax - EBIT) of a company (including potential “surplus assets”). They are certainly the most 
complex taxes existing in the Brazilian taxation system by reason of the different methods of calculation and some exceptions to the general rule.

Both are governed by Federal Decree 9580/2018 (Income Tax Regulation and proceeds of any kind), as amended, and by other applicable legislation. 
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The legislation establishes 2 methods for computing the net income that will be used as a tax basis for earnings before income tax - EBIT (both IRPJ 
and CSL), as follows:

1. Taxable income;

2. Assumed income.

As a rule, companies are allowed to choose one or the other tax basis.

It is worth emphasizing that both taxes (IRPJ and CSLL) may be computed on the taxable income or assumed income tax basis, but in any event such 
taxes shall be computed on the same basis (it is not possible to choose a tax basis for CSLL and another for IRPJ).

II.2) Non-cumulative system

Most Brazilian taxes are subject to the non-cumulative system. According to such a system, the taxes paid by the supplier of goods or services are 
converted into a tax credit on such good or service, and which may be used by the buyer against its own taxes to mature. 

This non-cumulative system was created to try to avoid cumulative or double taxation. Considering that almost all Brazilian taxes are levied on the total 
revenue from the business activity, offering tax credits for taxes previously paid in the production chain has been the Brazilian way of taxing only the 
added value of the good or service, thus avoiding double taxation. 

II.3) Tax on revenue

The taxes levied on revenue are PIS (Social Integration Program - a kind of Social Contribution) and COFINS (Social Security Funding Contribution - 
another kind of Social Contribution). Both are federal taxes.

These taxes are levied on operating profit/revenue of the company, representing the aggregate income from the company’s business activities.

If the company’s taxation system is based on taxable income, the tax rates are 1.65% (PIS) and 7.6% (COFINS) on a non-cumulative basis. However, 
PIS and COFINS tax credits that may be deducted from the total amount of PIS and COFINS to be paid carry on most of the company’s expenses.

In addition, company’s taxation system is based on assumed income, PIS will be charged at the tax rate of 0.65% and COFINS of 3.0%, but both will not 
be subject to the non-cumulative basis, which means that the company‘s expenses will not carry tax credits and the full rates (0.65% e 3%) applicable 
to operating revenue will be paid.

II.4) Service tax

Service providers’ taxation system is based on Municipal Service Tax – ISS.

This tax is not applicable on a non-cumulative basis and tax rates vary from one city to another, taking into account that the minimum tax rate is 2% 
and the maximum tax rate is 5% (except for consultancy services the tax rate of which may reach 6%). It is levied on the operating revenue of the 
service invoices.

Almost all services are subject to such a tax, with very few exceptions based on defects in the Service Tax legislation, or controversies in the federal and 
municipal Service Tax legislations (even though it is a municipal tax governed by municipal law, there is a federal legislation that establishes the basic 
parameters for the ISS). 
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II.5) Sales Tax 

The taxation system of companies that market goods is based on ICMS Tax. It is charged by each State on a non-cumulative basis (raw material, 
electricity, fixed assets, etc., carry on credits that may be used by the buyer). The tax rates vary from 0% to 25%, depending on the product. The most 
common tax rate for industrialized products is 18% in all States.

This tax is also levied on telecommunication services (besides ISS) and intercity and interstate transportation of cargo or people. 

II.6) Excise Tax

Industrialization is characterized as any operation that modifies the nature, operation, finish, presentation or purpose of the product, or improves it for 
consumption.

The taxation system of companies (industries) whose products are industrialized is based on Excise Tax - IPI. This is a federal tax on a non-cumulative 
basis, and its tax rates vary depending on the “essentiality” of the product, and in some cases, it can reach 30%.

III – PAYROLL TAXES

Two kinds of taxes are levied on payroll: social contributions and employee benefits.

The social contributions on payroll are those related to Social Security.

The benefits owed to employees are (i) 30 days paid annual vacation, plus a bonus equal to 1/3 of the monthly salary, (ii) 13th salary, which is a salary 
bonus paid at the end of each year, equal to a monthly salary; and (iii) the Employment Security Fund (FGTS), equal to 8% of the employee’s monthly 
remuneration.

The additional costs on the salary paid monthly to the employee are summarized in the table below:

Payroll taxes (Monthly Cost)

Tax Remark Total Percentage Total
FGTS 8.00%
Social Security INSS: 20%

SAT: 1% to 3%

Education Salary: 
2.50%

System S: 3.30%

26.8% 

to 

28.8%

Paid Vacation 11.11%
13th salary 8.33%

[1] The SAT - Occupational Accident Insurance – rates may be 1%, 2% or 3% and vary depending on the degree of risk of the business activity.
[2] Vacation is paid on an annual basis. This percentage refers to the value of the vacations, divided by 12 months of the year only for purposes of calculating the monthly cost.
[3] The 13th salary is paid on an annual basis. This percentage refers to the value of the 13th salary divided by 12 months of the year only for purposes of calculating the monthly cost.
[4] It takes into account the variable percentage from 26.8% to 28.8%, divided by twelve months.
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