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BRAZIL

COMPLIANCE RATINGS

Fiscal transparency 2006 2005 2004 2003
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Availability of information sece coee cooe cece
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Accountabﬂity (XXX (XXX (XXX XXX
Score 4.00 4.00 4.00 4.00

OUTLOOK & COMMENTARY

Strengthening the fiscal policy transparency framework in Brazil further will depend on the
government’s ability to build a stable and reliable majority in Congress - despite President
Lula’s recent re-election. The incipient proposal to modify the Fiscal Responsibility Law
(LRF) should be closely followed, as the revision could compromise key principles of the
country’s fiscal legal framework.

The publication this year of consolidated historical series of fiscal information represents a
significant step forward. The releasing of this information within a more analytical
framework is expected in 2007. The initiation of a three year rolling plan framework within
the annual budget proposals also should be welcomed. Given the successful implementation
of the Investment Pilot Scheme (PPI) in the past year -- aimed at improving the quality and
efficiency of public investment -- it is likely to be extended during Lula’s second term in
office. Pending issues include strengthening the fiscal management and using the significant
amount of information available to address budget shortcomings.
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EXECUTIVE SUMMARY

4.00 Compliance in progress

Brazil is a decentralised federal country, in whithtes and municipalities retain substantial aaignin taxation
and fiscal policy-making.There is a clear administrative framework for flsceanagement, provided by the 1988
Constitution and by the Fiscal Responsibility LawRF). In the past year, a series of corruptiomndeds have
almost paralysed legislative business. Moreovss, dampaigning for the October presidential elestie when
state governors and legislatures, the lower hoftiS®ogress and a third of the Senate were eleetetdrted early in
the year, preventing policy progress in many ardasspite this situation, fiscal transparency hatsheen affected
and there have been some improvements over thegdast

At the federal level, the constitution requires freparation of three budgetary instruments: thdtiNiear Plans
(PPAs), Budget Directives Laws (LDOs), and AnnuabBets Laws (LOAs).Efforts are under way to strengthen
the content of the PPAs in order to transform thetm real strategic tools and to increase consistdretween the
different budget instruments in order to overcofmme turrent ambiguities in the PPAs, LDOs, and LOAe
country’s budgetary framework includes classificas at a functional, programme and economic lev&wever,
actual budgetary appropriations are frequently fotlvan those specified in the budget programme.

Data on central government, states and municipaldre compiled on a cash basis for revenues aadcanal basis
for spending. Starting this year, Brazil's annoiatiget documents provide aggregate comparativeniafiion about
expenditures and revenues in previous budgetsyialipnew budget proposals to be put into conté&Xte monthly
Budget Execution Repaprovides reliable information at a functional, mterial and programme level and includes
both current and capital expenditures. Additionathe new annuadllonitoring in Numberseport presents detailed
budget execution information. A management anchrptay system (SIGPlan), aimed at improving budget
execution, has been completed and is now fully atpmral.

Progress has been made on the public availabilifiscal information at a sub-national level. Hoxee, the lack of
technical capacity and information among municipdiremains one of the most important obstaclesgoccessful
and comprehensive strategy for fiscal transparegporting consolidated fiscal accounts at a satipnal level is
gradually increasing. Information on state-ownetemprises -- including budgetary allocation an@éation -- is
publicly available.

Congress’ technical capacity to assess fiscal mdébion has improved, and it is increasingly playiitg
constitutional role of evaluating public spendinbhe National Audit Court’'s (TCU) technical capgcdind internal
methodologies allow it to undertake efficiency @mgpact assessments on fiscal spending. HoweverT@U’s
recent practices — such as broadening its legatatpeal framework -- have raised concerns. Supplgary
regulation to the public-private partnerships leffaimework has been approved in the past yearifyétay the
accounting structure and the consolidation of mudticounts within the system.

Brazil's overall score is unchanged from last year.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVES

eeee Compliance in progress

The government sector should be distinguished from the rest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed.

Structure, functions, and responsibilities of gover nment

The structure and responsibilities of the governnaga well set out, both in legislation and in gmeduction of
fiscal data. General government data are diviaeo three groups: central government (including Mational
Treasury and Social Security), 27 state governmenis a representative sample of 250 (out of th&d, municipal
governments.

Brazil is a highly decentralised federation, withbshational entities accounting for over one-thifl total
government spending and revenue collection. Thpamsibilities of each level of government are medi in the
1988 Constitution of Brazil. All regional authaeis have their own elected legislative and exeeubiranches, and
an independent judiciary. The federal governmexst Iimited control over sub-national tax administna, budget
formulation, execution and oversight, and has Bahihfluence over wage and investment policies.

The constitution also defines the roles and redspdities of the executive, judicial, and legislati branches of all
levels of government in the budgetary processthétfederal level, the constitution requires theparation of three
budgetary instruments: the Multi-Year Plans (PRAs)dget Directives Laws (LDOs), and Annual Buddgeasvs
(LOAs).! Drafts of these documents are prepared by theutixe branch and submitted to the legislaturendtess
reviews and discusses the drafts and makes ametsliheacessary.

Coordination and management of budgetary activities

The coordination of budgetary activities, particlylahe distribution of tax and expenditure powedssaddressed
under Article VI of the constitution. However, theis a lack of clarity in some areas, as some redipae
responsibilities have been devolved unsystemagicdideed, there remains significant overlapping duplication
in various areas of public spending such as edutatiansport, water and sanitation. A non-mangatoordination
pact (Pacto de Concertacdowas approved along with the 2004-2007 Multi-YeRlan in order to eliminate
gradually this duplication in spending powers liite to the lack of a clear prohibition of thesecfices and the
current constitutional framework, little progressstoccurred. The states of Santa Catarina andi@eae entered a
pilot programme to strengthen their management quaees and to reduce overlapping in public spending
Additionally, the state of Minas Gerais improved ihanagement and budgetary process, almost elimgntite
budget deficit and applying a ‘results agreemeptids payment to civil servants in exchange foiirgttargets.
Some progress has also been noticed in the st&m® @rande do Sul.

Discussions to increase budget flexibility are igvess, including the reduction of current exptmdiceilings in
sensitive areas such as healthcare services. @ingoto some analysts, greater budget flexibilibuld provide
more resources for priorities such as infrastrcturd social spending and allow for better quéikiyal adjustment.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 27
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency November 2006
Brazil

Relations between gover nment and public sector agencies

The relationship between government and publicosexgencies is set out in the constitution. A Cdttem for the
Management of Federal Public Financial Institutjormkich is subordinate to the Ministry of Finandéof), is in
charge of state-owned financial institutidnsState-owned enterprises (SOEs), including Peasolone of the last
major federally owned companies and the nationlapaiducer), are under the supervision of the Dipant of
Coordination and Management of State-Owned Entpriwhich is part of the Ministry of Planning, Bet, and
Management (MoP). This department is in chargsugfervising and regulating the SOEs as well adadigg
financial information about their investmeritdnformation is publicly available, is updated utagly, and includes
federal companies privatised since 1990, togeth#r imformation on state and federal enterprisessified by
sector and activity.

Relations between the government and the centrdd baBanco Central do Brasil (BCB) -- are goverrmdLaw
4,595 of 1964 and its subsequent amendments. |Braentral bank is not legally independent, butpiractice
enjoys ample operational autonomy. The ultimat&pmbjective is to ensure the separation of maneand fiscal
policies.

The Regulatory Agencies Consolidation Bill (PL 378%04) -- prepared by the government and submiibed
Congress -- includes non-simultaneous, fixed faearyterms for directors (with the possibility oacond term),
with the term of presidents of agencies expiringhia second year of the term of the country’s pedi. An
ombudsman’s office will also be created in evergrayy, as will performance agreemen@dntratos de Gestdp
establishing the agencies’ operating targets.

In order to improve the quality and efficiency afigtic investment, an Investment Pilot Scheme (RR launched
in 2005. The programme was originally developethhe technical assistance of the IMF, the WB tnedlADB
but now entirely managed by the government. It aamgroviding additional financial resources, egigwnt to about
one billion US dollars a year over three years §82007) -- around 0.15 of the country’'s GDP perryeafor
infrastructure and other public investment projebet have potentially strong macroeconomic andafipayoffs
over the medium term, consistent with a sustainfibtml stance. Budgetary funding of the projastéinked to
implementation of the improved procedures, increg@ghe likelihood that the investments will be cdetgd on
schedule. Some problems surfaced in the selediwh implementation of investment projects undes thi
programme, owing to the lack of human resourcdseinselected areas like transportation and ther@itused to
developed sectoral strategies, but significant m@eg has been made in the past year, increasinguddéy and
efficiency in public investment. Ongoing pilot iabtructure projects are scheduled to concludedne®ber 2007.

A detailed 2005 report for activities undertakerdenthe PPI, including information on the selectymocess,
execution of the projects, and prospects for 2@80gublicly availablé. The National Audit Court controls projects

undertaken under the PPl initiative.

