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1. INTRODUCTION

With this guide Franco Caiado Guerreiro & Assocmdashes
to offer its friends and clients an objective detey guidelines
for investing in Brazil. Franco Caiado GuerreircA&sociados
is a multijurisdictional law firm practicing Portugse,
Brazilian, Angolan, Mozambican, Cape Verdean ana ¢

Tomé law.

Our intention is to provide brief but systematitomation on
how to invest in Brazil from a corporate, tax, labdaw,

intellectual property and litigation points of view

The information provided in this guide obviouslyedonot hinder the investor from the need to

take further specific legal advice.

Please feel free to contact us should you requiyefarther information on any of the matters
referred in this guide.

Lisbon, 6" June 2011

Joao Caiado Guerreiro
Managing Partner of

Franco Caiado Guerreiro & Associados, RL
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1.1 Get a quick glimpse of Brazil

Official Name — Republica Federativa do BragiFederative Republic of Brazil)

Independence date from Portugal 1822

Political System— Presidential Republic

Constitutional System— Brazil is a republic, ruled by a Constitution,iglhhas 3 independent
and harmonic powers, namely: (i) the Executive,réged by the President (and its State
Ministers), elected by the people for a 4 yearsdata being the re-election permitted once; (i)
the Legislative, exercised by the Congress, congmbusy the Senate and the House of
Representatives. The Senate is formed by repreésestaf the states and the federal district,
elected by means of the majority principle. Eadchtestand the federal district shall elect 3
senators. The House of Representatives is formemfmgsentatives of the people, elected by
means of a proportional system in each statetderriand the federal district; and (iii) the
Judiciary, composed by ttg&ipremo Tribunal FedergSupreme Court)Conselho Nacional de
Justica (National Council of Justice)Superior Tribunal de JusticgSuperior Tribunal of
Justice), federal and state courts and judgesu@ntd courts and judges of the federal district)
and labour, electoral and military courts and juidge

Main Political Parties — There are currently, 27 political parties registewith theTribunal
Superior Eleitoral (Superior Electoral Court), amongst which the mevant are: PT -
Partido dos Trabalhadore8Norkers' Party), DEM -DemocratagDemocrats) - former PFL —
Partido da Frente Libera(Liberal Front Party), PMDB Partido do Movimento Democrético
Brasileiro (Brazilian Democratic Movement Party), PSDBPartido da Social Demaocracia
Brasileira (Brazilian Social Demaocratic Party), PPPartido ProgressistdProgressive Party),
PTB —Partido Trabalhista BrasileirgBrazilian Labour Party), PSL Partido Social Liberal
(Liberal Social Party), PSB PRartido Socialista BrasileirqBrazilian Socialist Party), PPS —
Partido Popular SocialistdPopular Socialist Party), PDT Rartido Democratico Trabalhista
(Democratic Labour Party (PDT), and PCdoBartido Comunista do Bras{lCommunist Party
of Brazil).

Territorial Organization - Brazil is a federation formed by 26 states andderfal district,

where the capital of the country, Brasilia, is teca

Capital — Brasilia

Area - 8,514,877 krh
Population — 190,732,694
Currency — Reais (R$)
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Language— Portugueseis the third most widely spoken European languagee world and is
the native language of about 200 million peopleaZy Portugal, Angola, Cape Verde, Guinea-
Bissau, Mozambique, S. Tome and Principe and EasbrTare countries in which Portuguese
is the official language. There are also Portugisgsaking communities in France,
Luxembourg, Germany, United States, Canada, VetezBeuth Africa and Australia, as well
as small groups of people in former colonies sicGea and Macau.

International Relations

Brazil maintains trade and diplomatic relationshwit
almost all countries throughout the world, and

commercial ties with all of them.

Brazil is a member of a wide range of internationa

organizations, including:

- UN United Nations — since 1945 (Founding Member)

-WTO — World Trade Organization

-G20

- G8+5

- Mercosul — Mercado Comum do Sul (Southern Common Market)

- UNASUL — Uniédo das Nag¢6es Sul-Americanas (Union of Séutlerican Nations)

- CPLP — Comunidade dos Paises de Lingua Portuguesanfunity of Portuguese
Speaking Countries) — since 1996 (Founding Member)

- BRIC Countries

Economic Overview

Brazil is the largest national economy in Latin Aica and the world's eighth largest economy

at market exchange rates.
The Brazilian economy is expected to become onbeofive largest in the world in the decades

to come, with a growing Gross Domestic Product (BpEt capita. The economy is diversified

and has a number of highly sophisticated sectors.
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Along with Argentina, Uruguay and Paraguay, Bréaiims the Mercosul — Mercado Comum
do Sul (Southern Common Market), in which it adivparticipates. This is a large market

covering more than 240 million individuals.

Brazil has a vigorous economy, with substantialuretresources and a large, vertically
integrated and modern industrial sector that targetrld-class productivity indices.

Main Macro-Economic Variables 2000-2010

BRAZIL GOVERNMENT BUDGET

Percentage of the GOF

BRAZIL GDP GROWTH RATE

annual GDP Growth Adiusted by Inflation
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The Gross Domestic Product (GDP) in Brazil expar@&% in the third quarter of
2010 overcoming the previous quarter.
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1.2 Brazil: Trade and investment opportunities

The Brazilian economy has rebounded quickly fromm ihcent financial crisis and there are a
wide range of trade and investment opportunitieshé next few years, federal, state and local
governments will be stimulating the economy by steq billions of dollars in preparation for

2 of the world's biggest sporting events: the 261BA World Cup and the 2016 Summer
Olympics.

For instance, Brazil's National Growth Acceleratidrogram includes funds for building and
remodeling stadiums in 12 cities that will host Wo€up matches and upgrading 10 regional

airports.

Brazil has one of the most diversified industrial
parks in the world, and the largest in Latin Amayic

developing cutting-edge technology products.

Brazil also holds a noteworthy position in the cieal
and textile industries, as well as in the pulp pader
sector. Brazil is the largest eucalyptus pulp poedu

worldwide.

Brazil's fluvial network is the most extensive et
fresh water available worldwide, placing the coynamong the leading producers of
hydroelectric power.

The Brazilian aeronautical industry ranks fourttaircraft production worldwide and first in the

Southern hemisphere.

Brazil has extensive mineral resources. Large ioba and manganese reserves provide

important sources of industrial raw materials axyogt earnings.

The Brazilian tourism industry has also grown digantly over the past years, reprsenting an
excellent investment choice. Several hotels andriedave been built along the Brazilian
northeastern and southeastern coastline, in oodareet the increasing demand for domestic

and international tourism. Many of these venturesadtractive to foreign investors.
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The country has also a highly developed finangjatesn. Eighteen of the major banks in the

world are Brazilian.

World Rank: 113

TEN ECONOMIC FREEDOMS of Brazil
W 54.3 Business Freedom v 64.3 4 50.0 Investment Freedom ave 50.2
£ 69.8 Trade Freedom AVG. 74.8 50.0 Financial Freedom aVG 48.5
4, 69.0 Fiscal Freedom AVG., 76,3 50.0 Property Rights AVG 43.6
W 49.6 Government Spending svz 63.2 A 37.0 Fdm. from Corruption avG40.5
& 75.9 Monetary Freedom rvG. 734 4 57.8 Labor Freedom AVG 61.5

Business opportunities

Currently, Brazilian’s main business opportunitesicern the following sectors:

- Oil and Gas

In August 2010, Brazilian oil and gas productioreraged 2,598,763 bpd. Petrobras has a
market value of R$ 430 billion, being ranked as tihied largest publicly-held company in
America and the sixth in the world. Amongst théelisoil companies, Petrobras has the fourth
largest proven oil reserve (11.7 billion barrelsidahe most advanced technology for oil
prospecting in deep waters. Brazil has developednaavative technology for hybrid fuel
engines (gas, petroleum and ethanol), as wellrasidéuels.

- Renewable Energies

Renewable energies in Brazil accounted for more #®%.4% of the domestically-produced
energy used in the country, according to prelimindata from the 2009 National Energy
Balance, conducted by the Energy Research CorporéEPE).

