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Abstract: The article is focused on fixed assets, especially on purchase by financial
leasing. There are summarized tax changes of income tax and VAT. The main aim of
the article is to find out the legal framework and to analyze the effect of the tax
changes on financial leasing in the Czech Republic.

INTRODUCTION

The paper concentrates on fixed assets, mainly on decisions about purchase
and finance. The main attention is paid to purchase of fixed assets by finan-
cial leasing. There are summarized all important changes in Income tax act
(Act No. 586/1992) and Value added tax law (Act No. 235/2004). The aim
of the paper is to analyze the consequences of the tax changes on financial
leasing in the conditions of the Czech Republic.
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THE LEGAL FRAMEWORK
OF FIXED ASSETS

The following rules are dedicated to the issue of the fixed assets, the way of

their acquisition and financing:

— Act No. 586/1992 (Income tax act),

— Act No. 563/1991 (Accounting directives law),

— Act No. 235/2004 (Value added tax law),

— The public notice No. 500/2002, which shall be made to certain provi-
sions of Act No. 563/1191 (Accounting directives law),

— The measure No. 281/89 759/2001, laying down the procedures and chart
of accounts for the entrepreneurs.

The Czech legal standards distinguish three basic types of fixed assets,
intangible assets, tangible assets and financial assets.

Intangible fixed assets must have a service life longer than one year (from
the date of their acquisition) and the costs have to be higher than 60 000
CZK. The service life means the period during which the assets are available
for current or future use. Among intangible fixed assets there are e.g.: estab-
lished expenditures, intangible results of research and development, soft-
ware, valued rights and so on.

The total costs of acquisition a tangible fixed asset (movable) has to be
higher than 40 000 CZK and its service life has to be longer than one year.
Tangible fixed assets include e.g.: land, buildings, non-residential premises,
work of art, the basic herd and draught animals, etc.

Long-term financial assets, according to §8 of public notice
No. 500/2000, are for example: shares in the business unit (in a daughter
company), long-term debt securities (held to maturity), long-term loans
and credits, etc. (Jaro§ 2010, pp. 33-63), (Public notice No. 500/2002, Act
No. 235/2004)

METHODS OF ACQUISITION
AND FINANCING OF FIXED ASSETS

Acquisition of the fixed assets can be carried out by the followings ways:
— by purchase,
— by creating in own activities of the entrepreneur (,,capitalization of fixed
assets‘),
— by acquisition of property for free (e. g. donation),
— by contribution of fixed assets by another subject,
— by transfering property from personal use to business,
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— by acquisition of rights from the results of intellectual creative activities.

(Jaros 2010, pp. 38—44).

Entrepreneurs who decide for acquisitions of fixed assets have to solve
the problem of funding the assets. The available options are following:

— cash purchase,
— purchase on credit,
— lease-purchase agreement. (Valouch 2009, pp. 17-19).

Each of the above mentioned options has some advantages
and disadvantages and entrepreneurs have to be very careful while making
a decision about acquisition.

Purchase of assets in cash is based on the assumption that the entrepre-
neur has enough available funds, which can be used for the acquisition of the
assets. The most important fact, from the perspective of entrepreneurs, is that
immediately after the purchase the entrepreneur becomes the owner. That is
the moment when entrepreneurs get the unrestricted rights to dispose of the
object, which is included in the assets. This method of acquisition does not
run entrepreneurs into the debt. On the other hand, it is possible to observe
anegative impact on cash flow, because of the large single expenditure
in cash.

If the entrepreneurs do not want to finance the acquisition of fixed assets
from their own resources (cash purchase), another options could be used e.g.
credit or leasing.

The purchase of assets on credit has several uncontested advantages. First
of them is the fact that, comparing to cash purchase, the entrepreneur does
not need a large amount of available funds from his own resources at the
moment of the purchase. Another huge plus of this method is also the fact
that thanks to a bank credit the entrepreneur becomes the owner immediately
at the time of purchase. Hence the purchase it is possible to apply the tax
write-offs, which are eligible from the income tax act (if they meet the con-
ditions defined in the Act No. 586/1992). The entrepreneurs may also use the
tax recognition of interests on the bank loan (if it meets the condition in §24
article 2 (zi) of the income tax act).

