Provisional Measure (MP) No. 418/08 is Converted into Law and Brings New Rules to Export Processing Zones (EPZs)

Companies located in EPZs are entitled to allocate to the domestic market 20% of their gross revenue pertaining to the sale of goods and services. 
The Export Processing Zones (EPZs) created by Law No. 11,508/07 are defined as free trade zones where companies engaged in the production of goods for export are intended to be established. 
MP No. 418, converted into Law No. 11,732 on June 30, 2008, states that companies will not operate in EPZs unless they agree to have at least 80% of their aggregate annual gross revenue pertaining to the sale of goods and services generated from export. 

Companies located in EPZs are entitled to allocate to the domestic market 20% of their gross revenue pertaining to the sale of goods and services. However, such sale will be subject to all taxes and charges usually levied on this type of transaction, in addition to all taxes and charges that were suspended upon import and purchase of consumption materials in the domestic market.

Section 6-A of MP No. 418/08 determines that for a period of 20 years EPZ companies will be entitled to the suspension of: Import Tax, IOF (tax on financial transaction), IPI (excise tax), PIS (a charge for the Brazilian integration program), COFINS (tax for social security financing), COFINS - On import, PIS/PASEP (a charge for the Brazilian integration program pertaining to both private workers and public servants), PIS/PASEP On import and Additional Freight Fee for Merchant Marine Renovation. 

The MP created certain requirements that companies must satisfy in order to enjoy such benefits. For example, companies must account as assets those goods and services they purchase. Hence, if EPZ companies decide to sell such assets, they will be required to pay all due taxes and charges, as well as a fine for having violated the law. 

Another innovation brought by Law No. 11,732/08 was the creation of Free Trade Areas in the cities of Boa Vista and Bonfim, both in the State of Roraima. 

Companies located in EPZs are exempt from exchange requirement, i.e., they are not required to convert their export profits into reais. In addition, EPZ companies located in the areas under the jurisdiction of SUDAM (supervisory agency for the development of the Amazon) and SUDENE (supervisory agency for the development of the Northeast) are entitled to a reduction in the Income Tax (IR) for a period of 10 years. EPZ companies located in the States of Rio Grande do Sul, Santa Catarina, Tocantins and Rio de Janeiro, in turn, are exempt from ICMS (a value added tax on the distribution of goods and services) pursuant to Agreement (Convenio) No. 12/99 issued by the CONFAZ (Brazilian council of fiscal policy.) 

It is important to mention that a company headquartered in an EPZ may open branches or hold interest in other companies located outside an EPZ, even with the purpose of enjoying those benefits available in the tax laws. 

Based on the above, one can say that there are significant benefits in establishing an export company in an EPZ. Generally, companies resort to EPZs with the purpose of: (a) attracting foreign investments intended for export; (b) giving domestic companies the same conditions as their competitors located in other countries - where a similar system is available; (c) creating new jobs; (d) adding value to export and improving the position of the balance of payments; (e) disseminating new technologies and improved management practices; and (f) providing any deficient region with equal conditions to the other regions of the country. 
