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NEW AGRIBUSINESS LAW AND INSTRUMENTS TO PROMOTE
RURAL CREDIT WITH REAL GUARANTEES

The recent conversion of provisional presidential decree no. 897, of October 1, 2019, into Law
No. 13,986, of April 7, 2020 (“Law 13,986”), had the purpose of promoting relevant changes in
the Private Agribusiness Financing System, mainly: (i) the institution of the Segregate Rural
Property; (ii) the creation of the Rural Real Estate Credit Notes (iii) changes in the provisions
related to the Rural Product Notes, provided for in Law 8,929, of August 22, 1994 (“Law 8,929”);
(iv) changes to the secured fiduciary sale regime for rural properties; and (v) the possibility of
setting up a solidary guarantee fund to guarantee credit transactions carried out by rural
producers.

Check below a summary of the news mentioned above:

Segregate Rural Property

In the new Segregate Rural Property regime, the terrain, or a fraction thereof, with its
accessions and improvements, become a rural asset separate from the owner/debtor and intends
to support guarantees through the issuance of Rural Product Notes (CPR) or Rural Real Estate
Credit Notes (CIR). The assets and rights included in the segregate rural property do not
communicate with the other assets, rights and obligations of the owner/debtor, provided that the
allocation is directly linked to CPR or CIR. The property under the segregate rural may not be
subject to a levy of execution or judicial constriction.

In order to create the Segregate Rural Property over a fraction of the rural property, the
coordinates of the vertices defining the limits of the affected property must be informed,
georeferenced to the Brazilian Geodetic System and with positional precision adopted by INCRA to
certify the property before SIGEF/INCRA. In the event foreclosure of the Segregate Rural
Property, the segregate fraction of the property will be separated and will acquire its own
registration.

As long as the rural property is subject to the segregate rural regime, it cannot be the given as
collateral to other transaction. In addition, the segregate rural property will not be affected by the
effects of eventual bankruptcy, civil insolvency or judicial recovery of the owner/debtor of the
rural property, except for his labor, social security and tax obligations.

Rural Real Estate Credit Notes (CIR)

The CIR was created to represent credit transactions in any form to be made by the owner of a
rural property by contracting debt for payment in cash. In summary, the CIR has the following
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characteristics that distinguish it from other agribusiness credit instruments: (i) it will be issued
exclusively by the owner of a rural property and will necessarily have the guarantee of the
Segregate Rural Property, (ii) the registration or deposit with a centralized entity or deposit of
financial assets and securities authorized to operate by the Central Bank of Brazil, is a necessary
condition for the CIR to be effective on the Segregate Rural Property attached to it.

In an event of default of the CIR and without payment of the debt, the creditor may
immediately exercise the right to transfer, for its ownership, the registration of the property of the
rural area that constitutes the segregate rural regime. Foreclose procedures must follow the same
provisions of the Secured Fiduciary Sale Guarantee, with the conductions of two auctions for the
sale of the property.

However, if in the second auction the highest bid offered is not equal to or greater than the
amount of the debt, added to other expenses, the creditor may charge the remaining amount of
his credit to the debtor, without any right of retention or indemnity on the alienated property,
which does not occur, as a rule, in the Secured Fiduciary Sale Guarantee. Thus, there is no
automatic settlement of the debt guaranteed by the segregate rural regime, after the second
negative auction.

Changes to the Rural Product Notes (CPR) regime

Law 13,986 brought significant changes to Law 8,929 (which, among other matters, institutes
CPRs), from the modernization of formal aspects, such as the possibility of issuing CPR in an
electronic bookkeeping system, to adjustments in relatively controversial legal issues.

The new legal regime, in summary, (a) established a definition for rural products that can be
subject to CPR issuance, allowing the issuance of CPR by entities that promote the processing or
the first industrialization of rural products, provided that in such case IOF (Tax on Financial
Transactions) will be due, and the Federal Government to specifically regulate the matter, (b)
clearly established that the CPR issued in the financial modality allows interest rate remuneration
or, even, the application of an exchange rate correction rate, (c) started to require the registration
or deposit in a registering entity or centralized deposit of financial assets and securities authorized
to operate by the Central Bank of Brazil, so that CPRs already issued can be negotiated with
exemption from IOF, and as a requirement of validity and effectiveness, for CPRs that are issued
as of January 1, 2021, and (d) now expressly allows the constitution, by the rural producer, of
fiduciary alienation of agricultural products and their by-products, including present or future
goods, fungible or nonfungible, consumable or not, as collateral for the obligations provided for in
the CPR.