Government involvement in the private sector

The Brazilian government retains significant equitgldings in some sectors, particularly in oil, otteity

generation, water and sanitation, and airport athtnation, as well as in the financial sector (sasdBanco do
Brasil, Caixa Econbmica Federaland Banco Nacional de Desenvolvimento Econfiicdovernment equity
ownership is reported in the annual reports ofdélm@Empanies. Starting this year, a single comp&herist of all

government equity holdings is made available thhotige MoF website. A detailed account of the Nalo
Treasury's equity holdings is available on its wh3

The Brazilian Institute of National Statistics a@eography (IBGE) publishes information on the gtiee of
receipts, expenditure, and investments of publierpnises by nature and economic activity at tltkefal, regional,
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state and municipal level of government. It prés@malysis of the main results, focusing on saméators of the
financial situation of these entities and the aflsubsidies in the performance of business ai#uit

In 2004, Congress enacted Law 11,079 on publicapgipartnerships (PPPs) -- ventures in which statecentral
governments will take on financial risk to encowagrivate sector investment. The government’'s soon
modernising Brazil’s infrastructure and implemegtanprudent mechanism for PPPs -- preserving deitaisability
and following Fiscal Responsibility Law principlesis likely to improve the country’s involvement areas of
public interest in conjunction with the private s®c In addition, the law contains important psions to align
subsidies and safeguard the fiscal accounts.

The law establishes the framework for the bidding eontracting of PPPs at the federal, state andaipal levels,

and promotes the principles of efficiency, transpay, and fiscal responsibility. The PPP regims toacomply

with pre-established budget principles. Sincetitmeframe for most of the projects is quite long,project may be
considered if not previously included in the Brimil PPAs or in the LOAs. In addition, a provisiomst be made
for expenses budgeted for the following year, &siied in the Budget Law. A PPP project may besidered only
after the presentation of an estimate of the firdnmpact during the fiscal years in which the tant will be in

effect?

Consistency between long- and short-term budgethjsctives should be preserved, given the long-dunation of
PPP contracts. Yet the different audit courts witand across levels of government use differeponting
standards, which can hamper clear assessmentksfaigl transparency. Therefore, the Treasury hasportant
role to play in standardising accounting and rapgrtequirements. State legislation also callsHBIP contracts to
be in line with budget legislation, requiring thesassment of the budgetary impact of projects psiepntracting.

The PPPs law establishes that projects must begedcby public consultation giving the affected ommity an
opportunity to express its concerns and preferen8epplementary regulation to the PPPs legal freonie has been
approved this year, clarifying the accounting sz and the consolidation of public accounts wittiie systenf.

A managing council with representatives from theRVidMoF andCasa Civil (a governmental body with broad
powers which assists the president) has been istatlin order to monitor projects, control fundsd oversee the
payment of contracts. Assessments on PPPs wahilidl fiscal impact prepared by the MoP are sulenhito this
council. Moreover, thélanning and Strategic Investments Secretaf@®l) of the MoP is preparing a report to
assess PPP viability. A PPPs guarantee fund -iéstered by théBanco do Brasit- is now in place.

The National Treasury has started selecting angsaggy high-impact projects which could be undemaknder the
PPPs system. The first project has been seleatkavl start during 2007. The project -- roadIHirg in the state
of Bahia -- was chosen following a public consittatprocess and a detailed feasibility stddyhe National Audit
Court has also been involved in the process, degeg®e expenditure execution framework. There lieen some
criticism of the excessive time taken to selectfitat project -- due to the government’s effordshave adequate
analysis on the fiscal impact of the project -- $@s circumstance could also be seen as a wayesepve fiscal
sustainability. At the time of writing this reppet PPP project to develop a technical data phatfoetweerBanco
do Brasiland theCaixa Econ6mica Federalas at the public consultation process stage.

Thereshould be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

There is a clear administrative framework for flat@nagement in Brazil, provided by the 1988 Caustin and by
the Fiscal Responsibility Law (LRF). The LRF reqfals inter-governmental fiscal relations, contguislelines on
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the management of state revenues, imposes limitatlm sub-national government spending, and prtshigirtain
fiscal activities, such as the issue of centralkbdebt securities and credit or rescheduling opmratamong the
various levels of government.

Approved by Congress in May 2000, the LRF aimsatatiol sub-national debt, impose fiscal disciplare improve
fiscal transparency and reporting. Sub-natiormrices have shown a marked trend towards fiscahir@sover the
past 20 years. The LRF is part of the institutidremework that has emerged since the 1990s twglabout this
shift and improve fiscal management around the tgun However, despite efforts to address long-ditam
problems, the LRF still has important shortcoming@$ie penalty structure is fragmented, dispersed,has no clear
definition of accountability’ Some commentators have said the Senate, withaiki oversight functions, remains
particularly susceptible to politicisation. Howeyeome progress has occurred in the enforcemettieof RF's
principles, mainly because of the imposition oftbmtdividual and institutional sanctions.

L egal framework for taxation

Article 153 of the constitution defines the fedegalvernment’s power of taxation, while Article 18#lows for

additional taxes to be instituted. The constitui®explicit about the division of tax revenuessigning specific tax
bases to each level of government and creatingtersyof tax sharing that redistributes revenue antba different
levels of governments and regions. Under the Matidax Code, each tax must have an explicit lbgals. Also,
all contributions, fees, and duties require aniekgegal basis'?

In 2003, the government’s proposed tax reform wawza@ved in the Senate. The bill, which sufferetssantial
modifications during the negotiating process, wagimally expected to reduce bureaucracy, tax erasand the
inefficient tax competition among states. Howev¥ew commentators disagree about its limited immecBrazil's
notoriously complex tax system, and on reducing wative indirect taxe$® The reform maintains the financial
transactions tax (CPMF) and compensates statesvenues lost owing to exemptions on export praduct

The tax law provides for the consolidation of auneahdded tax on goods and services (ICMS) impogexhbh state
under its own law into five, uniform tax rates. Whver, unification of the ICMS -- scheduled for 3008 has been
postponed to 2007 owing to state governors’ resi®a Given the delays in the ICMS unification, the
implementation of a broad-based national value-ddde -- contemplated in the 2003 reform -- wilt wacur in the
near future. Consequently, the complex systemv7os$tate legislations, each with their own ICMS sater each
category of products, persists. In February 208gresentatives from all states signed the nonitgndBrazilian
Charter’, aimed at simplifying the tax systems amtire country’s states and providing a more homeges legal
framework. Discussions on how to simplify furtherand eventually unify -- the state-level valuated tax
continue, but until a broader consensus can béeelano real progress will be achieved.

Brazil is currently taking measures to simplify tta regime for small businesses, thereby reduitingntives to
operate in the informal sector. An initiative igently being discussed at Congress in order pauect the definition

of small businesses. The move is envisaged atli§jmg taxation management and activities of smatiompanies.

In 2004, the Investment Account was created, ireotd exempt the transfer of funds across finarioigstments
from the tax on financial transactions. Consedyeimvestment funds and other investments are rgisinilar
treatment, enhancing competition in the investnfiemdls industry. The conversion of a social segurdntribution
(‘Contribui¢é@o para o Financiamento da Seguridadei&occCOFINS) into a non-cumulative tax is one of thaim
achievements of the 2003 reform. New COFINS lagjsh allows taxpayers to use credits from previous
transactions in the supply chain, thus transforntivegactual tax base from turnover to value-added.

The Federal Revenue Service (SRF) is responsiblaliftaxes assigned to the Union as well as samumksecurity
contributions, with the exception of those self-éoypd. The National Social Security Institute -- INSS,aurtarchy
body under the jurisdiction of the Ministry of Waté and Social Assistance -- is in charge of adit@ring social
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contributions levied on payroll and on self-empl@nmn The other levels of government -- the FedBistrict, the
States and the Municipalities -- have their own Raministrations for taxes of their competence.

The SRF is directly subordinated to the Ministry Fihance. It undertakes the basic functions of ¢artrol,
regulation, collection and auditing -- includingrdestic taxes, customs taxes and federal contribsitidt also acts
as an advisor on the country’s tax policy and spomsible for first stage judgment decisions onteatious matters
within the fiscal administration. The tax admingdion agency has a high-quality website with infation on tax
legislation, tax identification, tax declaratioasd a taxpayer's guidé. Online information also includes a monthly
tax schedule, while enhancing the transparencyaaf dperations and disbursements at the national.lev
Information on state and municipal tax revenuesv/alable on an annual basis.