After the oil shocks of the 1970s, Brazil startedusing on developing alternative sources of

energy, mainly sugarcane ethanol.

The Brazilian Wind Energy Association and the goweent have set a goal of achieving 10
gigawatts of wind energy capacity by 2020 from¢herent 605 megawatts, having another 450
megawatts under construction. The industry expnasthe tender procedure will help kick-
start the wind-energy sector, which already acodat 70% of the total in all of Latin

America.
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Although only 15% of its output is currently expet Brazil is the world's biggest ethanol
exporter and its production is expected to becomesaential component to Europe’s biofuels

directive targets.

Linear projection for increase in Brazilian ethanol production
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- Banking and Insurance

A huge part of Brazilian production is traded on &¥Bovespa S.A., headquartered in the

City of S&o Paulo. Shares of listed companies lameteaded on this stock exchange.

Nowadays, there are no restrictions on foreign stments in insurance companies and other
companies belonging to the National Private Inscee®ystem.

Regarding incorporation of an insurance companys gubject not only to the requirements

usually applying to the incorporation of joint-skocompanies in general, but also to specific
procedures.

BM&F Bovespa S.A. is the world’s third largest dtoexchange in market value, and the

second largest in America.

- Mining

Brazil has extensive mineral resources. Large ioba and manganese reserves provide
important sources of industrial raw materials arpogt earnings. Nickel, tin, chrome, bauxite,

beryllium, copper, lead, tungsten, uranium, zinaldg silver and precious and semiprecious

stones, as well as rare minerals, are commerdralied.

- Agriculture

Brazil is one of the world’s largest agriculturalogucers and exporters. Besides being the
largest orange and eucalyptus pulp producer wodewihe country has, in a world scale, the
highest production level of cotton, coffee, sugas;asoybeans, oranges, tobacco, cocoa, beef

and poultry beans.
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- Construction and Infrastructure
The Brazilian aeronautical industry ranks fourttaircraft production worldwide and first in the
Southern hemispher&mbraer (the Brazilian aircraft company) is one of the ldr largest

airspace companies. 69 countries fly nearly 4,1@0adts manufactured by the latter.

- Tourism
The Brazilian tourism industry has also grown digantly over the past years, becoming an

excellent investment choice.

Brazil offers for both domestic and internationalrists many different traveling options,
including ecotourism (the country’s most populasriem product) with leisure and recreation,
adventure trips combined with sports practice, el @ historic and cultural tourism.

Excellent environment to live and work

Brazil has big and small cities, beaches and green
hills. A combination of state and private ownership
of industry is driving Brazil's economy, now amonhgs
the fastest growing in the worlBeople are warm,
outgoing and open.
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1.3 Getting the Feel of Brazil

Entry Requirements

Usually, in order to be admitted into Brazilianri@ry, foreigners shall carry a passport that
must remain valid for a minimum period of 6 mondiger the date of their entrance in Brazil
(except Argentinean, Chilean, Uruguayan and Pasagueitizens entering Brazil by land, who

need only a photo ID).

Except otherwise set forth in the applicable laaveihter Brazil, foreigners are also required to
hold a visa. However, particularly in the case atianals of countries with which Brazil

maintains a diplomatic relationship, such requiremenay be dismissed. Nevertheless,
generally, the period of time that such foreigrames allowed to remain in the country is limited

by the rules issued by Brazilian immigration auities.

There are seven types of visa envisaged in thelBralaw, as follows:

* transit;

« tourist;

* temporary;
* permanent;
* courtesy;

» official; and

« diplomatic

All types of visa are subject to the relevant Blramilegislation and regulation, especially to the
rules issued by the Ministry of Foreign RelatioMirfistério das Relacdes Exterioresihd the

National Immigration CouncilConselho Nacional de Imigracéao”

- Transit Visas

A transit visa may be granted to foreigners whaorigher to reach their final destination, might
have to pass through Brazilian territory. Such vésgalid for a not extendable 10 days period
and allows the foreigner a sole entrance in Brakile transit visa is not required from
foreigners in continuous dislocation interruptedebo by necessary scales justified by

transportation reasons, i.e. flight scales.
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- Tourist Visas

Tourist visas may be granted to foreigners thattwanenter Brazil for tourism purposes,
provided that such foreigners do not intend to ignatie to Brazil or develop any remunerated

activity therein.

Such tourist visas, whenever required, may be gdafor a maximum period of 5 years,
enabling the foreigner to enter Brazil multiple ¢isn during such period; each entrance may not
exceed 90 days, being such period renewable oneel{vamounts to a total of 180 days per

year).

- Temporary Visas

Temporary visas may be granted to foreigners irfidhewing circumstances:
« cultural mission or for studys purposes;

* business trip;

« artists and sportsmen;

* students;

« scientists, professors, technicians or othergasibnals contracted by or rendering services to

the Brazilian Government;
« correspondents of foreign newspapers, magaziaé®, television or other news agency; and

« members of religious congregations.

Considering temporary business visas, if the apptics an American citizen, since April 1995,
the visa may be granted for a 5 (five)-year pergrdnting the foreigner multiple 90 day period
entries in Brazil, which can be extended once lier $ame period of time. This type of visa
allows a maximum period of stay in Brazil of 180yslgper year. On the other hand, if the
applicant is not an American citizen, the visa rbaygranted for a period of no longer than 90
days, also being possible its extension for andd@eday period. This visa allows its holder to
carry out business activities in Brazil but nob® compensated by a "Brazilian source" (i.e., a
person travelling to Brazil under a temporary bessvisa may work only under his non-
Brazilian employer's payroll). In view of that, tkeare no personal income tax liabilities in

Brazil.
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There are also temporary working visas grantedeopfe who (i) will work directly for a
Brazilian company, under an employment agreemeaht therefore, subject to Brazilian labour
law, being the Brazilian company responsible far idpatriation of said employee at the end of
his contract, or (i) will render technical assrsta services to a Brazilian company upon
execution and delivery of a technical assistanaeeagent and registration thereof with the
INPI — Instituto Nacional da Propriedade Industri@@razilian Patent and Trademark Office).
In the latter case, compensation must be paid tignaBrazilian party. The temporary working
visa is granted for up to 2 years and may be redemee for another 2 years period. Foreigners
residing in Brazil for over 12 consecutive monthie deemed as Brazilian residents for tax

purposes and, thus, become subject to Braziliaonectax.

Members of religious congregations holding suclawviare allowed to remain in the country up

to 1 year.

Foreigners on cultural missions, scientists, psies technicians and other professionals
contracted by or rendering services to the Brazil@overnment, as well as foreign
correspondents as mentioned above may remain miliBraterritory for as long as the duration
of the mission, contract or rendering of servigesyided that proof of such mission, contract
or rendering of services is made to Brazilian ctarsauthorities and all requirements set forth

in the applicable labour legislation are met.

Holders of temporary visas are subject to certastrictions such as not being permitted to
establish themselves as sole proprietorships betome managers, officers or senior managers

of companies without the prior authorization frdme Brazilian immigration authorities.

Diplomatic and official visas may be transformetbitemporary visas, subject to the fulfilment
of the requirements under the relevant legislatairthe discretion of the Ministry of Foreign
Relations“Ministério das Rela¢des Exteriores’Such transformation shall terminate any and

all prerogatives, privileges and immunities relatediplomatic and official visas.

- Permanent Visas

Permanent visas may be granted to foreigners who @wazil with the intention of remaining

there permanently or holding a managerial positioa Brazilian company. Foreigners holding
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a permanent visa shall become fully subject to Baazincome tax upon issuance of such

permanent visa and their entrance in Brazil.

The granting of a permanent visa is conditionalrupatisfaction of the requirements set forth
by the rules issued by ti@onselho Nacional de Imigracgdlational Immigration Council) and

may likewise be conditioned, for a maximum periddiee years, to performance of a given
activity. In the case of foreigners holding man&gepositions in Brazilian companies, such
Brazilian companies are required to have a shap#tataof at least USD 2,000.00 duly
registered before the Brazilian Central Bank. O#lige, individuals applying for permanent
visas are required to make a minimum investmenty®D 50,000.00 in a either existing or

newly incorporated.Brazilian company.

