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Seeking to persuade the Brazilian National Congress to pass the government’s tax reform
proposals, Minister of Economy Paulo Guedes described the country’s tax regime as
“perverse, regressive, inefficient, [and] a tax madhouse.” 

On July 21 Guedes introduced the first phase of an ambitious plan to reform the country’s tax
system by consolidating two federal consumption taxes into a single contribution on goods and
services (CBS). He asked the National Congress to replace the Program of Social Integration
and Contribution for the Financing of Social Security consumption taxes with the CBS, which
would be imposed at a rate of 12 percent. Brazil’s often overlapping system of federal, state,
and municipal taxes has been described as Byzantine and criticized for its complexity and the
burden it places on the business sector. Jose Barroso Tostes Neto, head of the Federal
Revenue Service, said July 21 that the government would announce further elements of its tax
reform plans within 20 to 30 days. 

On August 5 Guedes told the temporary Joint Tax Reform Commission that the government
wants only to simplify the country’s taxes, not raise them. “The burden may remain the same,
but we will replace several taxes with one,” he said. “We have a bad regime, which has BRL
300 billion (around $57 billion) in exemptions. Guedes said that while parties with political power
get tax exemptions, they also get caught up in litigation that, collectively, totals BRL 3.5 trillion. 

Rubens Scharlack, founding partner of Scharlack Advogados and Scharlack PLLC, said 
Guedes’s description of Brazil’s tax regime was apt. He said that while there is a “madhouse
aspect” to the U.S. tax system as well because of the confusing way in which the laws and
rules are written in Washington, Brazil’s problems are rooted in a “proliferation of multiple taxes
apparently levied on the same type of transaction, even though they have different
characteristics, tax bases, and limitations.” 

Felipe Salomón, a tax lawyer with Levy & Salomão Advogados, agreed that Brazil’s tax
structure is very complex. “There are over 60 types of taxes in Brazil, with many exceptions and
rates,” he said in an email. “It’s not a good system at all. Due to the fragmentation of tax bases
and certain gray areas regarding the definition of ‘goods’ and ‘services,’ it is common for
there to be conflicts of jurisdiction in which a taxpayer may be demanded to pay state VAT
(ICMS) and municipal tax on services (ISS).” 

Salomón said the Court of Audit, which works with the National Congress to review the budget
and government spending, said in a 2019 report that 85 percent of tax exemptions had no
deadlines and weren’t generally reviewed to determine whether they were achieving their
goals. “The Court of Audit said there was a lack of transparency associated with the sectors
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that get exemptions,” Salomón said. “That corroborates what Guedes said.”

Guedes told the congressional commission that the next step in the government’s tax reform
plan is to modify the tax on manufactured products (IPI) and excise taxes on alcohol and
cigarettes. The third phase would include reductions in business and payroll taxes, and a tax on
dividends, Guedes said. 

Scharlack said Brazilian taxes are focused more on consumption than the taxes in countries like
the United States, which he said generally target income, profits, and dividends. “That aspect of
Brazil’s tax regime arises from the low level of individual income [here],” he said in an email.
“However, Guedes’s intention to re-create a tax on any electronic payment transaction, similar
to the old CPMF [tax on financial transactions], means increasing the burden on consumption of
goods and services.” 

Guedes said taxes in Brazil represent 36 percent of GDP. “That is well above the average for
developing countries,” he added. 

Scharlack said that despite Guedes’s claim to the contrary, he expects the overall tax burden to
increase if the government’s proposals are adopted. And while cuts to other areas of the
federal budget could theoretically be used to pay for COVID-19 relief programs, Scharlack said,
the government will likely instead raise taxes, especially levies on dividends, digital services,
and “great fortunes.” 

Salomón said some service providers are concerned that the proposed CBS would increase
their tax liabilities. “They are especially worried because the proposed tax doesn’t allow credits
for salaries, which is their biggest expense,” he said. “Some have said there will be a strong
incentive to outsource their workforces because they would receive credits [for] payments to
other legal entities.” 

Scharlack said Guedes’s remarks about the high amount of taxes under litigation are a result of
the system’s structure. “Because the federal, state, and municipal legislative and/or executive
branches often do not respect the constitutional or legal boundaries for establishing, raising, or
enforcing a tax, Brazilian taxpayers often need to challenge the validity of a tax provision by
means of an administrative complaint or judicial lawsuit,” he said. “This is why there is such a
high amount of tax liabilities involved in litigation.”
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