In 2005, the SRF was renamed as the Federal Reasi€ustoms Administration, through presidentralvsional
measure 258. This regulation aimed at reorgan@himproving the federal tax administration bptcalising the
management of tax collection from the INSS andSR# into one agency. The move was conceived tease
oversight and overall efficiency of the system. wdoer, the measure was not ratified by Congress veasl
consequently reversed. During 2006, the governregbinitted a proposal to implement these changbghws
currently being debated at Congress. Even thohghlggal distinction persists, there is an incregsie facto
centralisation of tax collection. The end resuill provide better management, reduce operationats; simplify
procedures for the users and improve tax collection

Ethical standardsfor public servants

Ethical standards for public servants are outlimedarious pieces of legislation. The 1994 CoddPuodfessional
Ethics for Federal Public Servants is publicly tatdle and regulates professional behavioural statsdar all civil
servants. In addition, the 1990 Statute for C8a&rvants, applicable to all public employees, seitsindividual
rights and responsibilities and establishes dis@py procedures. Sanctions and penalties fociaff are further
detailed in the Fiscal Crimes Law of 2000. This Epplies to officials from all branches of goveemhand, among
other measures, details penalties for individualsowengage in credit operations without due legisdat
authorisation, who extend loan guarantees withdatjaate collateral, or who increase personal expesad in the
last 180 days of their period in office.

The Code of Conduct for Senior Federal Governmdfiti@ls (CCAAF) is applicable to about 700 goveremh
officials who conduct public debt management. Toele clarifies ethical rules for this category dfiaials,
establishes rules regarding conflicts of interasil places limitations on professional activitiewlertaken after
leaving office. A Public Ethics Commission (CEPasaset up to implement the CCAAF, but it has lichipowers.
Upon entry into service, all public officials mwso supply a declaration of assets as requirdddoC CAAF.

In 2005, a ministerial act created the Code of @ehdor the National Treasury. The aim of this edd to
strengthen staff internal operations, including timggs with investors, rules concerning the purchafspublic debt
bonds, and disclosure of informatith.

In the past years, corruption allegations agaimstegnment officials and congressmen dominated thigigal
scene”® However, the fact that such affairs are beingleatwithin the institutional framework is a poséisign for
the consolidation of Brazil's democracyThe congressional committees (CPIs) investigatinguption cases
recommended prosecution of over 100 people. Imection with these investigations, in April thisaye the
prosecutor-general indicted 40 people -- includiageral members of Congress. Antonio Palocci e mesigned as
finance minister in March -- was charged with fraombney laundering, racketeering and embezzlemgthd Sao
Paulo state police in April this year. The chargdate to Palocci’'s period as mayor of the cityRdfeirdo Preto.
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In September this year, a federal judge indictedagles involved in President Lula’s campaign imreection with
attempts to pay for information, implicating opp@si presidential candidate Geraldo Alckmin in leritaking. The
political impact of the so-called ‘dossier scandais magnified after the president of the PT, RiocaBerzoini,
admitted on 21 September 2006 that he knew abatibpthe plan. Berzoini was immediately removedhaad of
Lula’s re-election campaign, following the resigoatof a number of Lula’s campaign officials andipeal aides,
who now are being investigated by the Federal Eolithe dossier was intended to implicate the $d@manocrat
(PSDB) gubernatorial candidate for the state of B&alo and former health minister, José Serrahénsale of
ambulances at inflated prices. The investigatibrihe so-called ‘bloodsucker’ scheme has implicatedr 70
members of Congress and various high-ranking aficat the Ministry of Healt}f
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2. PUBLIC AVAILABILITY OF INFORMATION

eeee Compliance in progress

The public should be provided with full information on the past, current and projected
fiscal activity of gover nment.

Central government operations

The passage of the Fiscal Responsibility Law (LRF)000 greatly increased the quality and quamtftfiscal data
that all levels of government are required to répoFiscal data are disseminated for revenues, relipees,
financing (divided into external financing and datie financing), and also for various other aggtegaenerated
by the activity of public administrations in eaaygion of the federation. Since 2001Fiacal Management Report
has been published three times a year, with catetelil information on debt, credit operations, humesources
allocations and social security figures. In adudifian annuaConsolidated Fiscal Accounts Repdst available
during the first semester of the following yearheTreliability of figures included in these repohias improved
recently.

Reporting of previously unrecorded liabilities, pégrly known as ‘skeletons’, has progressed comalulg, but a
comprehensive report is still unavailable. The nmmportant liabilities recognised include thosewnulated by the
Housing Mortgage/Insurance Subsidy Fund (FCVS) thude related to the recapitalisation of federailkbaon
account of past losses resulting from quasi-fiacéivities. The recognition of these liabilitieashadded about 2.3%
of GDP to the national debt. Additional unrecordiadbilities have recently been incorporated infeical debt
figures. The PPPs law establishes adequate imstiah mechanisms to avoid generating further litds.

Contingent liabilities have been reported by alele of government in thEiscal Risks Annef~RA) of the annual
Budget Directives Law since 2001. The LRF requgesernments to assess the likelihood that theddities will
turn into actual ones. The bulk of contingentiliéibs relate to pending court cases on issueh sgdosses incurred
by several sectors due to government-imposed freezes under past stabilisation plans and int@esalties paid
on tax arrears since 1996. Following the National Audit Court’s recommendais, efforts have been made to
improve the FRA, including a user-friendly repogtiaf ‘skeletons’. Outstanding unrecorded liakgkticome from
small state enterprises and social security.

Despite its limitations, the 2003 social securiform represented an important step towards maslagnthe state.
The reform cut public spending, reduced the indgubktween public and private sector pensions,@odided for
the development of new savings instruments. Howesgame commentators maintain that the modificatimade to
guarantee the bill's passage have reduced its impadhe pension system deficit. Information omtawgent

liabilities coming from the pension system is irt#d in the budget documentation. Although thera growing

consensus on the need to implement further chatogBsazil's pension system, including the INSS, thsue is
highly controversial and will require broad conse1s The World Bank has recently approved a loametip

strengthen the country’s pension syst&m.

Different government institutions have engaged ipragramme of developing information systems ineortb
improve infrastructure and the skills of their tedal staff. The programme has the support of Rlsgal and
Financial Management Strengthening Project (PROGRRIch is partly financed by World Bank resourcékhe
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objective of this project is to modernise governtraiivities in the fiscal and financial sectordjily improving the
quality of public services.

Public sector _oper ations

There are no extra-budgetary funds or expenditureBrazil, since budgets include the operationsatbfnon-
financial public sector institutions. Quasi-fisagerations of state-owned enterprises are repdayethe entities
concerned, and these have declined substantiallgdent years. Quasi-fiscal activities (QFAs) haeen largely
eliminated, and in those that remain the subsidgnpmment is now captured in the budget through eitpli
transfers® Transparency is lower at the sub-national lebat, QFAs that remain at this level of governmert ar
also very limited.

Despite efforts to assess and report the goverrisniéabilities, little has been done to improve thaluation and
reporting of national assets. All levels of gowveant possess a variety of real assets, includiad) estate,
construction, and even works of art, which havebesin accurately valued and are not yet reflectetie national
accounts?

Sub-national gover nments

The state of sub-national accounts is of specigbitance in a highly decentralised federation aagBrazil. One
of the key elements of public service spendindiésrise in municipal governments, whose numbeiif@esased by
over 1,500 -- to about 5,560 -- since 1998. Dutihg 1990s, sub-national fiscal behaviour conteduto the
deterioration of public sector accounts. In 19 programme was launched to rescue the statesedatebt. After
consolidating the liabilities of 25 (out of 26) tagovernments and the Federal District, the fddgoaernment
assumed these liabilities through the issuanceedertl securities. Rigorous fiscal discipline andreased
transparency were then imposed on the states thringgLRF and through debt restructuring agreemieetween
the central government and each individual stat€he LRF limits personnel expenses as a percentagerent net
revenue, to 50% at the federal and 60% at the atedemunicipal levels. At the same time, this lanehibits the
federal government from lending to sub-nationalegaments, and sharply limits its ability to renégiat debt. The
LRF also prohibits governors and mayors from caning payment obligations within the last six mantf their
administrations. The increase in availability micél information analysis at a sub-national levehot only from
government agencies, but also from independentrelsanstitutions -- is perceived as a positivep sie better
understand their positioR8.

Although not yet an official project, there areigations that during Lula’s second term in offiedforts could be
directed at modifying the LRF. Changes could idelmot only addressing current financial problemsame states,
but also lifting the prohibition to lend to sub-iwatal government in the future, ending one of tkg gillars of the
law since its approvaf

Progress has been made in the past year regardbig @vailability of fiscal information at a sulational level.
More noticeably, states have improved their websid increased the reliability of information dahle.
However, the lack of technical capacity and infatioraat the sub-national level (particularly amangnicipalities)
remains one of the most important obstacles tacceessful and comprehensive strategy for fiscakparency. The
Deputy Secretariat for States and Municipalitiethini the MoF continues to work with states and roipalities in
order to provide technical support to apply the L&# to improve the frequency and quality of fisegorting.
However, given the number of sub-national fiscatsyrihe central government’s efforts to provideguaate human
and technical resources nationwide could take séwarars® Commentators highlight that smaller states and
municipalities have been able to comply better igbal transparency standards, improving the tynaé$closure of
information and its reliability.
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Since 2001, the National Treasury has been puhlisténsolidated public sector accounts based oaubmissions

of states and municipalities. Together, theserd=cprovide for an official account of the publiector’'s overall
consolidated revenues and expenditures. The 2@6&ion of theConsolidated Fiscal Accounts Repantludes
consolidated data for all 26 state governmentsFéderal District and 67.6% of municipal governnsefup from
65.2% in 2004 In addition, the Data Accounting Collection SystéSISTN -- a computerised system developed
by the Caixa Econémica Federpprovides the Treasury with necessary accountifgrination at a sub-national
level in order to implement the controls establislder the LRF. Accounting information under 8ISTN for
2005 has been provided for all 26 states and Sy3@dicipalities out of 5,560 (showing an increasel®f7% from
2004).

