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EXECUTE/SUMMARY

Although Brazil has one of the highest tax burslem the world, the adjustment o public
accounts became the main economic probleiithe country. Several states and municipalities
are on the verge of insolvengpesideshaving as an aggravating circumstance the fawt they
are alreadynot complyingwith the rulesand regulationsestablished bythe Fiscal Responsibility
Law- FRL(Lei de Responsabilidadéiscal- LRF. Thismeans that,in addition tofiscal risks, there
are social and politicahstitutionalrisks as well

This edition of theARJAN Bcal Management Index IFGF presentsa complete Xay of the

fiscal crisis in Brazilian municipalities, based on unprecedented and recently published data by
the National Treasury SecretariaNTS(Secretaria do Tesouro NacionaSTN) The city halls are
responsible for administéng a quarter of the Brazilian tax burdehat is, overR$ 461 billion, an
amount that exceeds the publgector budget of Argentina and Uruguay together.

The FRL, in its article 51, determiriat, until the 30" of April of every yeamunicipalities nust
forward their accountsegardingactionsof the previous year to the NTTSTN)The NTS thehas
60 days to makehis informationavailable to the populatioh Despite thigule, until the 3¢ day
of July 2017 data of the 1024 municipalities were noteadily available or they presented
inconsistencies whicprevented analysfsThis means that 18% of the 55684 Brazilian city halls
did not provide transparency in theadministration of their revenue management.Therefore,
according tothe 2016 data,the accounts of 444 municipalitiesn which177,8 million people
live,i.e.875% of the Brazilian populatiphave been evaluated

ThelFGHRs composed of five indicators: Own Revens®ff Cost, Investments, Liguidity and Cost
of Debt Understandingheseresaults is simple: the scores ranf®m 0 to 1:the close to 1, the
better the fiscal situation of the municipality the studied year

1 The IGF&dds toother studies and technical notes (TN) published by FIRJAN in the fiscal area, all of them available at
www.firjan.com.br: TN 2017: Fiscal situation of the states; TN 20K HAurden of the industry; TN 2016 Fiscal
adjustments and goals for the public debt; TN 2016: Reduction of fiscal incentive; TN 2015: Fiscal challenge in Brazil
and in the world.

2 According to this, the 30of June 2017 was the legal deadline for thectisure of data to the public

3 The Methodological Attachment lists the 1.024 municipalities where it was not possible to accomplish the analysis
due to lack of official data. From this total, it was not possible to analyze the accounts of 87 muigsifiait failed

to present consistent data, as well as the accounts of 937 municipalities that failed to disclose their accounts on the
deadline set.

4 Brasilia and Fernando de Noronha were not analyzed because they do not have a city hall.
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The mainlFGResultsare as follows

1 The results reinforce the extent and depthtbe Brazilian fiscal crisiahichundoubtedly
is not restricted to thefederal and state administrations It is quite the opposite.
According to the 4,544 municipalities analyzed, 3,905 (85.9%) presented a difficult or
critical fiscal situation (Conceft or D in théFGIf;, only 626 (13.8%)verein agood fiscal
situation (Concept B) and only 133®%6)were in anexcellent fiscal situation (Concept A).
Thus, 2016 was the year with the highest percentage of municipalitiagifficult fiscal
situation and with the lowest number iran excellent situationwithin the entire IFGF
series, whictbeganin 2006.

9 The Brazilian fiscal problem is structural and commorhtothree levels of government;
it is related to the highbudget share involvedwith compulsey expenditures, notably
personnel expenses. Thus, in times of revenue decline, such as the current one, there is
little room for maneuve to adjust expenditure to the levy capacity, leaving the public
accounts extremelyulnerableto the economic situation. In municipalities, this situation
is exacerbated by chronic dependence toensfer of resenuefrom the states and from
the Union.Moreover, since municipalities have little or no access to the credit market,
they increasinglypostponeexpenses througlaccounts payableas a source of financing
as it happens in the states.

1 The analysis ofFGFndicators perfectly illustrates this diagnosiEhe IFGFOwn Revenue
(0.2528 points) is the lowest of the five indicators, reflecting the chronic dependence on
state and federal transfers. The higfixed budget shareassigned forcompulsory
expenditure portrayed byFGFstaff Cos(0.5073)largely explains the very low level IFGF
Investments(0.3949). In factless and less room for investmeint the public budgehas
been left The excellent result of thEGFCostof Debt(0.8306) shows thatlebt has not
been an option taclosethe accounts for most city hall§heaccounts payablbave become
the traditional brm of financing, which in turaxplains the lowFG-Liquidity(0.5450).

1 IFGFOwn Revenushows a significant imbalance between the volume of revenues and
own levy inmost Brazilian municipalities. In 2016, 8% of the Brazilian cities received
Concept D in théFGFOwn Revenuavhich meanghat 3,714 didnot generate even 20%
of their revenue in 2016. Only 136 municipalities across the country obtained Concept A
in the IFGFOwn Revenudor having collected over 40% of their revenue through
municipal taxes.In this group, the average population is 130 teaod inhabitants,
against an average of 9 thousand inhabitants in the municipalities with Concept D in the
indicator.



1 ThelFGFStaff Costevealed that 40®f the city hallsaalready reached the prudential limit of
57% of currennet revenue- CNR (RCLegablishedby the RL In a worsesituation, other
575 city halleexceeded the legal limit of 60% of tidR and receiveda zeroscoreand a
Concept D in this indicateMacapa(AP)is the only capital of this group. Throughout Brazil,
only 144municipaliies (3.2%) receive@oncept A because they spdass than 40% of the
budget with staff cost- among them only one capital, Sdo Pausehieved this result
Despite this risky scenario, approximately 30% of all city halls (1,322) presented good
managemenof staff cost(Concept B).

1 In face ofa budget which is increasinglppededwith compulsory expenditures, theéevice
of postponing expenditures viaccounts payabldas been institutionalized as the main
source of financing anthudget adjustment. Ina red scenariq IFGFLiquidty verifies if
municipalities have sufficient funds to cover postponexpenses in the following year.
Since it was their last year in officenunicipalmanagersmadea great effort tohand over
the municipalitieswith enough casho cover the postponedexpenses. This occurred in
84.3% of the municipalities analyzed. Nevertheless, 715 municipalities (1&nd¥%J2016
without cash to coveaccounts payablé the following year, and thereforebtained zero
scorein the IFGH.iquidty (Concept D)AIl in all, thesecity hallsleft an estimatedbill of over
R$ 6.3billion to be paid by the nextnanages. Two capitals belong to this group: Campo
Grande (MS) and Goiania (GO).