The main disadvantages of bank credits are especially the obligation
to pay interests of the loans at regular times and the high fees
which the banks charge without any significant difference among them.
Usually, the processing of application fora loan isnot free of charge.
The bank credit belongs to the foreign resources, which negatively affects
the degree of indebtedness. The above mentioned facts are summarized
in the following definition: “The great advantage of purchase on credit
is the fact that the ownership of the assets is transferred to the buyer imme-
diately at the moment of signing the agreement. The owner gets the rights to
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dispose with the assets and these rights are not limited in any way” (Valouch
2009, p.20).

It should be mentioned that Czech legislation recognizes two basic forms
of lease, the financial leasing and the operational leasing.

Operational leasing is a form of the current lease, which is realized on the
basis of signed contract. The lessee gives up an item for a benefit of the
leaseholder in return of payment. The object of leasing has to be in good
conditions for the use defined in the contract. The leaseholder is allowed
to use the object of lease and to take benefits from it. Operational leasing
is based on the assumption that after the end of the lease the object of leasing
will be returned to the lessee (Valouch 2009, pp. 17-19).

Financial leasing is usually a longer-term lease. The leasing contract con-
tains information that the leaseholder is authorized to buy the object
of leasing during or at the end of lease term. The transfer of ownership to the
object of leasing is provided by a separate contract between lessee
and leaseholder.

From the above mentioned definitions of various forms of leasing, it is
possible to define an important technical difference. The main difference is
that the leaseholder becomes only renter “a temporary” in the financial leas-
ing. At the end of lease term, the ownership of object is transferred from the
lessee to the leaseholder. While in the operational leasing the lease of the
object is only temporary. After the agreed period of lease the object of leas-
ing still belongs to a leasing company. There is no change of ownership.

In the following part of the article the attention will be concentrated only
on financial leasing. Financial leasing has a big plus due to the fact that on
aday of purchase it is not necessary to have a large amount of available
funds. The rent for financial leasing is divided into a longer period. The rent
is, according to the Czech income tax act (§ 24 article 2 and § 24 article 4),
eligible tax expenditure, and therefore reduces the tax base. Because the
leasing rent enters the costs gradually, the financial leasing does not increase
the total indebtedness of the company. It would seem that financial leasing is
clearly the best way, but this way of acquisition assets has also some draw-
backs...The main drawback is the leasing ownership of the object. The asset,
which is the object of the leasing contract, remains in the ownership of the
lessee during the whole lease term. The lessee can draw the entitlement to
tax write-offs on the object of leasing, soafter the repurchase
by the leaseholder the object of leasing is fully depreciated. Moreo-
ver, the leaseholder takes all risks associated with the ownership (e.g. the
risk associated with the destruction or theft of the object of leasing). Also,
any modifications on the object of leasing are possible only with consent to
the lessee. And finally, of course, it is very difficult to cancel leasing con-
tracts... (Valouch 2009, pp. 33-38, Act No. 586/1992).
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In the following table, the most important advantages and disadvantages
of the various ways of financing the acquisition assets are summarized.

Table 1. Summary of the advantages and disadvantages of various ways
of financing assets

The method of

fi . The advantages The disadvantages
inancing

Not increasing the total indebted- | Negative impact on cash flow
ness

A buyer becomes immediately the
Cash purchase | owner

No restriction (unrestricted rights
to dispose with the asset)

Need a smaller quantity Obligation to pay interests
of available funds from own Fees for operation of the credit
resources at the moment of pur- accounts
Purchase chase Fees for processing Qf application
. The entrepreneur becomes the Increase of the total indebtedness
on credit
owner at the moment of purchase
The entrepreneur may apply the
tax write-offs
Tax eligibility of paid interests
The rent is divided into a longer The owner of the object for whole
period lease term is the lessee
The rent is tax expenditure The leaseholder cannot draw an
Leasing does not increase the total | entitlement to tax write-offs
indebtedness The leaseholder takes all risks
Lease-purchase associated with the ownership
agreement Any modification on the object of

leasing only with consent

of the lessee

Difficulty to cancel leasing con-
tracts

Danger to withdraw the object of
leasing

Source: Own processing based on sources: Hovorka (2010); Jaros (2010, pp. 33-63), Valouch
(2007); Valouch (2009, pp. 17-38).