The National Treasury monitors the public finanocafs state governments in order to verify the annual
accomplishments of the specific multi-annual sfeeal adjustment programmes, which are periodicalised as
mandated by the Law 9,496/97. Revisions incluéevtrification of the achievement of targets aredgfinition of
new targets and actions that the state shoulddae&ethe next three years. Additional informatamn sub-national
fiscal activities is provided on the Treasury’s s in a special section for the states and mpaiities. Data in
this section include annual adjustment programfigsal debt indicators, and voluntary and compulgeainsfers --

on an aggregate basis -- made by the central gmeerhto states and municipaliti®s.In addition, the National
Treasury publishes guidelines and recommendati@nsnfunicipal fiscal management (‘Gestdo de Financas
Municipais’) in order to help improve fiscal managent operations at a sub-national le¥el.

Following the LRF, a Fiscal Management Coun€@bfiselho de Gestdo Fis¢adhould have developed a set of
uniform standards for the elaboration of the sutienal budgetary guidelines. However, operatigmablems and
the lack of a representation mechanism for theedifit municipalities have delayed the creatiorhefdouncil, and
the prospects of establishing it in the near fuarelimited. Until a comprehensive agreementasien the National
Treasury is responsible for the definition of aauting rules. After the October elections, the gameent’s support
base at the state level has increased. In tuihsituation could facilitate the negotiation amadplementation of
reforms that directly involve sub-national intesgstuch as tax reform. In Brazil's decentralisedefation, state
governors are key political brokers and their leskig could reach state delegations in the Congress

A commitment should be madeto the timely publication of fiscal information.

Brazil subscribes to the IMF Special Data DissetiomaStandard (SDDSY. Data are disseminated in reais (R$) on
the general government operatiGhsOfficial Brazilian statistics exclude privatisati revenues from total revenues.
The primary fiscal balance is consolidated andutated for each level of government. Data are gmeg by the
National Treasury and are disseminated online iugaese. Aggregate central government data dvlispad in a
monthly press release and in tBentral Bank Bulletin Data on central government, state and munitipslare
compiled on a cash basis for revenues and an ddease for spending. However, for the purpose¢hef IMF’'s
Government Finance Statistics Manual 1986, fiseahds also published on a cash basis for bothniege and
spending.

Brazil's LRF requires the government to “widely disse, even in electronic public media” a serieskey
documents containing fiscal informatidh.These include: plans, budgets, and BudgetarycBies Laws; rendering
of accounts and respective prior statements ofi@pjrsummary Budget Execution Reports and Fiscatdgament
Reports; and the simplified versions of these damis1 Almost all the information contained on BeB website
is available in both English and Portuguese, whifermation on the websites of the ministries odpling and
finance is available mainly in Portuguese.

The MoF publishes fiscal information for the lasefyears. Starting this year, consolidated histdiseries of fiscal
information are publicly available (including CeadtrtGovernment Fiscal Balance 1997-2006; Nationaa$ury
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Financial Execution 1997-2006; Treasury/Central lBd&elationship 1997-2006; and Economic Subsidied an
Grants 1997-2006)- In addition, efforts are under way to start releg this information within a more analytical
framework. The MoP is currently working towarde timprovement of the fiscal management framewordrder

to implement indicative budgets. If adopted, timsasure would improve the budget execution oversiglong-
term projects?

The annualUnion Balance (BGU) provides information on budget assessmefitgncial data, and annual
modifications to the country’s assets. T¥enthly Treasury Report widely acknowledged as a relevant analytical
tool -- provides timely and up to date information central government accounts and budget executiebt
information, and transfers made to sub-nationalEef government Information on SOEs -- including budgetary
allocation and execution -- is publicly availabtettlee MoP website. A report on its budget executiperations is
released on an annual ba¥isAdditionally, consolidated budgetary information SOEs for the past three years --
together with projections for the year ahead available with the annual LOAs.

Debt Reporting

Under the LRF, the MoF is required to maintain at@ised and updated electronic record of inteamal external
public debt and must guarantee public access toitfoemation. This information must include chasgand
contracting conditions as well as updated balaaoeslimits for consolidated and securities delgditroperations,
and guarantees. In addition, the MoF must disatmsa monthly basis the list of states and muniitipa that have
exceeded the established limits of consolidatedsaedrities debt

In 2005, the management of external debt was tearesf from the BCB to the National Treasury. Ahmagement
stages of both domestic and external debt, inctuttie establishment of guidelines and strategigls /nanagement,
market decisions and budgetary controls are nowalesed at the Treasury. The process has incdeafieiency in
debt management -- including medium and long-telanning -- and information disclosure. At the sainge, debt
management operations have eliminated exchangéimkézl domestic debt and almost doubled the migtofi new
domestic issues of floating-rate and fixed-ratetdebhe administration of the federal external pulblebt is now
bound by the Senate resolution 20/2004, which hastegd greater flexibility to the Treasury. In erdo cope with
the new responsibilities, human resources capaiilat the Debt Management Team within the MoF Haaen
strengthened® An operational desk at the Front Office was @dah order to strengthen external debt operational
responsibilities. In the past year, the NationabaBury has improved its infrastructure for debnaggement,
particularly regarding data and dealers systemarebVer, arExternal Debt Management Strateggport has started
to be released, with medium and short-term infoiwnaand analysis on debt managentént.

The Annual Borrowing Plar(PAF), published by the National Treasury at tegibning of the fiscal year, acts as a
strategic planning tool and comprehensive assedsofepublic debt management. The increasing amadnt
information publicly available through this repeftpublished both in Portuguese and in Englishas kBnhanced
transparency and predictability. The PAF providedetailed analysis of the Treasury’s goals andejues, sets
out the annual borrowing -- including quantitatitzegets -- and discusses risk management for thdicpdebt.
Additionally, analyses on qualitative goals -- al@ments or underperformance -- are discussedsingport.

Since 2004, the MoF has published Annual Public Debt RepofPDAR). This report is praised by market
participants and independent experts as a suitastelement to information published in the PAF. n(parisons
between year-end targets and outcomes, risk inmjglitg and domestic and external macroeconomicasimenare
available. Following debt centralisation at thetibiaal Treasury, the 2006 version of the PDAR hambened its
scope, increasing its efficiency as a relevant fooimarket participants. Publication of the PAkdahe PDAR is
not a legal requirement, although the governmemst femewed its commitment towards transparency tith
strengthening of these information tools.
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The National Treasury and the BCB publishes, oroathly basis, detailed information on the level andhposition
of the gross debt of the federal government, a$ ageindicators of average maturity and duratiothef securitised
debt stock issued by the National Treasury. Tinflgrmation is available in Portuguese, and anli&hgersion is
available a few months lat&t. Following the early repayment to the IMF and #aely redemption programme of
Brady bonds, information on the country’s debt basn updated, and an assessment on the impaat cddhction
of federal government external debt has been mabkcty available.

Every month the central bank publishes statistiogernng the uses and sources of financing of gavern
operations, for all levels of government and thesatidated public sector. In order to have rebahformation, the
BCB request data on the amount of debt at a statenaunicipal level directly from the creditors, whiin turn is
made publicly available. Debt management and tempat a sub-national level has been increasirrgdent years.
Following the approval of the LRF, the Treasury ioped its human and technical resources to costrioinational
debt. However, the Senate’s role in this area iesnat a lower level’ Oversight of all multilateral borrowing is
being consolidated into the Treasury and out ohtdreds of the individual ministries.

A document on the country’s federal public delavailable on line and updated every week -- digdasformation
on public debt management (including recent evérds affect both the domestic and external pubdibty fiscal
targets, social security, inflation targets, maré®pectations, and results and projections of theual borrowing
plan. A report released in September 2006 -- aBgpsvestor relations practices in 32 emergingketacountries
and providing detailed analysis of their investalations and data transparency systems -- hasegrdige country’s
position in this are& The assessment includes information on the avikiila timeliness, and periodicity of data in
key areas related to central government operataergral government debt, and external debt, wBeseil ranks at
the top of the list.