Still, considering that the exclusion of certain guarantees is subject to the essentiality of the
respective assets for the issuer's business activity, Law 13,986 started to require the rural
producer to declare in the CPR itself, at the time of its issuance, the essentiality of the movable
and properties that are being offered as collateral.

Thus, subject to the development of judicial precedents, with no declaration of essentiality on
the assets offered as collateral in the CPR, in case of judicial recovery of the rural producer, the
prohibition of withdrawing these assets from the establishment of the recoveree would not be
applicable, as provided in Art. 3 of Law No. 11,101, of February 9, 2005.

Secured Fiduciary Sale Guarantee in favor of Foreign Creditor
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Law 13986 also brought changes to the issue regarding rural properties and foreigners, by
adding new provisions to Law No. 5709/1971. With the changes, the legislation expressly
authorizes, without the need of obtaining INCRA’s (Rural Reform and Colonization Federal
Agency) prior approval, the: (a) consolidation of full ownership on behalf of the foreign fiduciary
creditor, after conclusion of two negative legal auctions of the property, (b) the settlement of any
financial transaction, by means of forced foreclosure, and/or (c) payment in kind or any other
agreed manner of settlement of rural credits through the delivery of the debtor's rural properties,
to creditors classified as a foreign legal entity and/or a Brazilian legal entity with foreign corporate
control, whether financial institution or not, including those properties located in boundary line
zones, which are areas considered crucial to national security (in this case, with the waiver of the
prior consent of the National Security Council, previously required).

Such changes represent an important easing of the previous legal restrictions to foreign
investors, fostering new rural businesses and new credit granting transactions for the growth of
Brazilian agribusiness, with greater legal certainty.

Solidary Guarantee Fund

Law 13,986 establishes the possibility for debtors, creditors and guarantors of credit
transactions carried out by rural producers or for the implementation and operation of rural
connectivity infrastructure (“Rural Credit Transactions”) to constitute a solidary guarantee fund
(“FGS”).

According to Law 13,986, the FGS will have a structure with up to 3 classes of tranches that
should support, in order of priority, the defaults that may occur in Rural Credit Transactions.

In this sense, defaults on Rural Credit Transactions guaranteed by a FGS must be borne in the
following order: 1) a first tranche, whose subscription and payment will be the responsibility of the
debtors and which must correspond to, at least, 4% of the debt balance Rural Credit Transactions
to be guaranteed by FGS; 2) by a second tranche, the subscription and payment of which will be
the responsibility of creditors and which shall correspond to, at least, 4% of the debit balance of
Rural Credit Transactions that will be guaranteed by the FGS; and 3) by a third tranche, if any,
whose subscription and payment will be the responsibility of the guarantors and which must
correspond to, at least, 2% of the debit balance of the Rural Credit Transactions that will be
guaranteed by the FGS.

Law 13,986 also set forth, in summary, that (a) the minimum percentages established above
for each tranche may be increased or changed, according to the agreement between the parties,
as long as the proportion between tranche of the same category of participant is maintained, (b)
the funds paid in, while all Rural Credit Transactions guaranteed by the FGS have not been paid,
will not be liable for other debts or obligations, present or future, incurred by the participants,
regardless of the nature of that debt or obligation, and (c) the FGS it will not pay income to its
shareholders, except when it is extinguished due to the settlement of all debts guaranteed by it.

It draws our attention the fact that FGS is prohibited from paying income to its shareholders.
This prohibition limits the main stimulus that the private sector has when participating in any
business, that is, obtaining a profit, leaving FGS the role of reducing the losses caused by the
default of Rural Credit Transactions, since these will be borne, firstly by the resources contributed
by the debtors themselves.
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