LOAN VS. LEASING

Each of the above mentioned ways of financing assets has its own advanta-
ges and disadvantages. When deciding about the method of acquisition of
the asset on loan or by leasing it is necessary to pay attention to the three key
areas:
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Administrative intensity and the right to free dispose of assets

Leasing is very popular in the Czech Republic. One of the reasons may
be the fact, that it is an administratively less demanding way of acquisition
assets. Leasing companies meet customers’ halfway e. g.: leasing for means
of transport comprise directly into the leasing contract damage liability
and time to time also accident insurance (with better conditions than usual).
»The great advantage of leasing is its small administrative intensity and also
additional services provided by the leasing companies with more favourable
conditions than is common on the market” (Valouch 2009, pp. 20).

Tax implications

On the base of income tax act, the fees are associated with conclusion and
operation on the bank credits and leasing contracts recognized as tax ex-
penditure. The same situation is with a rent of tangible assets, that the lease-
holder has to pay to the leasing company. Both the leaseholder and the lessee
have the obligation to distinguish the rent between current and future perio.
In the case of intangible assets, the situation is a little bit different. The in-
come tax act allows a leaseholder and a lessee at the same time to write off
the object of leasing (§32a article 3 of income tax act).

The financial intensity of acquisition assets

The main attention belongs to the real cash flows, which entrepreneurs
have to spend during the leasing or credit relationship. For determination
of the financial intensity of acquisition the asset it is possible to use the “net
benefits of leasing” method. It compares the net present value of investment
financed by leasing and loan (Valouch 2009, pp. 19-25).

N _ N
—— <2n:1Ln X (1—d) +3¥-1d x Qn>

(1+0n

Where: CVL = net benefits of leasing; K= capital expenditure;
L,= leasing payments in each of the years of service life; d = tax rate;
0, = tax write-offs each of the years of service life; n = a year of service
life; N=service life; i = interest rate including the effect of income tax
(Valouch 2009, pp. 19-25).
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FINANCIAL LEASING FROM
THE PERSPECTIVE OF ACT NO. 586/1992
(INCOME TAX ACT)

In Act No. 586/1992 (Income tax act), considerable attention is paid
to financial leasing. The great danger of financial leasing in terms
of the income tax act is that the tax conditions defined in this law
(§ 24 article 2 (h)) have to be complete. Otherwise, the rent paid,
which was originally eligible for tax purposes, may backward become
the rent, which is not eligible for tax purposes. Of course, it is connected
with a danger of fiscal penalties, the interest on overdue payment and fines,
which the revenue authority can award to the tax subject.

Great attention is paid to the issue of financial leasing in §24 of income
tax act, especially in § 24 article 2 (h), articles 4, 5 and 6, and also in articles
15 and 16). It is necessary to emphasize that all business units, if they want
to be in accordance with the Act No. 563/1991, have to distinguish between
the current and future expenditures. For this reason, a “costs of future peri-
ods” account appears in the accounting of leaseholders and in the accounting
of lessee appears a “deferred income” account, which allows business units
to fulfill this obligation.

The income tax act does not recognize the concept of “financial leasing”.
For the purposes of the Act No. 586/1992, financial leasing is defined
as “financial lease with future purchase of the rented tangible assets”.

There have been significant changes in the issue of financial leasing
in the last years. For the determination of the conditions for tax eligibility of
lease installments it is necessary to know the time of the conclusion
of the leasing contract. (Brychta et all 2010, pp. 473-489), (Jaro§ 2010,
pp- 77-80, Act No. 586/1992)

The summary of the most important changes in the financial leasing
from the perspective of the income tax act (Act No. 586/1992) is processed
in the Table 2.