Transit, tourist and courtesy visas cannot be cdegento permanent visas.

In what regards temporary visas, as a general suleh) visas also cannot be converted into
permanent visas, except if held by scientists,ga®drs, technicians or other professionals hired
by or rendering services to the Brazilian Governiagrd members of religious congregation to
which said conversion is permitted subject to thiélfnent of the requirements set forth in the
applicable laws. In the particular case of memibéreligious congregations, the application of

said conversion is only allowed after foreignermptete a 2-year period of residency in Brazil.

Diplomatic and official visas may be converted inp@rmanent visas, subject to the
requirements under the relevant legislation, atdiseretion of theMinistério das Relacdes
Exteriores (Ministry of Foreign Relations). Such transforroatishall terminate any and all

prerogatives, privileges and immunities relatedippomatic and official visas.

- Courtesy, Official and Diplomatic Visas

Especial situations granted in the specific casdsraseen in the law.

Public Holidays for 2011

New Year's Day 1% January
Carnival 8" March
Tiradentes 21% April
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Sexta-Feira Santa (Holy Friday) Movable
Easter Sunday Movable
Labour Day 1% May
Corpus Christi Movable
Independence Day 7™ September

Nossa Senhora Aparecida — Padroeira do12" October

Brasil (Patron Saint of Brazil)

All Souls' Day 2" November
Proclamation of the Republic 15"

November
Christmas Day 25" December
New Year's Eve 31% December
Climate

Situated between the Equator and the Tropic of iCapr, Brazil has a predominately tropical
climate, which means hot and humid. The climatBraizil varies considerably from the mostly
tropical North, to temperate zones below the Trabi€apricorn, which crosses the country at

the latitude of the city of Sdo Paulo.

Brazil as a whole does witness seasonal changéiseirweather and climate in relation to
rainfall, temperatures and humidity. Yet as yowetdrom the north to the south these changes

do become a lot more acute due to the distancetiieraquator.

Temperatures along the equator are high, averaoge 25 °C, but not reaching the summer
extremes of up to 40°C in the temperate zones. eTelittle seasonal variation near the

equator, although at times it can get cool enooghvkaring a jacket, especially when raining.
Temperatures in the cities of Belo Horizonte andsilia are moderate, usually between 15°C

and 30°C, due to their altitude of approximate0D, meters. Cities like Rio de Janeiro, Recife,

and Salvador on the coastside have warm climatés,awverage temperatures ranging from 23
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to 27 °C. The cities of Sdo Paulo, Curitiba, Floépolis and Porto Alegre have a subtropical

climate and temperatures can fall below freezingiimer.

Most of Brazil has moderate rainfall of between0D,and 1,500 mm in a year, high and
relatively regular levels of precipitation in thendzon contrast sharply with the dryness of the
semiarid Northeast, where rainfall is scarce amdetfare severe droughts in cycles averaging

seven years.

Winter in Brazil lasts from June to August and Swenrtasts from December to February.
Summer is holiday time and most Brazilians go ooatians during this time of the year to

enjoy the heat.

Seasons in Brazil are the reverse of those of tivthrn Hemisphere:

In most of the territory, the seasons are markedhbyrains. As the country is located in the

Southern hemisphere (remember their pattern isppesite of seasons in Europe):

« Summer in Brazil starts end of November and gmesintil March. The hottest months are
December, January and February. During this petiechperatures vary between 30°C and
40°C. Summer is not the ideal season for goinghto Amazon as it rains heavily and is

extremely hot and humid.

» Winter is almost non existent; it simply means #irival of the rains. However, considering
the vastness of the country, temperatures aredar @iniform. In Rio de Janeiro, nights are cool
and during daytime temperatures are pleasant (12%2C). In the Northeast, temperatures are
lower than in summer but still close to 28°C. Thenths of June, July and August bring
tropical rains, which means cool weather. FinaMinter is the best time to go to the Amazon.
This is the dry season, lasting from March untipt8enber, with relatively lower temperatures

and humidity levels.

« Spring, from September to November, is an exaekeason. It does not rain much and you

still do not get the summer heat.

Time zones

Brazil has 4 time zones. To make it simpler, wd juist say that there is a 3 hours difference

between Brasilia and Lisbon, in the winter, andredrs difference, in the summer.
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2. CORPORATE

2.1 Types of corporation

Corporations in Brazil generally assume one ofttveemost common forms:

1) Private limited company — (“Sociedade Limitada®
or “Limitada” or its abbreviated form “Lda.” or
“Ltda.”);

2) Public limited company or joint-stock corporatio

(“Sociedade Anénima” or (“S.A.”);

The other forms of company are not commonly usegrattice, as most of them provide for

unlimited liability of their partners.

The liability of quota holders is limited to the aomt contributed to pay up the company’s
capital. Therefore, in principle, the partners may be held liable for any amount in excess of

such contributions, unless any illicit act occurs.

The "Sociedade Limitada” are generally of a smallenension when compared to S.A.. Their
legal structure favors the personalization of theifess, providing a personal nature or group
nature to it. In a “Limitada”, the capital is died into quotas representing each individual or
corporate partner’'s share of the total capitallstoc

The “Sociedade Andnima”, designation and form piesi the positive image of a larger

corporation and grants prestige and contractuahgth to the carried out investment. The
capital is divided into stocks and each stockhdddiability is limited to the value of stocks

held and subscribed.

These two types of companies have some commonrésaflihere shall exist at least two quota
holders, who may be either individuals or legalitey®t domiciled in Brazil. In case of foreign
based quota holders these shall have an attorrgtnin Brazil, who is duly vested with
powers to represent such partners with regardeio plartner status in the Brazilian company. In
addition, foreign-based individual or corporate tpars must be enrolled with the Federal

Revenue Office.
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There is no minimum capital requirements for ahthese both types of companies, the capital

stock may be allocated between parties at theirdigaretion

Nevertheless, in “Limitadas” all quota holders &ed jointly and severally liable for the
limitada quota capital until it is fully paid up.n@e the capital is paid up, liability is limited to

the amount of each partner's ownership interest.

Normally, there is a requirement regarding the mimn capital that must be paid up on the
initial subscription. A limitada’s quota capitalrcanly be increased after past calls have already

been paid up.

The “Sociedade Andénima” must have a minimum nunabéwo shareholders, which are liable
only to the extent that the capital stock for whtbley have subscribed remains unpaid. This
company may be formed by public or private subsionp In either case, at least 10% of its
capital stock must be paid up outright. The paidzapital must be deposited with a commercial

bank until all formalities for incorporation of tkempany have been fully completed.

In the S.A., the capital is divided into stocks aath stockholder’s liability is limited to the
value of stocks held and subscribed. A S.A. maypugicly-held (“aberta”) or privately-held
(“fechada”), depending on whether or not its sds; including shares, are traded on the over-
the-counter market or the stock exchange. The cam@urposes of the S.A. must be expressly
and fully described in its by-laws (“estatuto s@giaThe company’s name must contain its
activity and the expression “Companhia” or “SocielaAnénima” (or its abbreviated form

“S.A.”) may not be identical or similar to the nawiea pre-existing company.
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2.2 Proceedings on incorporation

The “Sociedade Limitada”

A “Limitada” needs a minimum number of two partneshich are the quota holders. This is

applicable not only to Brazilian resident and nesident individuals, but also to legal entities.

In order to incorporate a Limitada, partners muigin sa “contrato social” (articles of

association) and observe the registration requinésnef the state in which the company is
situated. Normally, a partner who is not a Braniliasident, has to select a Brazilian resident.
This resident is considered as representative, pathiers to receive service of processes on

behalf of the non-resident partner with respecoimpany matters.

