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Executive Order (MP) No. 863/2018, which extinguishes the 20% limit on the participation of foreign capital in
Brazilian airlines, should be reviewed by the plenary session of the Chamber of Deputies later this month. On last
April 25, the joint committee of senators and federal deputies that examined the matter approved the final text of
Conversion Bill (PLV) No. 6/2019, which makes changes to the proposal originally submitted by the Executive
Branch.

The deadline for approving the conversion of the MP into law expires on May 22, the deadline by which the text
must have also been submitted to a vote on by a plenary session of the Federal Senate. If this does not occur, the
MP will expire and lose its effects. As the approved PLV does not replace the text of MP 863 currently in force, the
amendments made, if approved by a plenary session of Congress, will only take effect upon publication of the
law.

The main amendment adopted by the Joint Committee concerns the abolition of the limit on foreign equity
interest in airlines. While the original text of MP 863 eliminated any restriction on such equity interest, the PLV re-
established the articles of the Brazilian Aeronautical Code that provided for a 20% limit on foreign equity interest
and the need for Brazilian officers. To be exempted from observing these articles, the airline must operate at least
5% of its flights on regional routes.

Although it seeks to promote regional aviation, which is still deficient in Brazil, the amendment imposes a burden
on potential foreign investors, since regional routes tend not to be profitable, and may limit the entry of
international airlines into Brazil independently of domestic companies.

The industry's opening to foreign capital also includes air taxi companies, which were also obliged to respect the
limit of 20% foreign equity interest of their capital before the issuance of MP 863. The text amended by Congress
is not clear, however, regarding the treatment to be given to air taxi services that have more than 20% foreign
ownership. Since their operation is by nature due to demand, it would not be reasonable to require the obligation
of 5% of the flights of these companies to be on regional routes.

Another point that draws attention to the amended text of MP 863 is the reinstatement of the minimum baggage
allowance per passenger, which places Brazil within the group of countries that do not charge for checked
baggage, as opposed to Resolution No. 400 of the National Civil Aviation Agency (Anac), which authorized this
charge starting in 2017.

If the new law originated from MP 863 conflicts with Anac's rule, there is no doubt that the law will prevail, which
will certainly cause market turmoil. Since the publication of Resolution 400, airlines have been advocating
charging as a way to lower the price of air tickets, in accordance with the model of low-cost airlines operating
abroad. Reestablishment of the baggage allowance practically makes the low cost model in Brazil impossible,
which may also be considered a factor impeding the entry of investors in Brazil.

It will be necessary, however, to wait until May 22 to actually discover the new policies of the Brazilian
government for this industry and to be able to evaluate the impact they will have on air services in Brazil.
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