1 The last year in the office is typicaliihen municipalities mvest the most, on average 20%
more than in the previous three years. However, in 2016, the economic crisis reversed this
logic and demanded a large cut in investments. In 2016, only 6.8% of the cities' netget
allocated to investments, the lowest pemtage since 2006Comparingto the previous
year, municipalities stopped investing R$ Dillion. When distributing the municipalities
according to the concepts establishetbur out of five municipalities (80.6%) received
Concept C or D in thEGHnvestments Thismeans that 3,663 cities did not invest even 12%
of the budget. Nearly two thirds of these municipalities are concentrated in the Southeast
(33.9%) and Northeast (31.6%yhich corresponds tol,243 and 1,157 municipalities,
respectively. Amonghe states, Sdo Paulo (522), Minas Gerais (625) and Bahia (263)
concentrated the largest number of muipalities with low investment.

5 Article 42 ofthe FRL (LRRF'In the last two quarters of his term, the holder of Power or body referred to in art. 20 are
forbidden to incur an obligation of expense that cannot be fully fulfilled, or which has installments to be paid in the
following year ifthereim ot suf fici ent cash available for this purpose”.



1 Regarding theFGFRCostof Debt Braziliarcity hallscontinued to be well evaluatedrhis was
the indicator with the lest result(0.8306 points)Among all themunicipalities analyzed,
67.7% or 3,076 city halls received Concept A and 1,101 (24e2%iyedConcept B. The
truth is that municipaties have very little access webt contracting. Throughout Brazil,
only 367 (8.1%) municipalitieshad difficulties with the payment of interestand
amortizations and that iswhy they remained with Concept C or D in theGFCost of Debt
In this group, the average population is 86 thousand inhabitants, althose timesthe
national average, with emphasis on the capital Madggi€) which remained with Concept
D, and capita Sdo Paul¢SP)and Belo HorizontéMG), which remainedvith Concept C in
the IFGFCost of Debtlt is worth mentioning that 10 municipaliti€éseceived zep scorein
this indicator for exceeding the legal limit of 13%lwod real net revenue RNR (RLRjor the
payment of interest an@mortization of debts

1 The fiscal silation of municipalities is seevere that thousandsf them are already failing
to comgy with the main legislation on public finances, especially the Fiscal Responsibility
Law (2001). In 2016, 2,091 Brazilian municipal governments violated at least one legal
order: 937 did notdisplay their accounts in a transparent mannattil the deadlire, 715
ended their term without leaving cash resources to honpostponedcommitments, 575
declared overheadstaff expenses, rad another 10 recorded expenses with interest and
amortizations beyond the atent allowed The situation is even more serious @61
municipalities that have not complied with more than one of these legal determinations

1 The analysis ofthe 500 largest and smalles=GE in the country enables the
identification ofdetermining factors for a municitity to be at the top or the bottonof
the fiscal management rankin@he disparity is enormous. By comparison, the ranking
leader of thelFGE-Gavido Peixoto in S&o Paulo (0.9058predten timesmore than the
last one Riachdo do Bacamarte (0.0858) Paraiba. The biggest differenceinsthe
liquidity, investments and taff costindicators Lowown revenueis common to both
groups, which shows thdhe dependeny on state and federal transfers issaortcoming
even for many Top 500 municipalities, albeit to a less@nsity. However,interest and
amortizations are not a problem even fitrose that ranked worse.

6 Cruzeiro do SYAQ, NazarezinhgPB, Riacho dos Cavald®H, VicénciagPB, Euclides da Cunh&4), Rio RealRA),
JanuérigMQG), Tieté(ShH, Mafra §G and SiderépolisSg.



i1 Although the average capitbkcore was 31.7% higher than the national average, they
presented results thatangedfrom Concept D to B (the scorangedfrom 0.3985 to
0.765). Out o the 25 capitals analyzed, 12 were among the Top 500 in the country,
including two in the Top 10Wanaus (33rd) and Rio de Janeiro (66tgpitals showed
less dependence on transfers from the states and taderal goverment, better
managemenbf the accounts payableas well asower budget sharewith staff. However,
capitals invested less thasther Brazilian municipalities (6.3% compared to 6.8% of the
average GR. This percentage is the lowest since the beginning of the series in 2006. In
addition, debt represents a bigger problem for the capitals than for the rest of the
municipalities of the countrygven due taheir greaterability to raise loans.

1 In 2016, revenuesfrom the Repatriation Law prevented an even worse picture for
municipalties' accountsOut d the total volume collected, R$ 8.9 billiovere allocated
to the municipalities half of whichreferred to the Income Taand the other half to the
fines. Thisled to an average increase of nearly 4% in municipal revenues. Altagé
city hallsescapedfrom being outlawed on account akvenuesrepatriation. A direct
effect of repatriation was on the number @fty hallsthat managed not to exceethe
RNR60% limitwith staff cost If it were not forthis extra resource, 29fore city halls
would also have been outlawed. Another variabféected by revenuesrepatriation was
the relationship béwveen accounts payableand government fund Without these
extraordinary revenuespther 328 municipalities would have failed to pay thie_For
having moreaccounts payabléhanfund resources by the end of 2016

" Law 13.254 of 2016 edilishes a special regime for the regularization of resources of lawful origin that have not been
declared or declared incorrectly. This law is also known as Repatriation Law. In this tegiewilarize revenues an
Income Tax (IR) of 15% and a finéhef same rate on the amount were established.
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THE FIRJAN FISCAL MANAGEMENT KINEHEEX

Although Brazil has one of the highest tax burdens in the world, the adjustment of public accounts
has become the main economicgtrem of the country. At the federal level,dtrise of public debt
motivated unprecedented constitutional determination to limit the growth of public spending, as
well asthe referral of fundamental reforms tassurea longterm fiscal sustainability, shcasthe
WelfareProgramReform.

In states and municipalities, the fiscal crisis seems even moreresesincethere are not even

resources to pataff and suppliers in some casesnd tis often hampersthe work of essential

public services. In fact, senal federative entities are on the verge b&nkruptcy and, to make
matters worsethey areoversteppingthe limits imposed by the Fiscal Responsibility L&aRF. This
means that, in addition to fiscal risks, there are social and potitistitutional risks

This edition of the FIRJANscaManagement Index IFGP providesa completeX-ray of the fiscal
crisis in the municipalitieghat areresponsible for managing a quarter of the Brazilian tax burden,
that is, over R$ 461 billion. Thustrate, this amount exceeds the budget of the public sectd
Argentina and Uruguay tegher. ThelFGFwas built basd on data of the year 2016, recently
published by the National Treasury SecretaribdiTS(STN)In the process of creatintpe Index, it
waspossible to identifythe challengdaced bymunicipal fiscal management allocatingresoures,
consideringhe budgetary constraints faced Brazilian municipalities.