Additional conditions to accept the lease installments as tax expenditures
are defined in § 24 article 4 (b). This section says that immediately af-
ter the end of the lease a transfer of ownership to object of leasing has to
follow from the lessee to the leaseholder. While the purchase price of object
of leasing (tangible assets) shall not be higher than the net book value calcu-
lated from the entry price by using linear depreciation defined in § 31 article
1 (a) of income tax act to the date of sale. If this “fictional” tax net book
value was zero, this condition could not be made.
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Table 2. The most significant changes in the financial leasing from the perspective
of Act No. 586/1992 (Income tax act)

Contract is conclud-

According to the Act No. 586/1992 (income tax act), lease

ed: installments aretax expenditure, if:
. The lease term is longer than 20% of the amortization period
Until . .
st defined in §30 of income tax act, at least 3 years (for movable
31" December 2007
assets) and for real estate at least 8 years.
From The lease term of tangible movable assets is at least the same
1* January 2008 as the minimum of amortization period defined in §30 article 1
until of income tax act and in the case of real estate at least 30

31* March 2009

years.

For tangible movable asset, which (according to supplement

No. 1 of income tax act) belongs to:

From 1** April 2009 | _
until

31" December 2010

The 1* depreciation group lasts at least 36 months,

— The 2™ depreciation group lasts at least 54 months,

The 3™ depreciation group last at least 114 months,

— Real estate lasts at least 30 years.

The lease term of tangible movable assets shall be at least the
minimum of amortization period defined in §30 article 1; for
tangible movable assets which belong to the 2™ or 3™ depreci-
ation group according to supplement No. 1 of income tax act,
the lease term can be shortened up to 6 months. The lease term
of real estate has to last at least 30 years.

From
1* January 2011

Source: own processing based on sources: Brychta et all (2010, pp. 473-489); Jaro§ (2010,
pp.77-80); Valouch (2009, pp. 27-39); Act No. 586/1992.

The last condition for tax eligibility of the lease installments is laid down
in § 24 the article 4 (c). After the end of financial lease with future purchase
of the rented tangible assets the entrepreneur from § 2 (natural person) has to
include the repurchased asset (object of leasing) to his business property.

In the conclusion of the financial leasing in the period from 20" July
2009 to 30™ June 2010, if the conditions in § 24 article 15 of income tax act
are fulfilled, the lease term can last 12 months (for assets in the 1 deprecia-
tion group) or 24 months (for assets in the 2" depreciation group). The-
se special conditions in accordance with the income tax act are:

— The lessee (leasing company) is allowed to use “extraordinary deprecia-
tion” according to § 30a of income tax act,

— The lessee is the first owner of a “new’ asset,

— The lessee bought the asset (the object of leasing) in the period from 1*

January 2009 to 30" June 2010. (Brychta et all 2010, pp. 473-489, Act

No. 586/1992).
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FINANCIAL LEASING
FROM THE PERSPECTIVE
OF ACT NO. 235/2004 (VALUE ADDED TAX LAW)

From the perspective of value added tax law there is a similar problem as in
the case of income tax act. To determine the correct VAT rate it is necessary
to know the date of conclusion of the contract of financial leasing. The VAT
rate for financial leasing was significantly changed to 1* May 2004; because
this is the day the Czech Republic joined the European Union.

Until 30" April 2004 the VAT was governed by the Act No. 588/1992.
According to § 16 was the base rate of VAT intended on 22% and decreased
rate of VAT on 5%. The financial leasing belonged according to
§ 28 article 1 (c) to “financial activities”, so it was covered by the provisions
of § 16 article 5 and the decreased rate of VAT could be used.

The Act No. 588/1992 was replaced by a new Act No. 235/2004
on 1* May 2004. The new VAT law had a fundamental impact on the lessees
of financial leasing. Compared with the Act No. 588/1992 applicable to 30"
April 2004, the new VAT law was much worse for the lessees. The majority
of taxable fulfillment (including lease relations, which were not exempted
from VAT), was moved from the decreased rate to the base rate of VAT=
19%. This fact greatly increased the price of financial leasing. The impact
was reflected especially in the financial leasing of passenger cars.

The legal adjustment of VAT, which was valid until 31% December 2008,
considered individual lease installments as “a partial fulfillment”. It meant
that individual lease installments were charged of VAT => each payment
was a separate tax base. The lessee paid VAT from individual lease install-
ments and the leaseholder could exercise the entitlement on VAT deduction
directly from the individual lease installments. The tax document
was a schedule of payments. In this form, it was valid until 31" December
2008.