Articles of Incorporation

Regarding this matter, those articles shall beteldain accordance with the purposes of the
Limitada, written in Portuguese language and ineiud

a) the name of the quota holders and their persofaamation;

b) the name of the Limitada, which subject to alorpauthorization must include its purpose
and the expression “Limitada” (or its abbreviatedrf “Lda.” or “Ltda”) ;

c) the address of the registered office;

d) the company’s capital, whether or not it isyiyphid and, if not, its payment term;

e) the company’s duration, which may be fixed acdetermined;

f) the company’s purposes, which must be plainkcdéed:;

g) each partner’s holding in the capital and refeecto the fact that the responsibility of each

partner is limited to the company’s subscribed tedpi

Commercial Corporation Registry

Only if the “Limitada” is not organised as a busisenterprise, the articles of association must
be registered by the shareholders at the apprepr@nhmercial registry office. The articles of
association must be registered within thirty dafyexecution, if the retroactive legal effect as of

the date of execution with respect to third partiesequired.

In order to file the acts of incorporation of otheommercial companies the following
documents must be presented at the Commercial tRegffices:
» Three original counterparts of the Articles ofs@siation signed by all the partners and two

witnesses.
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« A certified copy of each partner’s identity card.

« Extract or certificate, when the articles of asation have been entered into by a public deed;
« A document as means of evidencing the foreigtnpaiis existence in its country of origin;

* A power-of-attorney granted by the foreign resitdeartners signed before a Public Notary in
their country of origin, legalised at the Brazili@onsulate, translated by a public translator in
Brazil and registered at any Brazilian Deeds andub@ents Registry Office.

* Forms containing data on the company and itsnpest duly filled in and accompanied by

proof of payment of filing fees.

* A personal declaration signed by each partnemanager of the company that he is not
prevented from engaging in commercial activitiedjior may be made in the articles of

association themselves or in a separate document.

After the incorporation, the registry of the adijvat the Commercial Registry Office shall be
carried out. Following the aforementioned, the RuBlegister publishes it in the official daily

journal.

( Incorporating a Company )

=N

( 1. Define Corporate NameA(ctivity )
0 >

( 2. Sign a Contra )

x>
( 3. Articles of incorporatio )

a x>

( 4. Registration of the articles of associatic)\
o >

( 5. Social Security )

a7 x>

( 6. Commercial License )
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The “Sociedade Anénima”
A S.A. is established through the public or privatdscription of the company’s capital by at

least two individuals or legal entities or both,atler or not resident in Brazil.
At least 10 percent of the capital stock must kid pp outright upon subscription. Within five
days all capital that has been paid-up in cash, thesdeposited in an authorised financial

institution.

The incorporation of a company by public subsaiptiequires a preliminary registration of the

share issuing with the Brazilian Securities Cominis$CVM).

The distribution of the company’s shares must eezhout by a financial institution.

The general share holders meeting approve thedbcription of the capital, the formation of
the S.A.. Private subscription has to be approvgdsibscribers of capital at a general
shareholders meeting or through the execution pllalic deed, including approval of the

proposed by-laws of the company.

The by-laws of the company must be completed, \h#h determination of the company’s
purposes and capital value in Brazilian currentghbuld also contain the number and classes
of shares, where multiple classes exist, includingesponding rights and obligations, the
convening of shareholders meetings, the managersémicture and operation, profit
distributions and form of dissolution.

After approval, the by-laws must be registered poblished, prior to the initiation of the
company'’s activities. Corporate documents of the Biwust be registered within the competent

commercial registry office.

All the records such as the corporate books, regidtshare book and registered share transfer

book and all the relevant documents must be kept.

2.3 Joint Ventures

Joint ventures are not particularly regulated byzian legislation. Regarding Brazilian
business practice, a joint venture is ususituctured through the establishment of a company.
It is possible to have two forms: a Limitada or ravaitely-held S.A.. The choice of which
should take into consideration, among other factibrs ownership and management structure
and confidentiality concerns.

In the formation of a joint venture, there is a noeamdum of understanding among parties,

which may agree upon a preliminary agreement.
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A joint Venture may take the form of any of the imess organizations foreseen in Brazilian
law. The Joint Venture can be accomplished by fogr& new company or by subscribing

shares or quotas in an already- existing company.

2.4 Mergers and Acquisitions

The merger is a voluntary transaction, in which oneore companies are absorbed by another.

All rights and liabilities are mantained.

Before the buyer enters into a contractual commitrnt@ buy the target business or corporation,
it is advisable to acquire as much information assjble. Due diligence investigations may
consist in the most cost-effective alternative.

There are preliminary negotiations in which thetiparagree on purchase terms and conditions,
representations and warranties, non-competion aaehinification provisions, which may be
reflected in a memorandum of understanding progidan more exclusive negotiations and due
diligence investigations. In a preliminary, disaoss the parties to the transaction should

consider whether to carry it out through an assshare acquisition.

Through a stock acquisition, the buyer acquires steeks of the company that owns the
business and not the business itself. All docuntiemauch as the articles of association of the
target Limitada or the by-laws of the target Sshould be reviewed for any restrictions on the

assignment and transfer of quotas or shares, mdgggcincluding rights of first refusal.

2.5 Acquisitions of a “Limitada”

Through the approval and registration of an amemdrte the articles of association of the
target company to reflect the assignment and teargfquotas to the new partners. At the same
time, it is executed a detailed quota purchasesal@agreement, including purchase terms and
conditions, confidentiality and non-compete prasis and, accordingly to due diligence
investigation results, representations and waeanindemnity clauses and guarantees, among

other case specific provisions.

At the conclusion of the deal, the purchaser mag abplace the management of the company
through an Amendment of the Articles of associatothrough the revocation of the document
which appointed the existing managers, and sigrangnew one with the appointment

designating new directors.
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Total control is acquired, only when the investoguires at least 75 percent of the company

capital,

2.6 Acquisition of a “S.A”

With the approval and execution of a share trarieféte Share Register Book, or in the case of
shares represented by a deposit with an authoiréseghg agent, upon notice to the issuing
agent the acquisition is accomplished. Normallyjsitexecuted a share purchase and sale
agreement, which includes a purchase terms andtiwm g confidentiality and non-competion
provisions and, based on due diligence investigatasults, representations and warranties,

indemnification clauses and guarantees, among otser specific provisions.

The acquisition of a publicly-held S.A. must beegat into between the interested parties, and
the acquisition process will be similar to the dsijion of a privately-held S.A. described
above, or through a public offer. Nevertheless, lipubffer must be complete through a
financial institution, which will guarantee compiize with the obligations of the offeror. The

purchaser will have the controlling interest if gteares are acquired.

Regarding a acquisition of a publicly-held S.Aistmust be notified to the CVM and disclosed
to the market. Also, the purchaser of the contiglistake has to make a tender offer for the
acquisition of the remaining common shares of theagany for a price equal to at least 80

percent of the price paid for the controlling sisare

3. LABOUR

Labour Law in Brazil was strongly influenced by dpments and trends in Europe, the efforts
of various countries to codify laws for the protestof workers and, particularly, by Brazil's

commitments to the International Labour Organizatibhese influences, alongside significant
domestic factors, including burgeoning industriaian and the labour policies of the Brazilian

Government, were instrumental in the formulatiom difody of national labour laws.

On 1943, the Consolidation of the Brazilian Labbaws (CLT) was created to group the few
laws existing at that time in addition to the ingts developed by legal scholars.
Thus the CLT, which contains over 900 articles,vtes legal standards governing labour

relations in Brazil.
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With the enactment of the Federal Constitution @88, in addition to the labour provisions

duly consolidated, new labour rights were createidhproved in the body of the final version.

3.1 FORMS OF EMPLOYMENT CONTRACT

Indefinite Term Agreement
Normally, an employee is hired for an undetermipedod of time, and may be dismissed at
any time. This type of agreement may be terminateghy time without just cause, upon prior
notice given by one party to the other.

If the one that terminates the contract without gemuse is
the employer, he must give the employee at leasti&36
prior notice, and during such period the emploeallowed
to reduce the workday by two hours or otherwiseb¢o

realised from work for seven consecutive days, avith

prejudice to payment of the employee’s compensation

Term Agreement

The fixed term agreement can only be entered mfalfil a corporation’s temporary need and
only for the exact time that this need lasts. Ic@ntain situations, such as (i) the nature of the
services justifies establishment of a predetermipedod of time; (ii) the nature of the
company’s activity is temporary; or (iii) it is argbation contract. In general, this type of
contracts cannot exceed two years, and probatioinazis cannot exceed 90 days.