Thereare three outstanding points ithe budget of the cities. On the revenue side, th@blem is

the reliance on intrgovernmental transfers, whicleaves the vast majority of municipalities with
little control over tteir revenues. On the spendirside, the challenge is the management of current
expenditures (mainhstaff cost3, since a gorousbudget due to its exaggerated expansion may
jeopardize resourcedestinedfor other purposes, especially investments. In addition, it has been
identified that, depending on the total financial assatsilable postponingexpensedy registering
them in accounts payablenay jeopardize the execution of public policies. In fact, the lack of budget
planning hasgenerated liquidity problems for many Brazilian municipalitiespnsidering the
recurrent and widespread practice of usiagcounts payablas an alternative to indebtedness.

8 The IFGF adds up to other studies and Technical Notes (NT) published by FIRJAN in the fiscal area: NT 2017: Fiscal
situation of the states; NT 2016: Tax burden on industry; NT 2016: Fiscal adjustment aatsd targublic debt; NT
2016: Reduction of tax incentives; NT 2015: Fiscal challenge in Brazil and in the world.
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Based on this analysis, the five indicators that make uplE@@Fwere built: Own Revenue, Staff
Costs, Investments, Liquidity afbst of DehtThe first four have a 22 % shareof the aggregated
result. TheCost of Dehtin turn, has a 1086share consideringhe low level of Brazilian municipality
indebtedness. This fact is reflectedthe inability of most municipalities to contract delgither due

to the numerous restrictions they are subjectéal or to the lack of garantees faced in the credit
market. Finalf, it is noteworthy that allndicators are in accordance with the parameters set by the
Fiscal Responsibility LawRL(LRF)Belowthere isa description of eacindicator.

IFGFOwn Revenuemeasures the totatevenue generated by the municipality in relation to the total
current net revenue- CNR (RCL)The index facilitates assessing the degree of a munitisali
dependence with regard taates and Union transfers.

IFGFStaff Costsrepresents how much mucipalities spend on staff salaries, relativette total
current net revenue CNR (RCLEonsideringhat this is thecostwith the biggest share in the total
municipality expenditure, this indicator measures the degree of budget rigidity, i.e. the ipalitics
room to maneuver in implementing public policies, particularly in investments.

IFGF Liquidityverifies if municipalities are leaving sufficient resources to honoatedunts payable
in theyear, measuring the municipality's liquidity as a pydon of current net revenues.

IFGFInvestments monitors the total investments, empared to current net revenue CNR (RCL).
Paved andvell-lit streets, efficient transportation, welequipped schools and hospitase examples
of municipal investmentshde to increasev o r k madwctivity and promote population welfare.

IFGRCostof Debt corresponds to interest and amortizati@xpenseain relation to the totalreal net
revenues'® - CNR (RLRThe index evaluates the budgsharecommitted to the paymaent of interest
and repayment of loans contracted in previous years.

9 Net Current Revenue (RCL) is the constitutional concept used to calculate budget limits. It is the total municipal
budgetary revenues minusé contributions of servants for their social security and social assistance system, as well as
the revenues from the financial compensation of the various social security programs.

10 Real Net Revenue (RLR) is used to calculate the limit of debt paymestate§ and municipalities that are
renegotiated with the National Treasury and to calculate the ratio Financial DeBedl Net Revenue. For
municipalities, the RLR concept excludes from the total revenue the income resulting from credit operation$, sale
assets, and voluntary transfers or donations received for the specific purpose of meeting capital expenditures.
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Below: Summary table dhdicators that make uphe FIRJAN Fiscal Management IndsGf

calculation
IFGF
I

Capacityto obtain Degreeof rigidity of Sufficient cash

Capacityto make

revenue the budget resources : Costof debt in the
Investments
long term
Fundsto Meet Actual
Own Revenue Staff Costs Obligations Investments Interest and Amortization
Current Net Revenue Current Net Revenue Current Net Revenue Current Net Revenue Actual Net Revenue
22.5% 22.5% 22.5% 22.5% 10.0%

The results are easily read either byetimdicator or the whole indexscores rangefrom Oto 1, and
the closer to 1, the better the city's fiscal managemeint the studied yearFour concepts were
defined for thelFGRaimingto establish benchrarks to facilitate the analysis

ConceptA (Excellent Management)Resultsabove0.8 pints.

ConceptB (Good Management)Results between 0.6 and 0.8 points.
(Distraught Management)Results between 0.4 and 0.6 points.

ConceptD (Critical Management)Results below 0.4 points.

Another important featureof IFGFis that its methodobgy enables both relative and absolute
comparison, i.e., the index is not restricted to an annual image and can be compared over the years.
Thus, it is possible to precisely spedifya slight rankimprovement was due tahe positive
performance ofa paricular municipality oto the worse results obthers.

Releasedin 2012, thelFGFillustrates how taxes paid by society ammanagd by city halls
administrations ThelFGFprovidesgreater transparency to municipal accounts through a simple
and availabletool for public inquiry, in which every Brazilian citizen can participate in the
discussionregardingthe fiscal situatin of higher city. In addition,indicators are usedas a
management tool fothousands of municipal managers in the countither to build scenarios

or to improvedecisions regarding the correct allocation of public resources

13



Data Base

In this edition, theFIRJAN Fiscal Management Indefers to 2016. The index is entirely based on
the fiscal statisticsleclared by each municipal geviment Thisofficial informationis annually made
available by the National Treasury SecretadalTS (STNYthrough the Accounting and Fiscal
Information System of the Brazilian Public Department (Siconfi).

More than a thousand municipalitieprovide no transparency

The Fiscal Responsibility Law, arsa® and 51 stipulates that the municipalities must submit
every yeartheir accountsregardingthe previous year to the NTS (STy) April 3@h. The NTS
then has 60 days to make them availalidethe publict’. Nevertheless, untthe 3¢ of July 2017,

the data of1.024 municipalities were not available or had inconsistencies that prevented the
analysi&. This number represents84% of the 5,568 Brazilian municipaliti€Eherefore the
accounts of4,688 municipaliies, in which177,8 million people live,.e. 87,56 of theBrazilian
population, have been evaluated.