According to the amendment of the VAT law, valid from 1% January
2009, financial leasing was not the partial fulfillment any more. Financial
leasing has been considered as “a delivery of goods” or “a conveyance of
real estate” from the date of origin the right to use the object of leasing.
With that, of course, new obligations to lessees and leaseholders were relat-
ed. The lessee had the obligation to pay VAT newly from the total leasing
price immediately at the beginning of the contract. The total leasing price
included:

— extraordinary installment,
— lease installments,
— the selling price.



106  Monika Grebikovd

The leaseholder can exercise the entitlement on VAT deduction immedi-
ately at the beginning of the contract, of course, only for commodities al-
lowed by the law (e. g. the entitlement on VAT deduction was not for leas-
ing of passenger cars). The tax document was not the schedule of payment,
but newly only the invoice.

This amendment to the VAT law touched contracts which were conclud-
ed after 1*" January 2009, and all contracts signed to 31% December 2008,
for which the takeover of the object of leasing was in 2009.

From 1** April 2009 the amendment of Act No. 235/2004 (VAT law) has
come in force, which repealed the provisions laid down in § 75 article 2.
It contained the prohibition of VAT deduction when purchasing a passenger
car. From 1* April 2009 it was possible to use VAT deduction for passenger
cars purchased in the Czech Republic, acquired from another state of EU, or
imported from third countries. The tax deduction was allowed if the place of
fulfillment was in the Czech Republic and the date of taxable fulfillment was
not before 1% April 2009. The conditions for entitlement to the deduction of
the VAT were defined from § 72 to §7 9. Very important was the fact that
for passenger cars acquired until 31* March 2009 were not the entitlements
of the deduction of the VAT also after the 1" April 2009. (Act No. 235/2004;
Act No. 588/1992; Finance... 2009; Zivnostnik 2009).

THE DEVELOPMENT OF FINANCIAL
LEASING IN THE CZECH REPUBLIC

In 2002, according to international statistics, the goods the total amount of
3.4 billion euro were acquired in by financial leasing, which is much more
than in Poland and Russia, thus in countries with a much larger market. En-
trepreneurs preferred leasing, especially because getting the bank loan was
too lengthy (Hovorka 2010).

In the “golden times” for the leasing companies in the Czech Republic,
leasing was used primarily for the purchase of passenger cars.
In the year 2000, passenger cars represented a share of 48.5% of all movable
assets which were financed by leasing. In 2010, it was only 25.5% of mova-
ble assets. The reason could be the economic crisis and the associated de-
cline in the willingness to take loans, but especially natural structural chang-
es. (CLFA 2006; CLFA 2011).

Currently, the published statistics show that the Czech Republic follows
a trend typical for the countries of Western Europe. Entrepreneurs are gradu-
ally moving from leasing to bank credits. This trend is influenced by the
economic recession and also by the fact that at the beginning of the trans-
formation period entrepreneurs did not have any history in their banks.
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Nowadays they have a history, so they are more trustworthy partner than
they were before (Hovorka 2010).

From the statistic published by the Czech leasing and financial associa-
tion (CLFA), it is possible to see that the financial leasing is less and less
used for the purchase of utility cars (vans). The share of leasing of utility
cars in the total volume of leasing of movable assets represented 19.9% in
2007, while in 2010, it was only 4.2%.

Exactly the opposite trend is for the purchase of ships, planes, wagons
and engines. In 2007, the share of these commodities constituted 1.2%.
In 2010, it was already 5.0% of the total volume of the leasing of movable
assets.

What is very interesting is also the one-year fluctuation in the item “ma-
chines and equipment” in 2009. In 2009 compared to 2008 increased the
share of the item by more than 6%.

In the statistics of CLFA, a new item (“photovoltaic equipment™) has ap-
peared since 2010. The item immediately got a share of the total financial
leasing of movable assets 18.3%. (CLFA 2006; CLFA 2011).

