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Understanding Brazil's Tax Layers

Brazil's tax system is notoriously complex, encompassing over 90 different taxes across federal, state, and municipal levels. However, for solar

PV manufacturing, strategic exemptions and incentives can significantly reduce the tax burden, making local production economically viable.

Federal Taxes

Key national levies include:

IPI (Industrialized Products Tax): A
federal excise tax on manufactured
goods.

PIS/COFINS (Social Contributions):
Taxes for social programs.

Il (Import Duty): Applied to imported
goods.

IRPJ/CSLL (Corporate Income Taxes):

Corporate income and social
contribution on net profit.

State Taxes

The primary state tax is:

ICMS (Goods & Services Circulation
Tax): A VAT-like tax on the circulation
of goods, inter-state and intra-state
services. Rates vary by state and are
crucial for determining
competitiveness in interstate trade.

Municipal Taxes

The most relevant municipal tax is:

ISS (Services Tax): Imposed on
services provided within a
municipality. This is particularly
relevant for the Engineering,
Procurement, and Construction
(EPC) and installation services
associated with solar projects.



Federal Incentives: IPl & PIS/COFINS Relief

Brazil's federal government offers a suite of tax incentives designed to reduce the cost of solar module manufacturing, promoting local production and
investment.
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IPI Exemption on Solar Modules PIS/COFINS Suspension for Inputs

Solar modules (NCM 8541.40:16) benefit from IPI exemption under Decree Law 11,488/2007 permits the suspension of PIS/COFINS on essential inputs
7,212/2010. This crucial incentive applies to both domestically produced and used in the manufacturing of solar equipment, directly reducing the cost of raw
imported modules, significantly lowering the federal excise tax burden. materials and components for local producers.
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Regional IRPJ Reductions (SUDAM/SUDENE) RECAP Capital Goods Regime

Companies establishing or expanding industrial projects in the North (SUDAM) The Special Regime for Acquisition of Capital Goods (RECAP) allows for the
and Northeast (SUDENE) regions can qualify for significant IRPJ (Corporate suspension of PIS/COFINS on capital goods acquisition, particularly benefiting
Income Tax) reductions, up to 75% for eligible investments. manufacturers focused on export markets, enhancing their global

competitiveness.

/\ Critical Note: NCM Classification

Accurate NCM (Mercosur Common Nomenclature) classification of solar modules and inputs is paramount. Incorrect classification can lead to
ineligibility for these federal tax benefits.



State Incentives: ICMS & Fiscal Wars

While federal incentives provide a baseline, Brazil's states offer crucial ICMS (Goods & Services Circulation Tax)
programs that significantly influence the economic viability of solar module manufacturing. Understanding
these varying state-level policies is key to strategic location decisions.

CONFAZ Baseline

1 Most states grant ICMS exemption on solar energy equipment (modules, inverters, structures) as
per CONFAZ Agreement (Convénio ICMS 101/97). This harmonizes basic tax treatment across
participating states.

Bahia: DESENVOLVE

2 Bahia's DESENVOLVE program offers deferred ICMS payments and reduced tax bases for new
industrial investments, actively attracting solar manufacturing to the state.
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Ceara: FDI Incentives

3 Cearé provides attractive Foreign Direct Investment (FDI) incentives, including ICMS reductions
and other fiscal advantages tailored to industrial projects in the renewable energy sector.

Minas Gerais: ICMS Deferral

4 Minas Gerais promotes industrial growth through ICMS deferrals and special tax regimes for
eligible investments, optimizing cash flow for manufacturers.

The "Guerra Fiscal" or Fiscal War sees states actively competing, using these incentives to draw industrial
investment. This competition makes geographical selection a critical strategic decision for solar module
manufacturers.




Import Duties: The Competitive Shield

Brazil strategically employs import duties (ll) to cultivate its domestic solar manufacturing sector. These tariffs create a significant cost
barrier for foreign-made modules, offering a clear competitive edge to local producers.

25% 8%
Finished Solar Modules Solar Cells & Wafers
Typical import duty rate (NCM 8541.40.16) on complete units, Lower duty rates on raw materials encourage local assembly and
making foreign products more expensive. value addition within Brazil.

e Ex-Tarifario Regime: Companies can secure temporary duty reductions on specialized capital goods and IT equipment not produced
domestically, facilitating the acquisition of advanced manufacturing machinery.

¢ Anti-Dumping Measures: Brazil has historically imposed anti-dumping duties on modules from specific countries (e.g., China) to
safeguard its emerging solar industry from unfair pricing practices.

e FINAME/BNDES Financing: The Brazilian Development Bank offers preferential financing via the FINAME program, exclusively for
equipment meeting "national content" requirements, further incentivizing local manufacturing.

When all duties and financing advantages are considered, a locally manufactured solar module can be 20-30% more cost-competitive
than an imported equivalent, underlining the strategic importance of understanding these protective measures.



Manaus Free Trade Zone: A Special Case

The Zona Franca de Manaus (ZFM) stands as Brazil's most comprehensive tax incentive zone,
presenting a unique strategic opportunity for industrial manufacturing, particularly within the solar

sector.