In June this year, an Online System of FederaliP®dnds Quotation (or COMPARE) was launched. Deved

by the Brazilian National Association of Financharket Institutions, the system allows investorsheck online
information of transactions with bonds registenedhie clearing and settlement public debt bondséowReal time
information regarding prices and volumes of federathlic bonds negotiated in the secondary markavaslable to
investors, increasing transparency and stimuldtingdity in this market.

Advancerelease calendars

In accordance with its commitment to the IMF SDE# BCB and the MoF disseminate advance releasadals
for fiscal information. These provide approximatgblication dates one year ahead, and preciseseelgates one
quarter in advance.
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3. OPEN BUDGET PREPARATION, EXECUTION AND REPORTING

eeee Compliance in progress

Fiscal policy objectives, macroeconomic framework and risks

Fiscal policy objectives

Information on fiscal policy objectives is publichvailable through the MoF and in various offictidlcuments.
Brazil has increasingly moved towards multi-yeartpoit-oriented budgeting. The government’s MuléaY Plan
(PPA) is designed to integrate the government'sgiemm development goals with short- and mediumter
objectives. The PPA has a four-year outlook, and revised yearly to reflect any changes in macomomic
projections* Its framework is gradually inducing changes iddil public administration leading towards a
performance-based management structure. A recenidvVBank document has indicated that outcomesistam
with the country’s PPA are being achieved, althosigiwer than plannetf. However, given the amount of annual
corrections and updating made to the PPAs, theimgsa medium-term planning tool is limit€dThe limitations of
PPAs were supposed to be addressed through De@88 5 establishing a monitoring system for PPA®ut
shortcomings in this area are still noticealleEfforts are under way within the government’s atéments in order
to strengthen the content of the PPA, transfornihig forthcoming 2008-2011 PPA into a real strategiol.*®
Additionally, the SPI is currently working on a fi¢gorial approach for the next PPA in order to w&se its
efficiency and reduce overlapping spending betwibercentral government and the states and muniésaf

The spending requirements and objectives of thesP&A supposed to be reflected in the yearly BubDgettives
Laws (LDO), which provide guidelines and directifmm the final yearly budget and are presented é&oQongress
six months before the government’s draft budgdte IDOs contain important fiscal information, indlng annexes
on fiscal risks and on fiscal revenue and expengitargets for the current and subsequent two yebne LDOs are
used as medium-term planning instruments to comoat®igovernment priorities, and in recent yeary theve
included the authorities’ commitment to have a jnyrsurplus target.

The Annual Budget Law (LOA) contains the detailstbé budget programme for the year. While legishat
requires that the LOA be consistent with the olbjest of the PPA and the LDOs, some commentatoieveethat,
in practice, there are several shortcomings. Aise,IMF and other analysts have observed thaahbtuwdgetary
appropriations have frequently been lower than ghggecified in the budget programme, thus weakettieg
correspondence between approved budgets and atithalrsements. Additionally, the reallocation efaurces
within budget programmes is a cause of conéerfihe LOA only authorises expenditures, but dogsmake them
compulsory, and the government can legally de@dspend less and increase its savings.

In 2005, the government started a complete revisfahe LDO -- which have gradually broadened iops; beyond
legally established parameters -- in order to owprtheir efficiency and avoid current ambiguiteexl confusions
with the PPA and the LOA. A task force has beenkimg at the MoP in order to increase consisteretyvben the
different budget instruments. Even though big cfesnto the budgetary legal framework cannot be arde
commentators suggest that changes could improverenbe and manageméft.

A priority for the government is increasing thedéssof public participation in the setting of butlgbjectives and
priorities. The government is trying to build tareetworks -- a deliberative network inside the ggoment, an
action network that will include public manageradaa civil society network, that includes repreatmes from
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academia and the media. Following the publicatibRublic Management towards a Socially Inclusive Brahe
design of this initiative has become clearer. 09&, different NGOs released tl®ntas Abertas Projedb offer
information about public expenditures. In addititre Férum Brasil do Or¢gamentdthe Brazil Budget Forum) — an
NGO joined by more than 30 institutions, aims tbkp for greater transparency and participation hmn ludget
process. The lower chamber of Congress has rgcetatited a national campaign -- caldidget for the Citizens
in order to increase information on the budget pss¢ its execution and monitoring instruments ® dgkneral
public. A special designed website complementdriltiative, with information on the budget proceswl transfers
made to states and municipalitfsin addition, starting in November this year, thanicipality of Belo Horizonte
has launched a Participatory Digital Budget Progremallowing its citizens to choose -- from witlairpre-establish
list -- the priorities for the territory. Parti@pon in the programme is made electronically.

M acr oeconomic framewor k

The broad macroeconomic framework is partially dbsd in the presentations section of the MoF’s siteband on
the macroeconomic section of the MoP website. Hadget programmes are clearly identified on thesbsites,
with that of the MoP providing comprehensive anthided information. The annual budget proposalmstted to

Congress also include a section on the country’sroegonomic position and projections. The macroentc

framework is revised on a bi-monthly basis, with tipdated assumptions sent to Congress. Explgrmajoorts on
the achievement of fiscal goals are also prepasidly by the MoF and the MoP and submitted to Geng three
times a year. In 2005, the government’s commitnterjiublic debt sustainability and compliance wtitle fiscal

objective in the LDO was reinforced by the creatidfiour-month targets for the primarily surplus.

Fiscal Risks

The LRF requires that all levels of government eatd contingent liabilities and other risks thatyra#fect public
accounts. They must also detail the measures takem should these risks materialise. The rissgssments are
contained in th&iscal Risk Annexf the annual LDOs. In order to harmonise procesltio report fiscal risks at the
different government levels and departments,Riseal Risks and Fiscal Management Report Guidsl{figanual

de Elaboracdo do Anexo de Riscos Fiscais e Retattbei Gestdo Fiscalis prepared and updated on a regular
basis’® The use of these guidelines has consolidatedismdflected in the high-quality methodology used t
prepare thé&iscal Risk Annex

Macroeconomic projections included in the LDOs ewasidered reliable. The LDOs -- following a reguoient of
the LRF -- now include separate annexes describi@@ctuarial projections of the Social Securitgt8gn for public
servants and projections of the benefits undeBtimal Assistance Organic Law (LOAS). The repal$® include a
detailed description of fiscal benefits concededhsygovernment and the financial standing of therk&r Support
Fund (FAT).

Concerns about insufficient coordination and indtign between th€&iscal Risks Annegf the LDOs and the final
budget law are in the process of being consideredn ongoing discussion to improve the differentdmi

instruments. While the inclusion of the fiscakesassessment is a positive step, a comprehenssessament with
the implications of the fiscal risks identified,caan accompanying strategy to address them, iyetateflected in
the budget document itself.

Fiscal Sustainability

Assessments of fiscal sustainability are not predidvith the annual budget. However, both the Natid reasury
and the BCB prepare studies on fiscal sustaingpilvhich are publicly available. Commentators hasmarked
that the quality of these assessments has impriovibe past yeat"
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Brazil had consistently over-performed on the cobgectives of its past IMF-supported programmestiqadarly
those related to the primary surpfis. On 22 July 2005, the Brazilian authorities repdie outstanding
Supplemental Reserve Facility (SRF) obligationghe IMF early -- sums which amounted to 4.91 hilligS
dollars. Additionally, in December 2005, Braziligha- earlier than expected -- its entire outstagddbligations to
the IMF, amounting to 15.46 billion US dollars. ail contracted its obligations with the Fund ung@®2 and 2003
programmes. Under original expectations, Brafifial repayment would have taken place in 2607.

On 18 April, the National Treasury exercised ith option at par involving the remaining stock ofa8ly Bonds on
the market. This measure aims at eliminating edusities issued in the Brady Plan context. Thesads resulted
from the external debt’'s renegotiation that begathe 1980’s and finished in 1994. The early regtion of the
Brady Bonds amounted to 6.6 billion US dollars tlgle acquisitions of international reserves in ofiena with the
monetary authority. The BCB's reserves are culydngher than the country’s debt.

Budget Presentation

Data reporting

The country’s budgetary framework is clearly expéal in the MoP website, including budget classiires at a
functional, programme and economic category levédditionally, the Federal Budget SecretarigiSOF) has
recently launched a dedicated website with all jpbblavailable budget information, including a sdhie of

budgetary-related projects being discussed in Gemsgt Ministers that want to include a project in thelget have
to send a detailed analysis of their proposalsheo $PI. The budget and accounts classificatiotindisishes
between revenue, expenditure, and financing. Budgeumentation provides detailed information otigetary

programmes and progress continues regarding treemiaion and detail of the information publiclyadable.

Starting this year, Brazil's annual budget documseatso provide aggregate comparative informatioouab
expenditures and revenues in previous budgetsnguttirrent budget proposals into context. Effars under way
to submit priority projects within the annual butigeoposals with a three year rolling plan framewSr

The latest edition of th&iscal Risks and Fiscal Management Report Guidslineludes a detailed schedule to
submit fiscal information for the executive, legibve and judicial branches of power. Additionallyschedule for
municipalities is included. A table providing imfoation on fiscal and criminal penalties includedthe LRF has
also been included in the 2006 edition.