More than 25 million Brazilians, or 12.586 the population live in municipalitieghat do not
provide transparency This groupcalls attentionbecause it includearge cities, such as the
capital Floriandpolis (SC) and populous municipalities such as Saald&¢(Rg), Montes Claros
(MG) and Sao José dos Pinhais (RIR)f them with more than 300 thousand inhabitants. As the
map and graph 1 show, the Nortiegion presented the highest percentage of municipalities
without transparency, 35.3% of the total 059 out of the 45Qity halls in the regionin the state

of Amapéd only two of the 16 city hallpresented their information; in Pard, there is no
transpaency in 63.2% othe cities. The Northeast (25.7%) aMidwest regions (24.2%) also
presented a higipercentage of municipalities with inconsistemt no availabledata. Finally, with
lower percentageshere were 215 city hallgl2.9%)n the Southeast regioand 77 (6.5%in the
Souththat did not disclos¢heir information according to what thERL (LR determines

The inconsistency and natisclosure of data mean an absence of transparency, which hinders
social control andcostreduction in the federaéntities. The highlight was th&tate ofRorddonia,
the only one in Brazébleto presentcongstent dataavailable for all municipalities.

1 Thus, June 30, 2017 was the legal deadline for public disclosure of the data.

12 The Methodological Annex lists the 1,024 municipalitie®reht was not possible to carry out this analysis due to
lack of official data. From this total, it was not possible to analyze the accounts of 87 municipalities for lack of
consistency in the data, whereas 937 other municipalities did not discloseaitmiunts within the legal term.
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GRAPH AND MAP 1: Percentage and number of municipalities without data availaptate UBP.
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IFGHRESULTS

86%o0f Brazilian municipalities are in a difficult or critical fiscal situation

ThelFGFResuls reinforce the extent and depth of the Brazilian fiscal crigiich undoubtedly is

not restricted to the federal and statemdministrations It is quite the opposite Out o the 4,544
municipalities analyzed, 3,905 (85.9%) presented a difficult dcalkitiscal situation (Concept C

or D inlFGI, only 13.8% (626)ada good fiscal sitation (Concept Band only 13 (0,3%hadan
excellent fiscal situation (Concept A). Thus, 2016 was the year with the highest percentage of
municipalities ina difficult fiscal situation and with the lowest number am excellent situatiorin

the entire IFGFseries,whichbeganin 2006.

The fiscal crisis affects all the regions of the country. In malpe2ed areas (Concept D IRGF
critical situation) andhe yellowones(Concept C, difficult situatiogredominate The Northeast
concentrated the highest percentage of municipalities in these situations (94.9%). The cities in
good fiscal situationthe areas in green (Concept B) amdblue (Concept A) on the mapre
concentrated in the Midwest (26.1% of the analyzed municipalities) and in the South (24.7% of
the municipalities analyzed).

GRAPH AND MAP 2: Distribution of municipalitescordirg to theIFGF 2017 concept

57.5%

28.4%

Excellent
Management
Good
Management

Critical
Management

16



The Brazilian fiscal problem is structueand common to the three levels @fdministration. It is
related to the highbudgetcommitment with compulsory expenditures, notably personnel expenses.
Thus, in times of revenue decline, such as the current one, there is little foommaneuverto
adjug expenditure to the levy capacity, leaving the public accounts extremelyerableto the
economic situation. In municipalities, this situation aggravatedby chronic dependence on
resourcetransfers from the states and from the Unidvloreover, sincemunicipalities havdittle or

no access to the credit market, they increasinghgtponeexpenses through accounts payable a
source of financingas it happens in the states.

The analysis of thé~GFindicators perfectly illustrates this diagnosis. TIR&SFOwn Revenue
(0.2528) is the lowest of the fiviedicators it is the portrait of the chronic dependence on state
and federal transfers. The high commitment to compulsory expenditure portrayd&®FStaff
Cost(0.5073 points) largely explains thery low levelbf IFGHnvestmentg0.3949). In fact, there

is less and less room for investmentthe public budgetThe excellent result of thi-GFCostof
Debt(0.8306) shows that debt has not been an optiorctosethe accounts for most city halls;
The accounts payabléave become the traditional form of financing, which in turn explains the
low IFGHLiquidity (0.5450). The chart below shows tiHeGFndicators for the year 2. The
detailed analysifor eachone follows right below

IFGHNdicators
0.8306
0.5450
0.5073
0.4655
0.3949
0.2528
IFGF IFGF Own  IFGF Staff CostFGF InvestmentsIFGF Liquidity IFGF Cost of Debt
Revenue
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IFGFOwn Revenue

It measures the total revenues generated by the municipality, in relation to the total N¢

Current Revenue. ltgoalis to evaluate the degree of dependency of municipalities o
intergovernmental transfers

The 1988BrazilianConstitition granted exclusive tax powers and autonomoythe subnational
governmentsto legislate, collect and set rateShe idea behind this proposal wasthat the
decentralization of collectiomvould reinforce the bond between the citizetaxpayer and the loda
public power, in order to increase the quality of public goods and services offered to the population.
Subsequently, thé=RL (LRR001 reiterated that creationforecasting andcollection oftaxes of
municipal competence are essential fiscal managenmresponsibilityrequirements Nonetheless,

the IFGFOwn Revenushows a significant imbalance between the volume of revenues andexyn

in most Brazilian municipalities.

Chronic dependency82%of the municipalities did not generate 20% of their income

In 2016, 81.7% dhe Brazilian cities received Concept D in tR&FOwn Revenuehat is, 3,714 did

not generate even 20% of their revenues in 2016. Only 136 municipalities across the country
obtained Concept A in thE=GFOwn Revenu#or collectingmore than 40% ofheir revenuethrough

their own resourcesin this group, the average population is 130 thousand inhabitants, against an
average of 9 thousand inhahitts in the municipalities witl€oncept D in the indicator.

Northeast (93.2%) and North (90.y%re the regions with the highest percentage of
municipalities with Concept D in tHEGFOwn RevenueEven m the Southeast region, where
55.2% of the national GDP is located, 75.3% of the municipalities were evaluated with Concept D.
This perentage was73.1% in the Midwst region and 76.8% in the South regidap 3, which is
mostly red, leaves no doulds tothe enornous reliance on transfers iall regiors in Brazi|
although these transferseach them with different intensitiesOn the other handthe blue dots
(Concept A) aremainly concentrated in the Southeast regignsince 70 among thel36
municipdities that stood out for theirhigh own collection were in this region. It is worth
mentioning the state of Sdo Paulyhich had54 municipalities wh Concept AThis represents
9.1% of the total number of municipalities in the statét is the highest percentage in the
country.

18



GRAPH AND MAP 3: Distribution of municipalitescording tolFGFOwn Revenueoncept
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IFGFStaff Cost

It represents how much the municipalities spend with staff genent, in relation to the

total Net Current Revenue. The index measures the maneuvering space of city ha
carry out public policies, especially investments

Staff spending is the main element of the Blan municipality budget. Due to its rigid nature,

the excessive commitment of municipal revenues to this expense should be avoided, since it
implies reducingresources destined for other purposesnd ends upaffecting public policies.
Therefore, the FR (LRF) establistiea reasonable limit and restrictidior these expenses: 57%

and 60% of th&RLI(R, respectivel}?.

