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Effective October 20, 2009, the Brazilian government increased the Tax on Financial 
Transactions (Imposto sobre Operações Financeiras, or IOF) related to foreign investments in the 
Brazilian financial and capital markets from zero to two percent.  The IOF tax applies upon 
conversion of foreign currency into Brazilian reais related to equity or debt investments by 
foreign investors on the Brazilian stock exchanges (principally BM&F-BOVESPA) or the OTC 
market, as well as private investment funds (FIP), Brazilian treasury notes and other fixed 
income securities.  The outflow of funds from Brazil to abroad, including for dividend payment 
and return of capital, remains subject to the zero percent rate.

According to the Brazilian Finance Minister, the imposition of the IOF tax on the transactions 
outlined above is intended to reduce capital inflows and consequently discourage a speculative 
bubble in the Brazilian capital markets, reduce the appreciation of the Brazilian real and 
counteract inflationary pressures.  According to the Brazilian government, nearly US$20 billion 
had entered Brazil for investment in the equity capital market in the first nine months of 2009.  
Foreign capital inflows, as investors around the world seek participation in the Brazilian 
economy, are viewed as principally responsible for a 69.8% increase in the BM&F-BOVESPA 
index from its low in March 2009 and a 46.8% appreciation of the real against the U.S. dollar 
from its low in December 2008.

The IOF tax increase does not apply to transactions on the Brazilian capital markets by foreign 
investors relating to funds or securities already held in Brazil nor to investments outside of 
Brazil in American or global depositary shares of Brazilian issuers.  The IOF tax applies only to 
foreign currency inflows by foreign investors for new investments in the Brazilian capital 
markets.  The two percent IOF tax also does not apply to the inflow of foreign currency for 
direct investments in privately-held companies, which continues to be subject to a 0.38% IOF 
tax, nor to investments made by foreign investors using a Brazilian investment vehicle.  It 
appears, but is not yet confirmed, that holders of American or global depositary shares of 
Brazilian issuers will not be subject to taxation if they convert their investments into shares 
traded on the Brazilian stock exchange.

The IOF tax increase has been subject to criticism by the Brazilian financial community 
concerned that trading in Brazilian securities may shift to ADRs or reduce demand for Brazilian 
securities. 

If you have any questions about the matters discussed in this memorandum, please contact 
Todd Crider (tcrider@stblaw.com), Jaime Mercado (jmercado@stblaw.com), Glenn Reiter 
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(greiter@stblaw.com), William Brentani (wbrentani@stblaw.com) or John Ericson 
(jericson@stblaw.com) of our Brazilian practice or your Simpson Thacher relationship partner.  
We do not practice Brazilian law and for specific advice will be glad to refer you to a tax 
specialist at one of our Brazilian correspondent firms. 

This memorandum is for general information purposes and should not be regarded as legal advice.  Please 
contact your relationship partner if we can be of assistance regarding these important developments.  The 
names and office locations of all of our partners, as well as our recent memoranda, can be obtained from 
our website, www.simpsonthacher.com. 

This memorandum was not intended or written to be used, and cannot be used, for the purpose of avoiding tax related penalties 

under federal, state or local tax law. The contents of this memorandum are for informational purposes only. Neither this 

memorandum nor the lawyers who authored it are rendering legal or other professional advice or opinions on specific facts or 

matters, nor does the distribution of this memorandum to any person constitute the establishment of an attorney-client 

relationship. Simpson Thacher & Bartlett LLP assumes no liability in connection with the use of this memorandum.
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