Budget Execution and monitoring

Procedures for the execution and monitoring of meeeand expenditure are clearly specified in thé I(Rection
IV) and on the MoF website. Budgetary allocatitimst are not used during the fiscal year cannateldestributed
and are put in a separate account. The governsnéitnonthly review of fiscal targets constitutesuseful
government tool aimed at enhancing transparentwe réview is used to communicate the achievemetargéts, to
explain why expenditure and revenue evolution fe#id a different trend than those projected, andetxribe why
some targets were not achieved. In addition, theegnment indicates revenue and expenditure chahges will

adopt in order to guarantee the accomplishmerief. DOs targets.

During this year, the sixth edition of tlkéscal Management and Budget Execution Report Ginigle(‘Manual de
Elaboragéo do Anexo de Metas Fiscais e do RelatResumido da Execugdo Orcamentirizas been releaséd.
These guidelines -- including the establishmenfisdal goals and a schedule for submitting budgetcetion
information -- are used by states and municipalifie conducting their fiscal operations and haweraasingly
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improved the homogeneity and amount of fiscal imfation available at a sub-national level. Guidedirare
updated on an annual ba3ls.

In-year reports provide no information on revenand little information on borrowing. Annual budaet execution
information is available, although they do not ir# an analytical sectiofi. Starting this year, members of the
cabinet and Congress have access to detailed basgetition reports at a programme level. Additignaentral
government’s transfers to states and municipaldaiesavailable through Congress’ intranet systelikely to start
being publicly available online next year. The iy Budget Execution Repopgrovides reliable information,
including budget execution at a functional and steiial level, and current and capital expendituradditionally,
the newMonitoring in Numbergeport presents budget execution information -{uiding figures, analysis and
graphics -- on an annual basis.

Under the government§ransparency Initiativefederal public departments have to submit infdiomaon budget
execution, procurement contracts, and relevantriatdegislation. Information under this initia¢ivis provided in
less technical language in order to increase adoesdroader audiené®. A cost management framework, focusing
on performance indicators has started to be disduissthe past year within an inter-ministerial coittee®

The establishment of a management and planningreyéBistema de Informacfes Gerenciais e de Planejamento
SIGPIlan’) in order to improve budget execution bagen completed and is now fully operational. Agsesult,
monitoring of budget execution and information giragramme level is available on a monthly badtepagh it is
still password protected and thus not publicly E@#e®* Some commentators have criticised the usefulpéss
SIGPlan, mentioning that it only works as an autahkgation instrument. In the past year, importahtances have
been made at the SIGPlan level, including the moinij and disclosure of aggregate information fog 2005
component of the 2004-2007 PPA. The quality adificial budget execution has improved and effodscarrently
underway to merge different SIGPlan phases devdldpethe past years. However, the allocation obliou
resources remains a cause of concern for somesasalj\ proposal is currently being discussed teoto replace
the current SIGPlan with a new version, in ordeintprove some technical features of the system.

Accounting basis

The Federal Accounting System is established uhder 4,320 of 1964 and Decree 3,589 of 26b(\dditionally,
Law 10,180 of 2000 grants the National Treasury grewto manage the national accounting operatiohke
Treasury website provides a detailed descriptioBraizil's Integrated Financial Administration Syst€SIAFI) --
the accounting system of the federal governmemthich gives online access to the government’'s attsouThe
strengthening of SIAFI has allowed a more relianlenitoring of government transactions, althougheasas still
password protected. Efforts are currently beinglento improve the graphic interface of SIAFI anghenditure
monitoring at a sub-national level. In 2004, workan updated version of the current system --tifieth as SIAFI
21st Century -- commenced, with the aim of allowibgtter monitoring of the multi-year programme-mhse
budgetary process. However, due to a lack of fumdthis has been temporarily suspended. Sinceuhent
system -- although outdated compared with todagchrnological standards -- is fully reliable in allag timely and
accurate expenditure control, the delay in the @mpntation of SIAFI 21st Century has not createpbnaoblems
for the government’s financial accountability frammek.

Internal audit procedures are outlined on the websi the Federal Internal Supervision Secretatfe, agency
responsible for auditing and programme evaluati@@entral government, states and municipalities @actsoare
compiled on a cash basis for revenues and on anadzasis for expenditures. Despite Treasuryresffim unify the
system of accounting at all levels of governmentbiguities remain. Personnel levels are measurestlynin

similar ways, but there remain problems with theyWwawhich the concepts of pensions are treatedsacstates --
some of which have largely privatised their staagion funds, while others have not.
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Procur ement and employment

Goods and services are purchased by the goverraneotding to comprehensive procurement regulatarténed

in Law 8,666 of 1993. Details of all relevant Iglgtion, auction results, and procedures for ed@dtrauctions are
available onliné* Tenders are updated every day for national gonem agencies. Information publicly available
includes contact details of the relevant governndepartment. Over 240 public departments -- atinicipal, state
and national level -- are currently engaged indeetronic procurement system. Adherence hasaserkin the past
year, mainly due to the approval of Decree 5,50#ckvtightened the obligation to register procuratrgrocedures.
However, some shortcomings in the selection proassstill present:

The MoF website includes details of human resoorasagement objectives and programmes. In addhi®2004-
2007 PPA includes special programmes to train iaficin public finance. Th@ublic Management Development
Programme-- coordinated by the National Public Administratioffice (ENAP) -- focuses on building capacitias i
public management, although progress has been istbase expected.

Fiscal Reporting

The authorities regularly report to the legislatarel the public on budgetary and extra-budgetatstuwans. Under
Article 166 of the Brazilian Constitution and th&E, the executive branch of government is requiogaresent and
evaluate the compliance with fiscal targets every fnonths in a public hearing before the legisi&aturhe hearings
are held in May, September, and February of eacr wad quarterly reports are made available. Siatk

municipal governments must also appear before fegislative bodies and present similar rep8ttsThe MoF

website includes details of these presentationgjoathe online budgets presented on the websitdhefMoP.

Results of major budgetary programmes are also itgzhto Congress. Final budgetary accounts azsemted to
the legislature in the annual ‘Message to Congress’

Congress’ technical capacity to assess fiscal inébion has improved in recent years, and it iseasingly
exercising its constitutional role of evaluating bpo spending. The permanent Budget Commission --
constitutionally established with members of boltarobers of Congress -- has made progress regaitdimgle
controlling fiscal accounts. A small group of Higltrained consultants working for this Commissio@onsultoria

de Orcamentd) supervise budget executih.However, no institutionalised public spendingiegvsystem is yet in
place. A training department within Congress (€efas been improving human resources capabiliggarding
fiscal oversight. Efforts are under way at the @etd Execution Committee within the permanent Budget
Commission in order to discuss with the generallipudnnual budget proposals -- including the disition of
resources -- and to enhance budget supervisios\gi-aational level.

Congressional activity has decreased significasithge 2005 owing to corruption allegations agagmsternment
officials, congressmen and PT leaders. This sa@ndtas slowed down the country’s reform agendd,debates on
pending reforms seem to be deadloc®eddowever, the fact that national elections havenbleeld in the past year
(both at a national and sub-national level) witheav Congress elected, could help to overcome ttiat®n in the
near future.

An initiative for a constitutional amendment to eetret voting in Congress represents an effotheyChamber of
Deputies to restore confidence in Brazilian pdditimstitutions and remove one of the structurehwnts that has
allowed a series of corruption scandals in theonati legislature. While the immediate aim is teraeto be doing
something concrete about punishing corruption,itit@ative to end secret voting in Congress coudise a major
transformation in the relationship between legsiaand their electorate, enhancing transparenesatyv
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4. ACCOUNTABILITY AND ASSURANCE OF INTEGRITY

eeee Compliance in progress

Data quality standards

Brazil's continuous progress in improving the quyatif fiscal accounts information has been posditéaks to LRF
enforcement. The period of lag in disseminatios haen reduced. The country continues upgradmgsital

reporting system for government agencies. Infoionapublicly available -- both at the national asuh-national
level -- is considered reliable by its users. dididion, commentators agree on the ongoing impramnof fiscal

data at a state level. At a municipal level, ppegly unrecorded liabilities have emerged followamgimprovement
in the systematisation of information. The Natloheeasury internally crosschecks fiscal data digseated by the
BCB under Brazil's SDDS commitment.