The pursuit of an efficient fiscal management must be based on staff expens®l. This is the
only way to reduce the tax burden andcrease public investment withowtndangeing fiscal

balance. However, contrary to this recommendatiasiyil servant expendituredave been
jeopardizing a growinghare of municipal budgets. In 2016, the budgleareconsumed by these
expenses inthe Brazilian municipalities reached 52.6%n 2006, the IFGFfirst year, this
percentage was 45.9%

11 order to avoid budgetary rigidity and assure space for allocating other expenses, in 2000, the Fiscal Responsibility Law
(LRF) limited staff cost to 60% of the RCL. In addition, Article 22 of the same legislaied arprudential boundary,

defined as 95% of the limit (or 57% of the RCL), above which the creation of positions, jobs or tasks is forbidders as well a
other restrictions.
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575city halls exceeded the legal limit for staff cast

More than half ofthe Brazilian municipalities (2,503 or 55.1%) finishiegir term of officelast
year by committing over 50% of their budgets to the civil servants p a wnd dhlerkfore,
received Concept C in tHEGFStaff CostAmong them, 406 already reached the reasonable limit
of 57% of theCNR RClL.defined by the FRL (LRF), and 575 exceeded tla¢llegt of 60% of the
CNRRCI.(zeroscoreand Concept DMacapa(AP)is the only capital of this groujn the whole
country, only 144 municipalities (3.2%) receiv€bncept Afor spending less than 40% of the
budget with staff - among them only one gital, S&o Pauloachieved this resultDespitethis
risky scenario, approximately 30% of all city halls (1,322) presented good managemstaffof
cost(Concept B).

In the Staff Cosindicator, there are large differences between regions. Map 4 showsategr
concentration of red dots in the Northeaswvhere 28.7% of the cities received Concept D. This
meansthat 382 out of the 575 Brazilian citieghichhad a staff costabove the legal limit (60% of
the budget)belong tothis region. In the state of Seige this percentage reached 52.7% (39 of
the 74 municipalities analyzed). In the North region, the percentageityfhallsabove the
established limit is also high: 16.2% or 47 cities, 15 of them in Para. IMitdheest, this
percentage reache®.6% (34)and in the Southeast, 5.4% (78). The South region, in turn, stood
out for having only 3.1% or 34 cities above the legal limiaddition, 43.1% of its municipalities
(480)receivedConcept A or B ithe IFGFStaff Cost

GRAPH AND MAP 4: Distributiaf municipalitiesaccording tolFGFStaff Costconcept
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IFGFLiquidity

It measuresthe ratio betweenthe total accumulatedaccounts payablén the year andthe
available financial assets to cover them in the following ye&hat is,it verifies if

municipalities are postponingxpensepayments for the following year without proper cas
cover.

In face ofan increasingly plasterecdudget with compulsory expenditures, thalevice of
postponing expenditures througiccounts payabléas been institutionalizeds the main source
of financing andadjustingof budgets- not only for municipalities but also for states afedieral
government In practice IFGF Liquity verifies if municipalities have sufficient funds to cover
expenses postponefibr the following year. In the last year dhe term of office as in the case of
2016, the LRforbidsaccounts payablesgistrationwithout adequate cash cov&r

715 Brazilian city hall§l5,7%)losed2016with their cash totallycommitted with accounts

payable

Since it vastheir last year in officemunicipal managermade agreat effort to complete their term

and hand over the municipalities with enough cash to cover the postponed expenses. This occurred
in 84.3% of the municipalities analyzed. Nevertheless, 715 muliidpa(15.7%) ended 2016
without cash to coveaccounts payablin the following year, and therefore obtained zero score in

the IFGF LiquiditgConcept D). All in all, these city halls left a bill of more tR&r6.3 billion to be

paid by the next managsr Two capitals belong to this group: Campo Grande (MS) and Goiania
(GO).

In the case ohccounts payablethe biggest problem is in the Southeast, where 8% halls(23.1%

of the region) ended théerm of officewith more accounts payabléhan cash regurces. This result
was strongly influenced by thaty hallsof the states of Sdo Paulo (192) and Minas Gerais (134). In
the Northeast, 16.0% (213) of the municipalities were in this situation EHh8% (30¥aced the
same issuein the North The Midvest and South regions had the lowest percentage of
municipalities in this situation: 8.8% (31) and 9.5% (106), respectively. In additioMidmeest
region was highlighted by 41.1% of municipalities (145) with Concepi#SHiquidty, while in the
Souththere werel8.8% (209).

14 Article 42 of the LRF5"Article 42 of the FRL (LRF): "In the last two qusité his term, the holder of Power or body
referred to in art. 20 are forbidden to incur an obligation of expense that cannot be fully fulfilled, or which has
installments to be paid in the following year if there is not sufficient cash available fqr this p o s e " .
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GRAPH AND MAP 5: Distribution of municipalitiascording tolFGH.iquidity concept
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IFGHNnvestments

Thisindicator measuregshe portion of municipal budget for investments

Paved andvellit streets, good schools and hospitals are examples of municipal public investments
capable of increasinghe wor ker s’ productivity antliystammot e p
municipalities accounted for onthird of all Brazilian public investment in 2016. Howeie

increasing commitment of the budget to mandatory expenditures basn leavingessroom for

investmens.

Invegmentsreached the lowest level in more than ten years

The last year of office is typicallhen municipalities invest the most, on averag@% more than

the previous three years. However, in 2016, the economic crisis reversed this logic and required a
significant cut in investments. In 2016, only 6.8% of the cities' budgae destinedto
investments, the lowest percentage since 2006. Catimgato the previous year, municipalities
stopped investing R$ 7.5 billion.

Four out of five municipalities (80.6%) received Concept C or D ifFBEInvestments- this
means that 3,663 cities did not invest even 12% of the budget. Nearly two thirdseeé t
municipalities are concentrated in the Southeast (33.9%) and Northeast (31.6%), accounting for
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1,243 and 1,157 municipalities, respectively. Among the states, Sdo Paulo (522), Minas Gerais
(625) and Bahia (263) concentrated the largest number of npadities with low investment.