Chart 1. The leasing of movable assets in the Czech Republic according
to the commodities in 2007 (share of the total volume in %)

photovoltaic  other commodities
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IT,office and

communication mach.ines and
technology < equipment
1% 24%

ships, /—————”
planes, |

wagons |

engines
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3%

buses, trolley-bus
1%

motorcycles
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Source: Czech leasing and financial association (2011).
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Chart 2. The leasing of movable assets in the Czech Republic according
to the commodities in 2008 (share of the total volume in %)
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Source: Czech leasing and financial association (2011).

Chart 3. The leasing of movable assets in the Czech Republic according
to the commodities in 2009 (share of the total volume in %)
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Source: Czech leasing and financial association (2011).
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Chart 4. The leasing of movable assets in the Czech Republic according
to the commodities in 2010 (share of the total volume in %)

other commodities
1%

IT,office and
communication 1
technology  ships, planes,
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Source: Czech leasing and financial association (2011).

THE STATITICS OF THE LEASING
OF MOVABLE ASSETS ACCORDING
TO SECTORS OF THE ECONOMY

From the statistics published by the Czech leasing and financial Association
(further just CLFA), it is possible to observe the development in the use of
leasing of movable assets according to sectors of the economy.

While in 2000 the private consumers represented a share of 17%
of the total leasing movable assets, in 2010 their share decreased
to a mere 3%.

The sector “industry, building industry” increased the share from 25% in
2000 to 37.5% in 2010.

The highest share in the period (from the year 2000 to the year 2010) had
“services private sector”’, which retains approximately 50% of the total vol-
ume of movable assets (CLFA 2006; CLFA 2011).
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Chart 5. Leasing of movable assets according to sectors of the economy in 2000
(share in %)
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sector 2%
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Source: Czech leasing and financial association (2006).

Chart 6. Leasing of movable assets according to sectors of the economy in 2007
(share in %)
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Source: Czech leasing and financial association (2011).
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Chart 7. Leasing of movable assets according to sectors of the economy in 2008
(share in %)
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Source: Czech leasing and financial association (2011).

Chart 8. Leasing of movable assets according to sectors of the economy in 2009
(share in %)
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Source: Czech leasing and financial association (2011).
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Chart 9. Leasing of movable assets according to sectors of the economy in 2010
(share in %)

services  others consumers agriculture
public 0% 3% 5%

Source: Czech leasing and financial association (2011).

THE STATISTICS OF FINANCIAL LEASING
IN THE CHECH REPUBLIC FROM
THE YEAR 2000 UNTIL 2010

It is possible to see from the published statistics that the leasing of movable
assets had the upward trend from 2000 until 2004. In 2004, there was a slight
decrease compared to the year 2003. The decrease may have been due to the
change of VAT rate for financial leasing. However, in the following years
(from 2005 until 2007) the lessees of financial leasing managed very well.
The decline of interest in financial leasing came in 2008 and continued in
2009. In 2010, there was a slight improvement, but in comparison with vol-
ume of leasing of movable assets in 2007, when the interest in financial leas-
ing reached its peak, it is relatively low. The situation was probably caused
by the changes inthe income tax act. The Amendment of the Act No.
586/1992 changed the minimum compulsory duration of leasing tangible
movable assets. This fact could have significantly affected the interest of
financial leasing, primarily from the point of view of entrepreneurs.

The financial leasing of real estate had a gradual increase of volume from
2000 until 2004, in the upcoming years the reached level was kept. Statistics
of CLFA shows a radical decline in the interest of financial leasing in 2009.
It fell by almost 75% compared to leasing of real estate in 2008. This decline
continued also in the following year and it was probably caused by the
amendment of the income tax act. The amendment valid from 1st January
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2008 substantially extended the minimum compulsory duration of financial
leasing, from 8 to 30 years. (CLFA 2006; CLFA 2011; Act No. 235/2004;
Act No. 586/1992).

Chart 10. The growth of financial leasing by members of CLFA (in billions CZK)

140
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Source: Czech leasing and financial association (2011).