Independent scrutiny of fiscal information

Independent Audit

The National Audit Court (TCU), which undertakegezral auditing of fiscal activity at the federalél, enjoys a
reputation for probity. The president appoint®¢hof its nine members and Congress appoints thaimeer. The
TCU has constitutional power to judge and to imppeealties on budget organisations for irregulesitierrors,
abuses, mismanagement, and waste of public resouréeidit reports are sent to Congress, as welloathe
Attorney General’s Office for prosecution, if apprate, and are published in the Official Gazetid an the TCU
website?® TCU'’s technical capacity and internal methodadsgallow it to undertake efficiency and impact
assessments on fiscal spending, although some cotaioes have suggested that its recent practieebramdening
the legal framework of operations, thus changirgy TCU’s role’® At the regional level, the state and municipal
audit courts (TCESs) review fiscal reports, althowgth less operational capacity and technical resesiavailable.
TCE reports are not always publicly available. Hwer, an ongoing programme to strengthen exteorgta at a
sub-national level (Promoex) has started to imprd@Es roles and functiod$. The General Corrector’s Office
(CGU) conducts investigations into public officlaljfractions against federal funds or assets. Mtye
municipalities selected at random are audited ley@GU every year. The work conducted by the CGléss
analytical than that undertaken by the TCU.

Independent analysis of fiscal forecasts is engadaand the BCB publishes and rates third-pamyeptions by
investment banks and analysts. The governmenttteoinitiative to call representatives of the ptarsector, think
tanks, and civil society to meet in an informal tgatng known as the Economic Development Council.
Occasionally, some issues regarding fiscal poli@yehbeen brought for discussion to this councit,dwing to the
high number of participants and lack of statuteit®function, no concrete progress has been aetliev

National Statistics Agency

The Brazilian Institute of National Statistics amfgkeography (IBGE) compiles a wide variety of statat
information, including fiscal and macroeconomicafat It reports to the MoP, but enjoys effective opiersal

autonomy and a solid reputation for its impartjahind reliability. Its legal framework establishisit the IBGE
should make all its statistical information avaitafree of charge. The IBGE compiles and produbeshasic data
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on general government statistics, taking into abersition the System of National Accounts methodgplog
Consolidated information on national accounts milable with some delay.

An advance release calendar for statistical inféionas made available to the public on the IBGBogite. IBGE
helps in the compilation and systematisation ofdisdata at the sub-national level, which can btinbd in
electronic format. Additionally, it prepares Survey of Basic Municipal Information-Public Adnsimation
(MUNIC) that analyses the administrative organ@atifinance and environmental management of mualitigs.”®
IBGE's latest MUNIC -- released in December 2008ompiled information about the public adminisiatiof the
5,560 municipalities existing in Brazil in 2004. For the first time, the report investigated wieetor not city
governments had computer and public-serving faslitfinding that in the smaller municipalities ihéernet service

is less regular.
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INTERVIEWS

Representatives d@dxford Analyticainterviewed the following individuals during a itiso Brazil between 6 and 8
November 2006:

Ministry of Planning, Budget and Management

6 November 2006

Geraldo Julido Junior Manager Secretariatenfdral Budget (SOF)
Martin Fortis Advisor Secretariat of FeddBaldget (SOF)

7 November 2006

Antonio Henrique Silveira Deputy-Chief Econerilepartment
Thiago Neto Analyst Secretariat of Planni8g!)
Raquel Porto Mendes Fonseca Analyst Secret#rRianning (SPI)

National Treasury, Ministry of Finance

8 November 2006

Cléber Ubiratan de Oliveira Head of Department iscél Studies Department
Fabiana Almeida Rodopoulos Deputy-Head of Departme Fiscal Studies Department
Otavio Ladeira de Medeiros Head of Department blielDebt Management Unit
Jeferson Luis Bittencourt Manager-Investor RetaiGroup Public Debt Management Unit

Banco Central do Brasil

6 November 2006

Renato Jansson Rosek Executive Manager InvBRsfations Department
César Viana Antunes de Oliveira  Advisor Invefelations Department
Luciana Valle Rosa Roppa Analyst Investor Refes Department

ADDITIONAL INTERVIEWS

6 November 2006

César Mattos Legislative Consultant Brazilzongress
Vander Gontijo Legislative Budget Consultant Blian Congress
Aércio S. Cunha Legislative Consultant BrazlCongress
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8 November 2006

Fernando A. Blanco Cossio Economist World BanksBia Office

Mauricio Mota Saboya Pinheiro  Senior Analyst ilge for Applied Economic Research
José Oswaldo Candido Junior Senior Economist itumstfor Applied Economic Research
Paulo Du Pin Calmon Professor University adidlia
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NOTES

! Federal Constitution of 1988, Article 165.

2 Public sector financial agencies inclutie Caixa Econdmica Federalasa da Moeda do Brasibervico Federal
de Processamento de DadBsnco do Brasil S/fand the IRB Brasil Resseguros S/A

¥ Seewww.planejamento.gov.br/controle_estatais/contermopetencia/dest.htm

42005 PPI Reportavailable atwww.planejamento.gov.br/arquivos_down/spi/ppi/R&I Rinual_completo.pdf
Additional information on the PPI initiative is dlable at:www.tesouro.fazenda.gov.br/ppp/ppi.asp

® National Treasury website, available aw.tesouro.fazenda.gov.br

® The PPPs legal framework requires that relevantraots may not exceed 20 million reais (approxatya®.2
million US dollars) with a minimum term of five yesabut a maximum length of 35 years. The long testablished
for the contracts is an advantage over the traditidrazilian systems of public-private endeavdrat tusually
demand an immediate cash disbursement by the goeetn Moreover, the law requires that in any tgpePP
contract the public administration share be limited?0% of the total project and the private shaeg not be less
than 30% except if there is the participation ofigien plan funds, public entities or state-conérdlcompanies, in
which case this ratio may be 80/20.

" ‘Fiscal Responsibility Legislation and Fiscal Agjment: The Case of Brazilian Local Governmentislde

Mello, World Bank Policy Research Working Paper 38lanuary 2006, available atvw.worldbank.org

8 The IMF perceives the lack of internationally gutesl accounting and reporting standards for PPRspassible
obstacle to the development of efficient partngrshiThe IMF recognises that in developing theardstrds, careful
consideration should be given to appropriate wdyefbecting the fiscal risks posed by PPPs in gogernment’s
accounts. Some commentators have suggested thatl Btill needs to overcome the operational diffiies
resulting from the current rules governing thetieteship between government agencies and privaigesn

° Extensive information on the first PPPs projent/uding its feasibility study is available at:
www.pppbrl16.org/docs.html Additional information on the PPPs system igilable at:
www.planejamento.gov.br/ppp/index.htm

19 No sanction has been applied so far regardingraching of the indebtedness limit establishetién RF.

1 Following the enactment of Law 11,101 on bankrygimcedures in February 2005, marginal changéseto
National Tax Code have been introduced through Buapgntary Law 118/05. This law only incorporates
corresponding changes to harmonize proceduresthéthew bankruptcy legislation.

12 Interviews in Brazil, 6-8 November 2006.

13 Federal Revenue Service website, availablewaiw.receita.fazenda.gov.br

*‘Code of Conduct for the National Treasury’, aghle atwww.stn.fazenda.gov.br/hp/codigo_etica.asp

1> Corruption has cost the government at least 1i8rbreais (approximately 5.0 billion dollars) Inst revenues
over the past four years, according to a reportighsd in the newspap€r Globoin August this year. The report is
based on 50 special investigations carried ouhbyattorney general, the federal police and theatdakorities over
the past four years, which led to the arrest off dy8@00 people. According to the Federal Comptroltorruption
affects 70% of local governments. Corruption aléans affect representatives from a range of ipaliparties.
16Bjd to Ban Secret Votes may Boost Transparen©yford Analytica Daily Brief15 September 2006.

" The listing of pending court cases as potentiilities in theFiscal Risks Annegoes not affect the outcome of
the cases. The federal government is committecefend the legality of its actions and has improthesl strategy
before the courts, reducing the amount of lossscaskhe listing is aimed at providing a better ustinding of
potential fiscal pressures. The resolution oféhesses could eventually lead to an increase ipubéc debt.

'8 The State Pension Reform Il loan (PARSEP I) demeient objective is to support Brazilian statescdil stability
and sustainable economic growth by addressing dngtabes’ most pressing macroeconomic issues -sipen
reform. PARSEP Il is expected to contribute impntiy to state macroeconomic stability and susthg@wth by
strengthening pension management. As a resule sfavernments will be able to (i) comply with Eea
legislation governing pension management, (ii) &refisscal space by reducing unwarranted benefitgmeats
through cadastre upgrades and cross-referencimgotiier data bases, (iii) evaluate individual sgetesion burdens
and possible solutions through actuarial and firnanalyses, (iv) strengthen Federal and statesipen
management through systems upgrade and trainirdy,(@nbuild stakeholder reform constituencies tswee
sustainability. PARSEP |l targets are to reachleast 20 of the participating 27 entities in orgational
strengthening activities. PARSEP Il will be cefirananaged and funded through the Ministry of &b8ecurity.
The Secretariat of Social SecuritpPS) will implement the project and provide téchhassistance to states.
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19 ‘Brazil: Report on Observance of Standards andeSodROSC) — Fiscal Transparency Module’, Intermetio
Monetary Fund, December 2001, and Interviews irziBré-8 November 2006.