Thehigh level ofinvestmentof 430 municipalitiecontrasted with this environment. This group
invested an average of 20% of the budget, with ConceptlRGinvestmens. Favored by the 92
municipalities whichreceived a mximumscore the South region had the highest percentage of
municipalities with Concept A or B IRGHnvestmenty32.0%). Subsequently, the North region
(25.8%) received large amounts of federal government transfers for investments in 2016, with
the state of Roraima accounting for the highdBilGHnvestmentaverage in the country, with 50%

of its municipalitiesvith ConceptA or B inFGHnvesments'®. In this group, the states of Parana
and Santa Catarina stood out for presenting 41.6% and 38.7% of rineicipalities with
Concept A or B itFGHnvestments The distribution of the results can be observed in the map
and graph 6.

GRAPH AND MAP. ®istribution of municipalitiesaccording to thelFGHnvestmentconcept

59.4%
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15 Two funds managed by the Ministry of National Integration (MI) provided R$ 28.2 billion for the development of
activities in the North Region between 2016 and 2020. In addition, the municipalities of Roraima had strong
investments in 2016 foeed on the areas of Infrastructure and Health, to highlight the capital Boa Vista and the

municipality of Bonfim, which were top rated IRGF Investments
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IFGFCaost of Debt

It evaluates the commitment of thdRealNet Revenuedor interest paymentand

amortization referring to loans contracted in previous years

Just as important as the size of the debt is knowing the share of the budget committed with the
payment d interest and amortizations, whichoncerns thecost of debt Like staff ast, these
expensesavestringentcontractual obligations, whichhay be a inflexiblefactor in the budget.

This, however, is a problem for a very small portion of the Brazilianicipalities- the vast
majority of Brazilian cities (3,935) did not even claim toehaonsolidatedNet Debt.

Thus, in 2016, Brazilian municipalities continued to be well evaluated iiFtBECostof Debt
which is the best of themonitored indicators (0.8306 points). Out of the total number of
municipalities analyzed, 3,076 (67.7%) city halls received Concept A and 1,101 (24d2%)
Concept BThe fct is that municipalities have very little accdss contractingdebt. After the
renegotiation ofthe dates and municipalitieslebts with the Federal Government in 1997 and
2001, subnational governments were subject to severastaclesregarding the issuance of
domestic or foreign bonds. Subsequently, fRL (R prevented theFederal Governmerftom
renegotiating the debts of municipalities contracted with private institutions, which limited the
problem of debt to very few municipalities, notably the largest offes

Debt with the FederalGovernment is not a problem for municipalities

3.935 munigpalities did not even claim to havBlet Consolidated Debt

Throughout Brazil, only 367 (8.1%) municipalities presented difficulties with the payment of
interest and amortizatios. That is whyhey remained with Concept C or D in tHeGFCostof

Debt In this goup, the average population is 86 thousand inhabitants, alntliste times the
national average, with emphasis on the capital Macei6 (AL), which remained with Concept D, and
to the capital cities of Sdo Paul®P)nd Belo HorizontéMG), which remained vth Concept C in

the IFGF Cost of Deldt is worth mentioning that 10 municipalitiééreceived zero score in this
indicator for exceeding the legal limit of 13% of the real net reverRBR (RLR) for the payment

of interest and amortization of debt&raph and map 7 present the distribution BFGF Cost of

Debt

16 It is worth mentioningthat in 2016 the regulation of Complementary Law No. 148/14, which reviseddebt

indexer with the Union, brought relief for the payment of interest to a large number of municipalities. Instead of the
IGRDI plus interest of 9% per year, the debt was managed by the IPCA plus interest of 4% per annum, limited to the
variation ofthe basic interest rate (Selic).

7 Cruzeiro do SukQ, Nazarezinh@PB, Riacho dos Caval®B, VicéncigPB, Euclides da Cuni{BA), Rio ReaBA),
JanuarigMG), Tieté(SP, Mafra §G and Sideropoli{Sa.
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GRAPH AND MAP 7: Distribution of municipalitiascording to thelFGFCostof Debtconcept
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MUNICIPALITIES OUTLAWED

The fiscal situation of municipalities is so severe that thousands of them are already failing
comply with the main legislation on public finances, especially the Fiscal Responsibility L
(2001). According to the official statistics declared by the municipalities themselves and me
available by the National Treasury Secretariat referring to 2016,12B@zilian municipalities
failed to comply with at least one of the four legal determinations below:

e 937 <city halls did not declare their acc
51 of the FRL);

. 715 <city hal | soffice withembre acboantsrpaydbke them cash resources
(Article 42 of the FRL);

e 575 exceeded the | imit of 60% of the (LR
e 10 exceeded the | imit of 13% o0-85/BODIR f or

- 140 city halls exceeded the limit of staff cost and left accounts payable without cash covere
for the next mayor;

- 5 municipalities exceeded the limit of cost of debt and the legal limit for the staff;

- 1 municipality exceeded the limit of cost @ébt and left accounts payable without cash cover
for the next mayor.

The number which draws the most attention regards the municipalities without transparenc
there were 937 in 2016. These municipalities should have declared their accounts by Alpeil t
NTS (STN), which, in turn, had another 60 days to make them available to the public. Among
halls which presented accounts according to the legal limit, 715 ended the term without leavi
cash resources to honor postponed commitments for theofeihg term, through the device of
accounts payable. All in all, these city halls left an estimated sum of R$ 6.3 billion to be paic
the next managers. There is also a large number of municipalities declaring their staff cost ab
the legal limit of 60%0f the CNR (RCL). In 2016 they were 575 municipalities. Together, the
municipalities administered 8. 1% of the t¢
billion more with staff than the amount permitted by law. Concerning debt, 10 citis tead
higher interest and amortization expenses. The situation is even more serious in 1
municipalities that have not complied with more than one of these legal determinations.
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The map shows that fiscal irresponsibility is present in every part otthmtry. In some of
them, however, there is a greater concentration of outlawed municipalities. In the Northea:
region, 942 city halls or 52.5% of the region's total failed to comply with at least one legal limit
were not transparent in relation to #ir accounts in 2016. The number is 222 or 49.3% in the
North region. Not far from this reality, the Southeast (582 city halls or 34.9% in total) ar
Midwest (148 or 31.8%) regions have presented more than 30% of their municipalities in t
scenario. Indrn, the South region presented the lowest percentage of municipalities with som
legal pending: 16.5%, 197 city halls.

Georeferencing; outlawed municipalities
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LARGEST AND SMALLEST

The analysis of the largest and smallest allows us to identify the determining factors for a
municipaliy to be at the top or at the bottonof the fiscal management ranking. Thus, it is
possible to follow a path towards a more efficient fiscal management. i$tasvery important
exercise in the context faced, since only 13 of the 4,544 city halls evaluated have achieved
excellence in the management of public resources.