Term agreement has to be entered into in writtem fo

In case of a fixed term agreement, its terminaperiod has to be agreed. But regarding an
undetermined term agreement, this depends on tirdenance of the grounds that justified the

hiring of the employee for an undetermined term.

Part-Time Employment Agreement

The Part-time employment contract is different frima other types of employment contracts,
once it allows that an employee could be emplopedfmaximum workweek of 25 hours. The
compensation payable to a part-time employee igpgtional to the full workweek of

employees who perform the same activities.
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Unless the overtime work and vacation period (whiannot exceed 18 days), Brazilian law

provides the same basic rights to those who wodeua part-time contract.

3.2 GENERAL RULES ON HIRING WORKERS

Timetable

A normal period of a day’s work has a maximum didirs and the CC
weekly duration cannot go beyond 44 hours with drhweak for meali K
and rest. ' 4 l\
There must be a minimum rest period of 11 conseeltours between, - w\\ 1

workdays.

Overtime
Work carried out outside the normal working timégals treated as overtime. It can only be
used when an employer needs to respond to tempanaryelevant circumstances of increased

work, that does not justify the hiring of anothesrker.

At least, the compensation for overtime limits 8% higher than a normal hourly rate. And
there would be no overtime payments to those empl®engaging in external activities which

cannot be subject to fixed work hours, or to mamage

Night Shiff
Night work is considered between 10:00 p.m and a:6@. This night shiff entitles the workers
to receive an additional compensation of at le@8t zhigher than the normal hourly rate,

without prejudice to overtime compensation.

Rest Periods

Accordingly with the Brazilian legislation, empl@® have the right to at least one day’s
remunerated rest per week, which is usually on 8undror those who receive their
compensation monthly, payment of the weekly remateer rest period will already be included

in the month compensation.

13t Salary (Christmas Benefit)

In December of each year, the employer will pay ¢ngployee an extra compensation, the
Gratificacdo de Natal (Christmas Benefit) whickaliso known as the f3alary, corresponding

to the salary for said month plus the annual awemaigother monies habitually paid to the
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employee during the year. When taking a vacatioangttime of the year, the employee may

request an advance equal to half of hi8<8ary.

Wages
All workers are entitled to a minimum monthly wagw, less than the lowest wage floor
established in the collective labour conventiondach professional category which is set each

year by the government.

In addition to the wage itself, an employee’s congagion encompasses the benefits granted by
the employer on a habitual basis, unless otherpiescribed by law. While on vacation,
employees are entitled to their full regular wage.

Even with the employee’s consent wages cannotdeesl.

Holidays

Employees have the right to 30 consecutive daysatian, upon completing one year's service,
if they have not been absent from work more thaa tinjustified times during said period. The
employee may benefit from 20 consecutive days ofatian being compensated with

remuneration due for 10 days. The salary in tteatian period must be paid at the latest two

days before the start of the vacation period.

Unemployment Compensation Fund - FGTS

Employees hired after October 5, 1988, this systwpname automatic and compulsory

accordingly to the Federal Constitution, the FGFS8ndo de Garantia por Tempo de Servico).

This was created with the intention of granting pemsation to the employees in certain cases

of termination of labor contract.
With FGTS system, the employer must currently ewvaonth, deposit the equivalent to 8% of

each employee’s compensation for the previous miordhblocked bank account in the name of

the employee.

Termination of Labour Agreements

The agreement may end over different causes:
1. Objective causes, like death, retirement or hatky;

2. Termination by unilateral decision of one of fzaties.
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3. Parties decision (including termination by mlitagreement, term of labour term agreements

in the conditions foreseen in written labour agreet))

A) Individual dismissal with just cause for disciplinary reasons

Individual dismissal with “just causedccurs whenever there is the termination of a labou
agreement by unilateral decision of the employeugded on a serious disciplinary breach by
the employee, which makes the maintenance of trmutaagreement almost impossible.

Some of the reasons for dismissal for “just caase?

a) Any act of indiscipline or insubordination, rdiyg speaking;

b) Violation of trade secrets;

c¢) Dishonesty;

d) Any act of violence or any act injurious to thenour or reputation of the employer or

superiors, except in legitimate cases of self-dedenr defence of third-party interests;

e) Abandonment of employment;

f) Inappropriate conduct or lack of self restraint;

g) Acts contrary to national security where these duly proved in an administrative

proceeding.

Under said cases, the employee will receive a casgi®n correspondent to the days worked
during the month (“outstanding salary”), cumulat@gation and the additional one-third bonus

in respect of the accrued vacation.

B) Unfair dismissal:

When a contract is terminated without just causeetnployee has some rights, as follows:

a) Vacation or double vacation, if any;

b) 30 days’ prior notice;

c¢) Outstanding salary for the days worked durirggrtionth of dismissal;

d) One-third vacation bonus;

e) Release of the FGTS deposits, with a fine of 4fi9i4he total amounts deposited in the

employee’s FGTS account, during the employmentreont

3.3. Social Security Contributions

The Brazilian contribution system consists in aegahcontribution scheme for employers and
employers and special contribution schemes. Under law, all companies must pay
contributions to such entities, according to thepesetive field of activity. These contributions

are paid to the Brazilian Social Security Instit(itestituto Nacional do Seguro Social or INSS).
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The Federal Government may levy the following slomientributions to fund social programs:

- Social contribution on corporate prof@€SL — Contribuicdo Social sobre o lucro liquido):
levied on pre-tax profits, assessed in accordarnte s@mmercial law, with adjustments and
exceptions set forth in law. The current rat@9s;

- Social contribution for funding Social SecuritC@FINS): levied monthly on the gross
income. Current rates a@2% and 7.6%, the former being cumulative and the latter non-
cumulative, in accordance with criteria set forthlaw. Export goods are exempted from
COFINS.

- Contribution towards the Social Integration Peogr(PIS): levied monthly on the gross
income of corporate entities. Current rates@é65% and 1.65% the former being cumulative
and the latter non-cumulative, in accordance wiiterga set forth in law; Export goods are
exempted from PIS.

- Contribution towards the Social Integration Peogr(PIS) and Social contribution for funding
Social Security (COFINS), levied on imports, assdssn the customs value of goods or the
price paid for services, including applicable taxdse general rates ate65% for PIS/PASEP,
and7.6% for COFINS, aside from other specific rates;

- Payroll charges for Social security contributioqf@NSS): employers must withhold this
charge on behalf of their employees, at the rat&l8b, whereas self-employed workers pay
20%. In both cases, the basis for calculation f ¢tharge is limited to R$ 2.400,00 (adjusted
monthly as of January 2004).

Corporations pay CINSS at the rate20P6 on payments to individuals for services performed,
with no ceiling;

- Provisional Contribution on Financial OperatiofGPMF): established by Constitutional
Amendment 3/93, this charge, instituted in Jani®97, was extended to December 2007 by
Constitutional Amendment 42/03. The rat®.88%;

- Contribution to intervene in the economic dom@iDE):

(i) CIDE/Fuel is due at specific rates on importiarade in the domestic fuel market; and

(i) CIDE/Remittances are due on remittances teitpr individuals for royalties or technology

transfers, at the rate ©0%.

4. TAX

4.1 Introduction
The Brazilian Federal Constitution and the Natiofe Code (CTN), confers upon the Federal

Union, the States, and the Municipalities the potwarollect taxes.
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Below you will find a brief summary of the Brazitial axation System, outlining the main taxes

and contributions.

The Brazilian tax system has different categorie$ames, and the most important may be

classified as:
i) taxes on income and revenues,
i) taxes on production and circulation of goods amdervices and cross-border trade, and

iif) taxes on financial operations

4.2 Taxes on income
Concerning this matter, generally speaking, dormaestimpanies must pay federal taxes
imposed on all income, which combines the prodfictapital and labour, or a combination of

all gains, defined as increases in a taxpayer’pgitg which are not included in income.
Profits arising from activities carried out in Bilaar abroad are subject to:

- Corporate Income Tax (IRPJ) and

- to the Social Contribution on Profits (CSLL).

For each calendar year (January 1 -December 3t)paoies are required to file an annual

federal tax return, even if the company adoptdfarént financial year for corporate purposes.