0 Interviews in Brazil, 6-8 November 2006.

%1 States regularly pay their debt service obligatiomthe National Treasury as established in the @megotiation
contracts of 1997. Failure to pay is punishedhgyTreasury. When the State of Rio de Janeir@stbgervicing its
debt, federal transfers were suspended and natnesbuntil the State restarted its debt service gaysn However,
despite the relative success of sub-national audst, questions remain over the long-term sustdityabf current
fiscal results. A recent study by the Institute Applied Economics Research (IPEA) has demonsirttat the
decrease in the net debt of states and municgmliiown from 19.8% of GDP in 2003 to 18.0% in 200é&s been
obtained mostly due to an increase of total reverare not as a consequence of budget cuts. Taxues have
grown in part because of GDP growth, but also beead a substantial rise in the tax burden at tate @nd local
levels of governments. Considering that the ttgalburden has risen steadily in the last few yaaisd is already
very high for medium-income country standards -arhe38% of GDP in 2005 -- it is almost certain tthihe
potential for reducing the debt on the taxatioresifithe equation will be much smaller in the reiture.

2 For a recent in-deep analysis of municipal fisspérations, seePanorama das Financas Municipais 2005
Instituto Brasileiro de Administracdo Municip&érie Estudos Especiais N0.184, October 2006.

23 Several efforts have been made in the past todntre changes to the LRF. However, due to the iapoe of
key principles established in the law, proposalsawepealed to avoid the risk of transforming ditieint legal
framework into a tailored made regulation for sfiedircumstances.

%4 Interviews in Brazil, 6-8 November 2006.

%5 Consolidated Fiscal Accounts Repowsailable at:
www.tesouro.fazenda.gov.br/hp/lei_responsabilidéideal.asp

% Available atwww.tesouro.fazenda.gov.br/estados_municipios/fesercias_constitucionais.asp

2" Municipal Fiscal Management operations and guigsliavailable atvww.stn.fazenda.gov.br/gfm/

% IMF Special Dissemination Standard (SDDS) — Bratil
http://dsbb.imf.org/Applications/web/sddscountrgrgirylist/?strcode=BRA

% The data on the centralised and decentralisedrastnaitions are added after exclusion of intra-goweental
transfers (paid and received), in order to elimérdauble accounting.

% Fiscal Responsibility Law (Supplementary Law 16May 4, 2000), Article 48.

%1 Historical series, available atww.stn.fazenda.gov.br/estatistica/est_resultago.as

%2 Interviews in Brazil, 6-8 November 2006.

% Monthly Treasury Repori&esultado do Tesouro Naciojavailable at:
www.tesouro.fazenda.gov.br/hp/resultado.asp

3 Annual reports, together with detailed informat@mthe profile of SOEs, available at:
www.planejamento.gov.br/controle _estatais/contguatdicacoes/index.htm

% Fiscal Responsibility Law (Supplementary Law 16May 4, 2000), Articles 31 and 32.

% The Debt Management Team has attracted highlyifiehktaff using incentive systems such as finaggiost-
graduate studies and providing training opportasithrough seminars and workshops.

37 Available at: www.tesouro.fazenda.gov.br/english/public_debt/doads/External_Debt_Strategy.pdf

% Domestic Federal Public Debt and Open Market Opierat Monthly Press Releasavailable at:
www.tesouro.fazenda.gov.br/hp/relatorios_divida lizabaspandwww.bcb.gov.br/?DOMESTIC

%9 Interviews in Brazil, 6-8 November 2006.

9 The report -- prepared by the Institute of Int¢ioral Finance (IIF) -- noted that due to contiruimprovements
by their investor relations offices, Brazil is tbaly country that satisfies all of the IIF’s investrelations’ best
practices criteria, scoring 38 out of 38 in priged terms. ‘Investor Relations: An Approach tofeEfive
Communication and Enhanced Transparency’, Thetlihstdf International Finance, September 2006, |abke at:
www.iif.com

“! The 2004-2007 PPA provides more comprehensivedatailed information than previous editions and besn
elaborated to strengthen planning at the prografewel. Revenues and expenditures projected fop#red are
analysed, including an estimation of where the uess to finance the programmes will come fromarttg this
year, annual corrections on PPAs include a four ya&lling plan. Multi-Year Plans an annual correat, available
at: www.planobrasil.gov.br/

“2:Country Assistance Strategy Progress Report fazi32004-2007’, Report No. 36116-BR, May 2006aitable
at: www.worldbank.org

“3 Interviews in Brazil, 6-8 November 2006.
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4 Decree 5,233, article 8, available at:

www.planejamento.gov.br/legislacao/conteudo/desfptia_novo modelo.pdf

4> Somme commentators have pointed out that PPAsrie@educe the number of projects included, famsin
the real strategic ones, within a medium-term sgena

4% A ‘Study of the Territorial Dimension of the MuNear Plan’ is currently being prepared and likielyoe used as
an input for the 2008-2011 PPA.

4" ‘Brazil: Report on Observance of Standards andeS8o@ROSC) — Fiscal Transparency Module’, Intermetio
Monetary Fund, December 2001, and Interviews irziré-8 November 2006.

“8 Interviews in Brazil, 6-8 November 2006.

“9 Portal Orgamento Brasil, available atvw?2.camara.gov.br/orcamentobrasil

*® The 6th edition of the Guidelines for 2006 is #alale at:
www.tesouro.fazenda.gov.br/legislacao/downloadiaoilidade/ManualRGF6.pdf

* Interviews in Brazil, 6-8 November 2006.

®2 The primary surplus reached 4.84% of GDP in 2@06,highest level since 1994, and above the 4.25Med
with the IMF in 2003. This was despite the fa@ttthe IMF’'s monitoring role had ended after Bralgtided not to
renew its stand-by accord, and subsequently pdiclbfts debt to the Fund. The government hasmsed to
reduce the primary surplus this year to the 4.25Mirmlly agreed, allowing for some increase in fimbpending.
However, some commentators have raised concerhg@gpect to the quality of fiscal adjustment, fiagout that
improved efficiency has become increasingly impatrta the reform agenda.

*3 The government’s prepayment to the IMF is par bfoader strategy to reduce the country’s extetelt, but it
is not a move to interrupt relations with the Funtijch are likely to evolve given the new scenario.

* Federal Budgetary SecretariéBecretaria de Orcamento Federal-SOF) websitédabieaat:
www.portalsof.planejamento.gov.brin late 2005, the SOF adhered to Maional Public Management
Programmeaimed at improving public services access withiroverall results-oriented strategy.

°° Interviews in Brazil, 6-8 November 2006.

°% Available atwww.tesouro.fazenda.gov.br/legislacao/downloadaitilade/ManualRREO6.pdf

" Until the integration of the Fiscal Management ficl) the National Treasury will continue to rely these
guidelines as a tool to bring more coherence terailonal fiscal information. States and munidijieg are not
legally bound by the guidelines -- which in theoskiould be approved by the Council -- but sub-nafion
governments have increasingly been using them.

> Budget execution information has been improvetthépast year and annual reports now include irddion on a
functional, programme and regional level, availaditevww.stn.fazenda.gov.br/estatistica/est contabil.asp

%9 Monitoring in Numberseport for 2005, available at:
www.planejamento.gov.br/arquivos_down/spi/monitogatn/Monitoramento_numeros_2005.pdf

% |nformation on théransparency Initiativeavailable atwww.portaltransparencia.gov.br/

%1 The final report of this committee is available at
www.planejamento.gov.br/arquivos_down/sof/relatofiital_da_comissao_de_custos.pdf

%2 S|GPlan website, available atww.sigplan.gov.br/v4/appHome/

83 Information on the country’s legal framework isaélable atwww.presidencia.gov.br/legislacao/

% Federal Government Procurement website, avaiktbleww.comprasnet.gov.br

% Interviews in Brazil, 6-8 November 2006.

% Fiscal Responsibility Law (Supplementary Law 16May 4, 2000), Article 9.

®7 Staff do not work for individual deputies or seatbut for the Congress itself.

% The latest political crises -- mainly involvingetPT and hence the government -- exposed thedragture of the
Brazilian legislature. Although formally a key epkendent institution of the Brazilian state, ingice it fails to
operate effectively in the absence of executivixitive.

% Official Gazette, available atwww.in.gov.br; National Audit Court (TCU), available awww.tcu.gov.br

O Interviews in Brazil, 6-8 November 2006.

" The Promoex project is partially financed by theet-American Development Bank. Detailed inforroaton the
project, including a progress report is availaltievavw.planejamento.gov.br/pnage/conteudo/promoex/pmaintm
2 Brazilian Institute of National Statistics and @eaphy, available atvww.ibge.gov.br/

3 The Survey received the 2005 Habitat Scroll of lonAward from the United Nations Human Settlements
Programme.

" The complete report is publicly available at:
www.ibge.gov.br/home/estatistica/economia/perfilin/2004/default.shtm
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