Leader of the IFGF rankingavido Peixoto i§&o Paulo (0.9053) scored ten times more than

last one Riach&o do Bacamarte (0.0858)Paraiba. The chart below compares the average score
of the 500best and the 500 worst municipalities in the IFGF. The biggest difference is in the
indicators of liquidity, investments and staff cost. Low owwmenueis common to both groups,
which shows that the dependency on state and federal transfers is a deficiency even for many
Top 500 municipalities, albeit to a lesser intensity. However, interest and amortizations are not a
problem even for most of the arstranked.

IFGFRaverage score and its fiscal management indicators
0.8715

0.8053
0.7003 0.7476
0.6753 0.6580 ’
0.4506
0.2404
0.1950 0.2284
0.1501 0.1628

m 500 Smallest m 500 Biggest
Even in a municipal election yean,whichmost managers complied with the law and ended the

term with enough cash to cover the expenses left for the next administration, the budget
planning- or lack thereof was the most distinguishing aspect of the ranking extremity. Among
the 500 worst overall results, 278 city halls received a zero score ilF@E Liquiditfor closing

the term in the red; among the 500 largest, only two munaipes had such results.
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One of the main reasons for this cash problem is thdik@d share of théoudget with staff cost.

Among the 500 cities with the worse evaluation in the IFGF, public servant expenditures consume
an average of 61.9% of net curreevenue- NCR (RCL). Moreover, 339 of them declared that the
staff cost exceeded the limigstablishedby the FRL (LRFAmong the @p 500, staff costs
consume, on average, 48.1% of the budget, and none of the cities have exceeded the FRL (LRF)
staff limit of 60% NCR (RCL).

In the municipality's budget, the combination of revenue dependency and high staff cost is
harmful, mainlyfor investments. In 2016, among the last 500 municipalities listed in the ranking,
investments accounted, on average, for only% of the revenues of these city hal8n the
other hand, the ©p 500 dedicated 14.4% of their revenues to investments. Thus, while 309 city
halls of the most highly rated group received Concept A or B inRG& Investmentshe worst

ones received oglfive.
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CAPITALS

The capitals account for 22.7% of the Brazilian population (46 million people in 2016) and
administer 28.1% of the resources held by municipalities. Unlike small municipaliiesre in

many cases there is not even adequate accountomgpetence for fiscal managementapitals

have easy access to tools for an efficient management. Nevertheless, Florianopolis (SC) did not
disclose its accounts within the period determined by the Fiscal Responsibility Law (LRF), which
contrasts with therest of the state of Santa Catarina, whareer 90% of the municipalities have
disclosed their accounts.

All'in all, capitals have less dependency on stated federaladministrationstransfers, a better
managenent of accounts payableas well as thentail less of the budget with staff cost.
However, despite better financial planning, capitals invested slightly less than other Brazilian
municipalities (6.3% versus 6.8% of RCL). This percentage is the lowest since the beginning of the
series in 2006. A®f debt, it is a bigger problem for capitals than for the rest of the Brazilian
municipalities, especially because capitals have a greater abiligigeloans.

Although the average capitscore was 31.7% higher than the national average, they predente
results that ranged from Concept D to B (the score ranged from 0.3985 to 0.7651). Out of the 25
capitals analyzed, 12 were among the Top 500 results in the country, including two in the Top
100: Manaus (33rd) and Rio de Janeiro (66th).

At the top of thecapitak ranking,Manaus (AM)was evaluated with Concept B in ti@&eneral
IFGEF The Amazonian capital obtained ConcepnAFGF Own Reventieanks to the effort to
raise tax collection!®. In addition, it reached a maximum score in tH&GF Investmentor
investing more than 20% of the budgéhe result of a US$ 150 million loan from BIRD (the
International Bank for Reconstruction and DevelopmelBRD) to the city hall for infrastructure
works and debt payments. Nevertheless, it remained with Concéptlie IFGF Cost of Debt

Rio de Janeiro (Rd&btained the secondbest result among the capitals, also with Concept B in

the IFGF. The second largest Brazilian metropolis has a large tax collection capacity, generating
over twothirds of its revenues- the maximum score in théFGF Own Revenudmong the
capitals it is the second largest in tax collection, dmind Sdo PauldSP), which generates
70.1% of its budget, and nationwid&ois among the ten largest municipalities in terms of own
revenue.

18 |nfluenced by the change in the calatibn basis of thenunicipd tax PTU.
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In the Olympic year, even with the real drop in revenues, the city maintamdugh level of
investment, butat the cost of a significant reduction of the city's cashier. In 2016, Rio de Janeiro
City Hall invested 18.2% of its CNR (RCL) (Concept-&Hrivestment$; however, the ratio
between cash availability aretcounts payablen the CNR (RCL) reached the lowest level since
2006: 3.0 % CNR (RCL) (ConceptEGR Liquididy

Also in a prominent ranking positioSalvador(BA) presented a good fiscgtuation (Concept B),
thanks to Concept A obtained in thEGF Own Revenaed thelFGF LiquidityThe largest capital

in the Northeast has a high tax collection capacity, with enough own revenue to pay the entire
municipal servant payroll. In additionhe cash resources discounted froaccounts payable
represent 17.0% of the CNR (RCL). The only reason Bahia did not reach the top of the capital
ranking was due to the low amount of investments (5.6% of CNR (RCL), Concef@F in
Investments.

In the fouth position Fortaleza(CE) reached Concept A in theGF Liquiditand IFGF Cost of
Debt The low amount odccounts payablenabled the available cash resources to achieve 21.0%
of the CNR (RCL). In addition, interest and amortization expenses of thal camsume only
2.3% otthe real net revenue. The loludgetshare destinedo the public servant payrolls (49.0%
of the CNR RCL) is another prominent factor in Ceara, which remained with ConcepFBhn
Staff Cost

Then,Boa Vista(RR)ankedfifth with Concept A inFGF Investmentd=GF Liquiditgnd IFGF Cost

of Debt The percentage of investments in the CNR (RCL) was the highest among the capitals
23.7% of CNR (RCL), due to the capital's urban mobility program. Moreover, the capital of
Roraimaended the year with high availability of cash, equivalent to 21.3% of CNR (RCL). It is
worth mentioning that Ba Vista is a good example tHatv own tax collection is not an obstacle

fora good fiscal management . T haboutd2vlfo off CAIR @REL),e o f
the lowest among Brazilian capitals.