Key Benefits Challenges & Considerations

e IPIReduction: Up to 88% reduction on the » Logistics Costs: Manaus's remote Amazonian
federal excise tax for approved manufactured location leads to higher freight and
products. transportation expenses.

* ICMS Exemption: Full exemption from the e Supply Chain Gaps: The local supply chain
Amazonas state ICMS, a significant for specialized solar inputs is still developing,
advantage for interstate trade. potentially requiring greater internal

e lIReduction: Up to 88% reduction on import investment.
duties for essential inputs. o PPB Requirements: Eligibility hinges on strict

« PIS/COFINS Suspension: Suspension of Basic Productive Process (PPB) approval

from MDIC/SUFRAMA, mandating specific
local manufacturing steps and significant
value addition.

social contributions on raw materials and
components used in local production.

¢ IRPJReduction: 75% reduction on corporate
income tax, reinforced by SUDAM incentives.

The ZFM is ideally suited for manufacturers committed to serving the expansive Brazilian domestic
market, prepared to invest substantially in local operations and integrate with or develop local supply
chains to comply with eligibility criteria.




Compliance & Risk Management

Navigating Brazil's intricate tax landscape for solar manufacturing demands rigorous attention to detail and proactive risk mitigation strategies to ensure long-term success and avoid costly disputes.

Key Risks & Challenges

¢ Transfer Pricing: Brazil's unique TP rules (now aligning with OECD standards under Law 14,596/2023) are critical for intercompany transactions involving modules, cells, and equipment. Non-
compliance carries high penalties.

¢ Tax Litigation Risk: Brazil has one of the world's highest rates of tax disputes. Maintaining robust documentation for all incentive claims is essential to defend against assessments.

¢ NotaFiscal (NF-e): All goods movements must be accompanied by accurate electronic invoices. Errors or omissions can trigger immediate ICMS assessments and fines.

e SPED System: Brazil's digital tax bookkeeping system (SPED) requires detailed electronic reporting (EFD-ICMS/IPI, EFD-Contribuigdes, ECF). This necessitates investment in compliant ERP
systems and skilled personnel.

¢ Sunset Clauses: Many tax incentives have expiry dates or renewal requirements (e.g., CONFAZ agreements must be periodically renewed). Failure to monitor these can lead to unexpected tax
liabilities.

Recommended Actions

o]

Conduct Annual Incentive Reviews

L

Engage Local Tax Counsel Regularly assess compliance with ongoing incentive requirements and plan for potential
Secure expert legal and accounting advice to navigate specific state and federal regulations renewals or changes.
effectively.

N

Document PPB Compliance
Maintain NCM Classification Studies Keep meticulous records demonstrating adherence to Basic Productive Process (PPB) rules

Ensure continuous accuracy in NCM classification for all products and inputs to preserve for local content requirements.
eligibility for benefits.



Strategic Takeaways

Navigating Brazil's solar market requires a nuanced strategy, leveraging incentives while meticulously
managing compliance. Here are the critical steps for success:

01

Maximize Federal Incentives

Fully utilize federal benefits like IPl exemptions,
PIS/COFINS suspensions, and BNDES/FINAME
financing. These are foundational for cost
competitiveness.

03

Assess Manaus ZFM Potential

For manufacturers targeting the vast domestic
market, the Manaus Free Trade Zone offers deep

incentives that may justify the logistical complexities.

05

Continuous Regulatory Monitoring

02

Strategic State Selection

Carefully evaluate state-level ICMS incentives. Bahia,
Cear3, and Minas Gerais currently offer highly
competitive packages that can significantly impact
profitability.

04

Robust Compliance Infrastructure

Prioritize investment in systems and local expertise
for SPED, Nota Fiscal (NF-e), and transfer pricing to
avoid costly disputes and penalties.

Brazil's tax landscape is dynamic. Implement annual reviews and engage local legal counsel to stay abreast of

changes and ensure ongoing compliance.

"In Brazil, the tax system is both the greatest challenge and the greatest opportunity for solar module

manufacturers."
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Your Path to Solar Manufacturing Success in Brazil

Brazil's complex and layered tax system, when strategically navigated, offers solar module manufacturers a powerful competitive
advantage. By leveraging federal, state, and regional incentives, companies can significantly enhance their cost-competitiveness
and market position.

Federal Incentives State Strategy Compliance & Risk
e IPIExemption e ICMS Programs (Bahia, Ceara, MG) e SPED & NF-e Mastery
e PIS/COFINS Suspension e Manaus ZFM Advantages e NCM Classification Accuracy

¢ [RPJReductions o Targeted Fiscal Benefits e LocalLegal & Tax Counsel

Partner with local tax and legal experts to unlock the full potential of Brazil's solar incentive landscape.
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About the Content Partner

J J.v.G.technology GmbH — The DESERT Company

Founded in 1997 in Bavaria, Germany. Family-owned engineering
company specializing in turnkey solar module production lines.

More than 90 factory projects delivered worldwide.
On-site team training included — no prior manufacturing
experience required.

Key areas:

Turnkey PV manufacturing lines | DESERT Technology® |
TUV-certified module designs | Factory planning to production
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