The Social Contribution for Financing of Social Bety (COFINS) and the Contribution to the
Social Integration Program (PIS) must be paid bymBstic companies to the federal
government. COFINS and PIS are contributions lewieca monthly basis on the total revenue
of a company, including financial revenue, but agahg revenue resulting from the holdings of
such Brazilian company in other companies. Theeesame admissible deductions depending

on the activities carried out by the company.
PIS and COFINS also apply to the importation ofdgand services.

Normally, the income, capital gains and other e®®i paid, credited, remitted, or delivered to
a foreign-based individual or legal entity are sgbjto withholding income tax ingposto de
Rendana Fonte — IRF), at the generic rate of 15% or 2&ending on the beneficiary’s
country of residence and the nature of the incofmeContribution of Intervention in the
Economic Domain’ is due, on January 1, 2001, arale of 10%, upon remittances of royalties
or compensation deriving from technology transfarscases where the withheld income tax
rate is 15%. This does not apply to profits anddgimds, which are exempt from withheld

income tax.
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4.3 Tax on Production and on Domestic or Cross-Border
Transactions

Regarding the Federal Tax on Industrialized Godupdsto sobre Produtos Industrializades
IPI) this is levied on output and on the importatimf industrialized goods. IPI is collected by
the manufacturing company. IPI is variable by th&ure of the goods in accordance with HTS
code — Harmonized Tariff Schedule and is noncurnwgdagnd thus tax due may be offset by
credits arising from the purchase of raw materiédéermediary products, and packaging
materials. However, no credits are granted for gabdt become fixed assets. The average rate
is 10%. Goods exported from Brazil are exemptednfi®l and the corresponding credits
accrued can be kept and used to offset other fedens.

Taxes on domestic production and circulation ofdgoand services are:
- the Federal Excise Tax (IPI)

- the State Value Added Tax (ICMS)

- the Municipal Service Tax (ISS)

Import and export transactions are subject to:

Import traraction: Export transactior
Federal Import Tax (Il) Federal Export Tax (IE)
IPl and ICMS IPI and ICMS

The rates may differ according to the product arvise in question, the applicable tax
classification number and the place of the tramsact

In order to define the tax rates of Il and IPI imaBl, goods are classified under the
Nomenclatura Brasileira de Mercadorias (Braziliamménclature of Goods). This classification
is also respected by MERCOSUR rules (MERCOSUR ComExternal Rates).
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ICMS is a state tax similar to IPI. ICMS is payahteall stages of the chain of sales, from the
manufacturer to the end consumer. ICMS is colldptd by the manufacturer and/or the

trader. ICMS rates may vary from one Brazilianestatanother.

Tax exemptions, reductions and incentives in raspédCMS are granted or cancelled by
means of conventions between the Brazilian st&eth ICMS and IP| are assessed on added
value. There are, however, some exceptions, suttteasase of intrastate transactions involving

the transfers of goods between premises belongingé¢ same taxpayer.

The Tax on Services (ISS) is assessed on the serpiovided by a company or independent
contractor or professional, in accordance with s bf services attached to a federal

supplementary law. This tax is generally figured aate of 2% to 5% on the service price.

ISS are levying on: service imports and on servicgisited abroad.

4.4. Tax on financial Transactions

Taxation on credit and exchange transactions, ama@ and securitiesinfposto sobre
Operacbes Financeiras- I0OF) is due on bank loans and similar transastiam foreign
currency transactions, on insurance premiums, anlaoled securities. Depending on the type
of operation, rates may change, being minoredgtren with some frequencyOF rates can be
also modified at any time by the Brazilian governiewithout Congressional approval,
through a Presidential Decree, provided that theimmam rates established by law are

observed. Said changes are effective instantlynbutetroactively.

4.5. Investment incentives

There are several situations in which a companisoshareholders can obtain tax incentives
from government agencies. These incentives arergineontinually-changing package of

subsidized financing, tax credits and tariff exeiond. Most of these incentives are available to
both domestic and foreign-controlled companies, bettain incentives are restricted to
Brazilian-controlled companies. These tax incerstivere created to promote the economic
development of certain areas of the country, azhtannel private capital to specific economic

activities.

Investment projects are approved on a case-byftasis by the relevant agency. Approval is
usually conditioned to a considerable degree ofeguwental control over the investment

project.
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Incentives may include an exemption from the incéaxeand other indirect taxes for a specific
period of time, subsidized credit from governmemtevelopment banks, and the privilege of

importing capital goods duty free, or at sharplyueed tariff rates.

Nowadays, investment incentives in general areestiltp re-evaluation and further studies by
the government authorities so that future incestivty be actually directed to less developed

areas and to activities that will foster the Briazileconomy and development.

4.6. Municipal Taxes
Municipalities and the Federal District are empaaaeto levy the following taxes:

- Urban Property Tax (IPTU);
- Tax on Real Estate Transfers (ITBI);
- Services Tax (ISSlmposto sobre Servigpss levied on certain services listed in fedeaav |

and the average rate is 5%.

4.7. Other Taxes
4.7.1. Capital Gains Tax

Generally, capital gains are subject to income dbXd5 percent, that shall be paid by the
Brazilian source, unless in case of a residem iax heaven. For this possibility a rate of 25
percent will apply. If the capital gains are madesae Brazil in transactions involving assets
located in Brazil, those are subject to Brazilinnome tax, The transaction may only involve

non-Brazilian residents.

4.7.2. Dividends
Inside and outside Brazil, dividends payable byraziian company declared and distributed

from 1996 to its shareholders, are exempt fromnmetax.

4.7 3. Interests

Payments of interest made by a Brazilian party tesident outside of Brazil with respect to
loan transactions are subject to withholding taa edte of 15 percent. In case of a resident in a
tax heaven or any other lower rate as providechinamplicable tax treaty between Brazil and

the country of the beneficiary, said rate is insgghto 25 percent.
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4.8. Double Taxation Agreements - Tax Treaties
Brazil has entered into treaties for avoidance ailde taxation with the following countries:

Argentina, Austria, Belgium, Canada, Chile, Chirtdzech Republic, Denmark, Ecuador,
Finland, France, Hungary, India, Israel, Italy, akap Korea, Luxembourg, Mexico, the
Netherlands, Norway, Peru, the Philippines, Pottug§lbovak Republic, South Africa, Spain,

Sweden and Ukraine.

4.9. Transfer Pricing Rules
Corporate Income Tax (IRPJ) and Social ContribubanProfits (CSL) are payable on the net

income adjusted by the additions, exclusions arigetiing prescribed by tax laws. Transfer
pricing rules are one of these adjustments.

Transfer pricing rules seek to avoid the transfieresults abroad by manipulation of prices
agreed on imports or exports of goods, servicesghts in transactions with foreign-based
related parties.

In other words, the purpose of transfer pricingesuls to check whether the pricing policy
adopted for international trades between intra groompanies is in accordance with market
conditions (“arm’s length”), or else serves to #fem results overseas. To that end, fixed
margins have been set for transactions with relpaeties.

When products are imported by a Brazilian compamynsfer pricing rules verify whether such
company is making excess payments to the foreigmplgun. According to this, certain
deductibility limits apply to payments made by Beazilian company to its foreign supplier.
Any amounts above such limit are added to the coyipdaxable income.

As for exports, the Brazilian Tax Authorities cheaskether prices are not lower than those
determined by comparability methods. On this reg#nd Brazilian company must report a
minimum taxable income when selling goods and pliog services to foreign-based related
companies.

In order to reduce the potential negative impactesbvery of the real against the U.S. dollar
and other foreign currencies, taxpayers subjet¢héoBrazilian transfer pricing rules have to

adjust up 9% in export revenues with related paegrned in 2010.

4.10. Tax Heavens

A tax heavens may be the one that:

(a) does not impose income tax;
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(b) imposes income tax at a rate lower than 20%;

(c) imposes restrictions on the disclosure of dialding composition or on the ownership of

investments; or
(d) does not disclose beneficial ownership is dettade a tax heaven.