Cther capitals with Concept B are located in the middle of the ranking, between the 6tthand
14th positions The main city of the countngao PauldSP), stands out. It is the 8th position
among the capitals. S&o Paulo was the only one to achieve Conceff@Hrstaff Codtowever,
this result contrasted with Concept D IRGF Investmen{§.1% of CNRRCL). Furthermore, the
budget share to interest and amortization debts was decisivar the capital ranking. These
expenses represented 7.6% of the real net income of S&o P&dacept C in théFGF Cost of
Debt
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Among the greatest metropolises, it is also worth mentioning the resulBetd Horizonte (MG)
In 2016,for the first timein 11 yearsMinas Geraiglid not endthe year with moreaccounts
payablethan cash. The improvement in tHEGF Liquidityed the capital to stay, for the first
time, among the 500 top results in the country.

Among the 10 capitals with Concept Recife (PE) drew attention due to the low level of
investments and for closing the ye#r a tight cash. Investments represented only 6.2% of the
budget and, excludingccounts payablecash represented 3.4% of the CNR (R@tal (RN) in

turn, invested a higherevenue percentage (9.7%), but recorded a higher staff cost percentage:
55.8% of CNR (RCL) versus 53.0% in Pernambuco.

In the South Curitiba (PR) presented a difficult fiscal situation, combining low investment, only
2.4% of the CNR (RCL), and tighghcavith accounts payableresulting in Concept C ifrGF
Liquidity The eighth largest city in the country istire 17" position among capitals and ithe
801st place among all the municipalities analyzed.

Macapa(AP) wasn the penultimate positionamong the capitals with an extreme scenario. If, on
the one hand, Amapa reached Concept ARGF Liquiditand IFGFCost of Dehton the other, it
remained with Concept D in the other three indicators, especially staff cost, which exceeded the
limit of 60% déermined by the FRL (LRFaching73.7% of CNR (RCL).

Campo GrandgMS) obtained the only Concept D among the capitals. The analysis of Mato
Grosso do Sudapital public accounts revealed a low investment scenai3o2 times lower than

the average of dter capitals. Moreover, the amount aiccounts payablavas higher than cash
resources, that is, the city hall failed to comply with the FRL (LRF)leiveredthe capital
accountsn the red.

The caséy-case study othe Brazilian capitals draws attentioto the wealth of information
available for the public policies orientation. The positive results of some of them show that high
fiscal performance is psible In this regard, the IFGF offers taxpayers and public managers an
important instrument for permnent fiscal managememonitoring.
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Rj ; ‘Z/’:g UF  Municipality IFGF 2016 Gl O gpicost MMM jquiry 0% Of

Brazil 0.4655 c D C D C A

33° AM Manaus 1° 0.7651 B A B A © B
66° RJ Rio de Janeiro 20 0.7329 B A C A C B
105° BA Salvador 3° 0.7100 B A B D A B
115° CE Fortaleza 40 0.7039 B B B C A A
135° RR Boa Vista 5° 0.6950 B D C A A A
145° ES Vitéria 6° 0.6923 B A B D B B
167° AC Rio Branco = 0.6854 B © B © A B
229° SP Sé&o Paulo 8° 0.6697 B A A D B C
298° SE Aracaju e 0.6524 B A @ D A A
319° MG Belo Horizonte 10° 0.6477 B A B D B C
344° MT Cuiaba G810 0.6425 B A B © © A
486° PI Teresina 120 0.6183 B B C B C A
626° PA Belém 13° 0.6010 B B C C C B
635° RS Porto Alegre 140 0.6002 B A Cc D C B
672° PE Recife 15° 0.5958 C A C D C B
791° RN Natal 16° 0.5828 C A C C C B
801° PR Curitiba 17° 0.5822 © A B D C B
813° RO Porto Velho 18° 0.5807 C B C D B A
835° PB Jodo Pessoa 19° 0.5787 C B C D B A
876° TO Palmas 20° 0.5746 C B C D B B
1420° AL Maceio 21° 0.5292 © B © D B D
163 MA  S&o Luis 220 0.5135 Cc B C D C B
1778° GO  Goiania 23° 0.5027 C A B D D A
2132° AP Macapa 24° 0.4769 C D D D A A
3276° MS Campo Grande  25° 0.3985 D A © D D A
Average capitals 0.6133 B B C D B B
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REVENUE REPATRIATION

In 2016, revenue from the Repatriation Lahad a significant impacon the Brazilian public
accounts. Combining income tax and fine, the total amount collected through repatriation w
R$46.8 billion. The income tax (IR) amount was distributed to states and municipalities
accordance with article 1590f the Constittion. However, the amount related to fines did not
have its mandatory distribution in the Constitution. Therefore, the government issued tr
Provisional Measure 753 of 2016 which allocated the portion of the repatriation related to tt
fines to the statemand municipalities.

Out of the total amount collected, the sum allocated to the municipalities was R$ 8.9 billion, h
of which referred to the income tax (IR) and half to the fines. Revenues from the income tax
were distributed throughout 2016, wla revenues from the fines were deposited in the
municipalities’ a'y the lash workingnday Dtleeeyeab & fact, @ 4,544
municipalities which provided transparency to their accounts received R$ 7.5 billion in incol
tax (IR) transfey and repatriation fines. This sum represents a 3.8% increase in municij
revenues

Repatriation revenuéCNR by UF (%)
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1 Law 13,254 of 2016 establishes a special regime for the regularization of resources of lawful origin that have not beseh dec
or declared incorrectly. This Law is@known as the Repatriation Law. In this regime, to regularize the resources, an Income 1
(IR) of 15% and a fine of the same rate on the amount were established.

L Article 159 requires that the collection be distributed to the states and municipalited®wing the parameters of the FPE
(Participation Fund of the States) and FPM (Municipal Participation Fund).
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Just to have an idea, if the resources received by repatriation had not been considered,
number of municipalities in a critical situati¢g@oncept D) in the IFGF would increase to 341.

Since revenue distribution followed the Municipal Participation Fund (FPM) logic, ti
municipalities of the North and Northeast regions received a larger amount, which brought
significant relief to their mnicipality public accounts. In Amapa city halls, these resource
represented a 4.7% increase in the CNR (RCL). In Roraima, the impact also exceeded 4% ¢
(RCL). The graph above shows the average impact of revenue repatriation on CNR (RCL)
municpalities per states.

As they resulted in income increase, revenues from the Repatriation Law have prevented
even worse scenario for municipality accounts. In all, 624 city halls escaped from being outla)
due to revenue repatriation. One of the direeffects of repatriation was on the number of city

halls that escaped from exceeding the 60% limit of the CNR (RCL) Staff Cost. Without this
resource, another 296 city halls would have also remained outlawed. The other one was in
relationship between accounts payable and cashier. If it had not been for these extraordin:
resources, another 328 municipalities would have failed to comply with the FRL (LRF) for ha
more accounts payable than cash resources at the end of 2016.
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