THE DEVELOPMENT OF FINANCIAL
LEASING ABROAD

On the basis of statistics published by Leaseurope, which associates leasing
association operating in the territory of the European Union, it was found
that also in other states of the EU there has been a decline in interest
of financial leasing. The trend began in 2008, when the total volume
of newly concluded leasing decreased by more than 26.299 million euro,
compared to 2007. An even greater decline came in 2009, when the volume
of newly concluded leasing recorded the greatest decline almost 100 million
EURO in comparison with the previous year.

The declining share of the newly concluded leasing was negatively re-
flected in the values of the total volume of the leasing. In 2008,
the total volume of leasing of members of the association Leaseurope,
reached its record level of 732.735,21 million euro. In 2009, there can be
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observed a decrease of more than 47.089 million euro in comparison with
the year 2008 (Leaseurope 2010).

Chart 11. The development of the total volume of leasing by members
of Leaseurope from 2006 until 2009 (in millions EURO)
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Source: Leaseurope (2010).

The trend of a slight decrease of the total volume of leasing can be moni-
tored especially in Western FEuropean countries. To confirm the
above mentioned statement the following countries were chosen: Germany,
Spain, France and Italy.

Chart 12. The total volume of leasing by selected members of Leaseeurope between
the years 2006 and 2009 (in millions EURO)
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CONCLUSIONS

The major impact of changes in Act No. 235/2004 (VAT law) on the volume
of leasing movable assets appeared in 2004. On 1* May 2004 the Czech
Republic became a member of European Union. It was connected with large
changes in VAT and financial leasing was moved from the decreased rate of
VAT (5%) to the base rate (19%). The change resulted in the increase of
price of financial leasing for customers and the interests of these services
decreased. As a result of the above mentioned facts, the volume of leasing
decreased about 2.7 billion CZK in 2004 in comparison with 2003.

According to the Income tax act (Act No. 586/1992), valid from
1* January 2008, entered into force a change which significantly ex-tended
the minimum duration of financial leasing of movable assets compared to the
previous years. Entrepreneurs quickly responded to the change, and it caused
a decrease of the total volume of leasing of movable assets. In 2008, there
was a reduction of 27.2 billion CZK compared to 2007. The trend continued
also in 2009, when there was a further substantial decline of the volume of
leasing. In 2009, the volume ofleasing decreased by even more
than 51 billion CZK compared to 2008. The amendment of the income tax
act caused the extension of the minimum duration of financial leasing of real
estate too. Until 31* December 2007 the minimum duration of leasing of real
estate was 8 years, from 1* January 2008 the minimum duration has been
changed to 30 years. In 2008, the volume of leasing of real estate remained
at the same level as in the previous years, but the radical decline came
in 2009. It was a decline of 8.4 billion CZK, so the total volume of leasing of
real estate decreased from 11.6 billion CZK to 3.2 billion CZK.

Another problem for leasing companies was the amendment of VAT law
valid from 1* January 2009. Until 31* December 2008 the lease installments
were “partial fulfillment”. Since 1* January 2009 the lease installments have
become a “delivery of goods” or “conveyance of real estate”. The amend-
ment resulted in obligation to pay VAT immediately at the beginning of
lease. This change has caused a radical decline of the volume of leasing of
movable assets, by more than %2 compared to the year 2008.

The changes of Income tax act and VAT law were not only negative from
the perspective of financial leasing there were also some positive aspects.
The amendment of VAT law, which entered into force on 1™ April 2009,
allowed the deduction of VAT for passenger cars. The amendment should
encourage entrepreneurs and especially the car industry in the Czech Repub-
lic in the times of economic crisis. Thanks to this change, the share of pas-
senger cars increased on the total volume of leasing of movable assets from
23.0% in 2008 to 27.3% in 2009 in the Czech Republic.



116  Monika Grebikovd

The slight decrease in the interest of financial leasing can be observed al-
so in some Western European countries. It can be affected by the economic
crisis and by the entrepreneurs’ fear of the future.

On the basis of the analysis, it is possible to confirm the assumption
that changes in tax laws have a significant impact on the use of financial
leasing in practice. The assumption can be proved by the Act No. 235/2004
(VAT law) and the Act No. 586/1992 (Income tax act).

The main aim of the further research will be a creation of a model using
fuzzy logic, which will be able to manage the tax liability of entrepreneurs
by using various ways of acquiring the assets.
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