For this purposes, Brazilian tax authorities issaelist of jurisdictions considered to be tax

heavens for purposes of transfer pricing rulesiamebsition of higher withholding tax rates
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Tax Tax Base / Triggering Evert Rate
Corporate  Income | Actual  profits;  estimated  profits; | 15%
Tax {IRFI} profits  ascertaimed by the tax
authorities {fucne anbirado)
IRP) Surcharge Actual profits; estimated profits; |10%  on  the paortion
profits  ascertaimed by the tax | exceeding R%
authorities { ducno arbitrads) 240,000/ vear

Withholding Income
Tax {IRF) - overssas

Inconme and capital gains eamed by non-
residents from Brazilian paying sources

15% or 25% (depending on
the type of income)

remittances

Tax on | Sale price when the product leaves the | Wariable  per  product

Marufactured industrial establishment, or uwpon | classification

Products {IP1} import

Tax on Financial | Credit, owrency, inswrance and | Variable per  type of

Transactions (10F) securities transactions transaction (0% to 5.38%)

Social Contribution | Adjusted net income O or 15%

on Income

P15 Contribution | Revenwe {the company's gross |165% or 0W65%  (non-

(deductible) income) cumulative or cumulative
taxation system,
respectively)

Social Security | Reverwe (the company's gross |7.6% or 3% (non-

Financing imcome) cumulative or cumulative

Contribution taxation system,

(COFINS) respectivelyl 4%  (for

[deductible) financial institutions)

Contribution on | Remittance of royalties and fees for | 10%

Economic  Activities | technology transfer and payment for

(CIDE} - owerseas |technical services

remittances

Contribution on | Fuel sales and imports Wariable per type of fuel

Economic  Activities

(CIDE} - fuels

Tax on Distribution | Transaction value 1% through 33%

of Goods and

Services (ICMS)

Tax on Services (155) | Service price 2% through 5%

| Inmiport Dty {113 CIF product valus 0% through 35%

Export Dty {1.E.)

Exports of product made or cleared in
Brazil, as per CAMEX act

Gensrally 308, but other

rates may apply {capped at
1509%:). Most products are
currently taxed at 0%
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5. Real Estate

5.1. Introduction

Under Brazilian law, immovable assets (i.e., landd buildings) are, by nature, immobile or
fixed to the soil, and cannot be partially or tiytatemoved without causing their own
destruction or devaluation, i.e., without substhtialtering or destroying them. Immovable
property encompasses land, and anything that hes beaturally or artificially incorporated
thereto.

Brazilian law further confers certain rights withet status of immovable assets for legal
purposes. This is the case with deeds to immovaiolgerty, government stock incorporating an
inalienability clause, and inheritance right togedy though succession, even when inheritance
is comprised only of movable assets.

As a general rule, the owner of land also ownssthigsoil. However, the right of property does
not include the right to explore mineral depositines and natural resources, potential
hydroelectric power sources, archaeological sitas,other assets referred to in specific
legislation. In fact, there is a huge differenceamen land property and rights to such resources
of the subsoil, which are considered Federal Gawent’s property.

Concerning Air space, the applicable principle iacgically the same, because the property
owner may build vertically, but shall respect &k tlegal prescriptions and limitations foreseen
in the Brazilian Law (e.g. Zoning Rules).

The Brazilian Civil Code defines the right of profyeas an absolute and exclusive right to use,
enjoy and dispose of his goods and to recover tihem whoever may unlawfully have taken
possession of them. This right may be owned bygleior corporate person and its regime also
contemplates the joint ownership and the condominiu

The right of property may be restricted or extirstneid in consequence of collision with a
conflicting public interest or simply restricted @onsequence of a collision with third parties’
right of property. Therefore, it is possible thepmpriation of real estate properties by the
government upon payment of a fair compensation ©imgle restriction on urban property use

or zoning by the building legal framework or by thenicipality master plan.

5.2. Acquiring or Selling Real Estate

Acquisition bylInter Vivostransaction of Real Estate Property in Brazil #nta formal Sales
Agreement between the purchaser and the sellechwhay be entered into by an individual or
a corporate person. The acquisition could alsoehéised by two or more purchasers, because
Brazilian Legislation admits the joint ownership afright of property. In those cases of
multiple ownership, each owner may exercise anylfi@s included on the right of property as

long as it does not compromise the indivisibilifytie property.
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According to the Brazilian applicable law, the ownstgp of a Real Estate Property is constituted
upon registration of the public or private instrurhevhereby the sale was accomplished at a
Real Estate Registry in the jurisdiction wheregheperty is located.
Any non registered instrument concerning Real Spmgperty is only binding between the
parties that have entered into the sale agreenmehih@s no enforceability against third parties,
since the right of property is only acquired upegistration of the deed of transfer, which may
be:

(i) By a Sale Agreement entered into between thersend the purchaser;

(if) By accession (i.e., expansion of a propertaa®nsequence);

(iif) Squatter rights, i.e., properties acquireddmcupation and possession over a certain

period of time established in law;

(iv) By inheritance;
The Real State Registration system is based oprtheiple of priority, whereby the person or
company who first registers a Real State Proparfyr@sents deeds for registration has priority
before the others.
Foreign individuals or foreign-owned companies raaguire real state in Brazil under the same
conditions of Brazilian individuals or citizens. Wever, non-resident individuals or companies
shall be registered for tax purposes prior to pasgig any Real Estate Property in Brazil.
Under Brazilian Law, rural properties are thoset thae considered rustic buildings to
continuous areas, regardless of location, devatethitming, agro-industry, or stock rising,
whether in the hands of the private sector or updétic land policies.
The acquisition of rural properties by foreigneirgjividual persons, who have permanent
residence in Brazil, cannot be superior to 50 uoftsural land known as “maodulos rurais”,
although the precise extension of each unit ofl darad could vary according to the economic
and environmental characteristics of the regionreibe property is located and the kind of
agricultural activity to be carried out.
Foreign individuals’ non residents in Brazil canraatquire rural properties, except if this
acquisition is due to inheritance rights. On thieeothand, the restrictions to the acquisition of
rural properties by Brazilian companies under fgmezquity control are now being challenged,
since the amend to the Brazilian Constitution 3 @%as approved.
Even though, foreign companies can only acquiralrproperties for agricultural purposes,
including cattle-raising and industrial or settlerhgrojects that must be specified in the
company’s by-laws. Those projects shall be approbwedeither the Brazilian Agriculture
Ministry or the Department of Trade and Industrgspectively. The power to sign this
authorization may be arrogated by the Presiderdugh a specific Decree, if he considers that

such property contributes to priority projects undsational development plans. This
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presidential authorization may be given in totalogation of the applicable rules concerning

Real Sate Acquirement by foreigners.

Taxation
Property Transfer Tax (Imposto sobre a TransmiggdBens Iméveis — ITBI) is a tax assessed

by municipalities, payable when real estate prgperirights in rem to any real estate property
(except those in guarantee), for any reason whaspand in exchange for payment, are
transferred, or upon assignment of rights to adaiisof a property.

For example, the rate assessed by the Municipafiydo Paulo, a under S&o Paulo Municipal

Law, varies between 2% and 6%, depending on thes\afl the property.

ITBI is not due when the transfer of a Real EsRrtgperty or the rights to any such property are
used to pay up the capital of a company, the efudin any merger, consolidation, spin-off, or
liquidation of a Company, except when the purclagiompany’s main activity consists in

buying and selling such assets and rights.

5.3. Real Estate Investment Funds

The Concept

Brazilian Real Estate Investment Funds (Fll) isci&depurpose vehicles with the aim of
advancing investors’ capital in different real ¢éstaalues following a principle of division of
risk between investors and the Fll. The creatioa &eal Estate Investment Fund is dependent
of an authorization provided by the Brazilian Sé&es and Exchange Commission (CVM),
entity responsible for authorizing, regulating amdpecting Real Estate Investment Fund
operations and management. So, they should be mateeaccount when considering real estate
acquisition, construction sale, resale and rental.

Real Estate investment funds are currently engageadsing funds for construction of shopping
centres, office buildings and resorts throughouazBr Previously, Pension Funds were the
major investors in real estate projects, but culyahey are investing indirectly, through the
purchase of shares in real estate investment funds.

Foreign individuals and corporations may acquiras in such undertakings. Since the foreign
investment shall be duly registered in the CemBealk, the remittance of gains and profits from

the respective investment can be sent abroad. aCgpgiins resulting from such investments are
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subject to income tax (IR) at a rate of up to 2@%sessed upon disposal or withdrawing of Real
Estate Investment Fund quotas.

Any individual or corporate person may invest iReal Estate Investment Fund. However, the
managing institution can establish the target angdieof the fund and the minimum investment
required. After the shares' purchase by the investbhe Real Estate Investment Fund will
acquire, under its own name, not only the propeitieill explore, through rental, lease or sale,
among other forms authorized, but also the baokaldestate securities, which will compose its
portfolio. The shareholder just stays with the etaton to receive a part of the Fund's income,
according to the number of shares he holds.

The fund shall apply, at least, 75% of their incerna assets and rights concerning Real Estate
Properties. The remaining value can be appliedtberdixed income assets, to obtain ordinary

expenses necessary to its maintaining.

Taxation

The FII shall distribute to its shareholders aste26% of earnings, calculated under the cash
basis, based on the balance sheet or trial hadinbalended June 30 or December 31 of each
year.

The income and capital gains earned by the Fll,,distributed to any beneficiary, subject to
withholding income tax at a rate of 20%, as welttas capital gains and income earned on the
sale of shares.

To the FIl which has a developer, builder or partree shareholder who owns, alone or in
conjunction with a person connected with him, mibr@n twenty-five percent of the shares of
the fund, will not be applicable the differentiaktregime, being subject to taxation applicable

to companies.

6. Dispute Settlement

Brazilian courts have been the main formal meangsdlving disputes and enforcing property
and contractual rights. Many foreign firms and stees consider Brazilian courts slow and
ineffective and routinely seek assistance from kEwwyand also prefer to include arbitration
clauses in their contracts, as well as preventisguies whenever possible through careful
drafting of their contracts.

However, in what regards to commercial conflictsitlesolution has a high rate of submission
to arbitration. Under these circumstances a Tsiareated for each case with a minimum of 3
arbitrators. Arbitration clauses can include angpdsable rights, the chosen law to regulate

conflicts, and any other domain not exclusivelpéodealt by a judicial court.
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6.1. Overview through the Brazilian Judicial System

The new Brazilian Civil Code provides the basisjtaticial decisions on commercial and civil
matters that must be subject to the State Couitsljation, which have general jurisdiction and
are presided by a single judge. The State Courtssida is always subject to appeal to be
judged by a State Court of Appeals, if the aggiieparty so wishes.

Brazilian Constitution does not provide for juryatrin commercial and civil cases and the
Procedural rules are provided by the Civil Proced@ode, a federal legal framework,
applicable in all federate states. Under Braz#ddrative system, State Courts are, in general,
not specialized, having jurisdiction over civil,amercial, criminal and family cases.

Litigants shall pay court fees, which vary from t8téao State. As a general rule, an initial
payment shall be made by the plaintiff, usuallycuokdted as a percentage of amounts in dispute.
In the event of appeals subsequent payments mustaloe by the party which presents the
appeal. The Code of Civil Procedure also provides &ll court costs and attorney’s fees
incurred by a winning party be paid by the losecluding the reimbursement of fees charged
for the court costs, experts, witness fees anddasiyees.

The judge’s decision is delivered in writing ancht@ins a brief description of the parties and
the issues involved, a summary of claims and cocdlaiens, a brief description of the facts, and
the judge’s opinion on each of the issues. Thestwtimay award a party compensation, may
order a party to take certain measures, or mayigeo® precise interpretation of a contractual
clause.

When a plaintiff's lawyer presents a petition, haymin specific cases, ask for a temporary
restraining order to bring into immediate effedte final decision. For this the plaintiff shall
demonstrate his claim that irreparable damage resyltr from delay. The Brazilian legal
system also foresees a writ of prevention which lbanpresented before or after the main
lawsuit. In either case, plaintiff seeks to protectight that is in jeopardy if a provisional
measure is not granted.

An appeal does not generally suspend the proceediiige same lawyer may plead the case in
the higher courts. Appeals are submitted to a panéte State Court, composed of an even
number of judges. They may review the decisiorhim light of their interpretation of the law
and the facts.

The parties may appeal further to the federal bmylrts, i.e. the Superior Court of Justice (STJ)
and the Supreme Federal Court (STF). If a partyngaviolation of a treaty, a federal law, or an
interpretation in conflict with federal law by tistate Courts, he can appeal to the STJ. Should
the claim involve a violation of the Federal Congion, appeal can be made to the Supreme

Court. Both types of appeals may be presentedhleuddmission is highly restricted.
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Such appeals shall not entail any discussion ofatis, and only the legal principles are subject
to review in the federal high courts whose hearimgsbefore a panel. Appeal to a high federal
court does not suspend the proceedings, and theingirparty can initiate the enforcement

proceedings.

6.2. Arbitration

The Brazilian applicable law to individuals, compenand entities legally qualified to enter
into agreements to resort to arbitration for setéat of disputes.
The legal rules applying to submit to arbitratioaynbe freely established by the parties, and
may include general principles of law, custom, esay international trade rules. An arbitration
clause inserted into an agreement is legally biopdipon the parties. The Brazilian Arbitration
Law also foresees the fact that one of the pantigikes a judicial demand for arbitration to take
place, in the event that the other party failsamply with the arbitration clause.
The parties may, by mutual agreement, define aeore for selection of arbitrators.
Alternatively, the specific rules of an institutenarbitrator or specialized entity may be
adopted. The arbitrator is competent to rule ortenabf fact and of law. Arbitration awards are
not subject to appeal or validation by the Judiciar
Arbitration is deemed to have been instituted waemrbitrator (or arbitrators) accepts his/their
appointment. The parties may put forward theirmatathrough their attorneys, but are at liberty
to designate other persons to represent or alsist in arbitration proceedings.
An arbitration award has the same binding effecrnuiive parties and their successors as a court
decision, as well as the same effect as an exdeudakd. It shall be given within stipulated by
the parties. Nevertheless and when nothing has dgeed, the deadline for the submission of
the judgment is six months, from the arbitrationgedure. The arbitration award shall include:

- A report, containing the names of the partiesabdef summary of the dispute;

- Grounds for the decision, describing questiondamt and of law involved, and

expressly indicate whether the arbitrators rule@auity (if applicable);

- The ruling, when arbitrators decided the issudsrstted to them and a deadline for

compliance (if applicable); and

- The date and place of the award.

Anyone may be appointed to be an arbitrator, pexvid has the confidence of the parties, since
they may appoint one or more arbitrators, in odohioer, as well as their alternates. However,
in performing its function, the arbitrator shalt agth impartiality, independence, competence,

diligence and discretion.
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When various arbitrators are appointed, they shlaltt, through majority vote, the presiding

arbitrator. But, failing the consensus, the oldéflve appointed the President. The arbitrator or
the presiding judge shall appoint, when appropriatesecretary who may be one of the
arbitrators.

The persons, who have with the parties or the thspubmitted to arbitration, some of the

relationships that characterize the cases of judigg®diment or suspicion, are not allowed to

perform the function of arbitrator, being applicakihe same duties and liabilities established for

the judges in the civil procedure code.
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7. Conclusion

We have striven to provide prospective investorth i practical overview of how companies
are formed and how they operate in Brazil. Braffitrs countless opportunities for prospective
foreign investors, in light of its robust and disiied economy, enormous economic potential
and a huge domestic market, considerably expangepibing MERCOSUL. The current

governmental policies, targeting modernization lid £conomy to bring Brazil back into the
international economic scenario, have been mostesstul. Brazil's political and economic
stability, together with the progressive openingitefeconomy, the noteworthy reduction of
inflation, privatization, and economic growth, hawatracted ever-increasing offshore

investments.

Franco Caiado Guerreiro e Associados, RL provid#saha and prospective investors with
specialized services in almost all areas of legattre. Our network throughout Brazil and the
world, plays a key role in our effort to provideratlients with everything they need for their

investments.
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