ORDINANCE MF # 564 OF NOVEMBER 3, 1978

Income Tax - On the verification of results, for tax purposes, of lease agreements
The State Minister of Finance, in the use of his attributes, and


Whereas Decree-Law # 1,598 of December 26, 1977, has introduced substantive changes to the verification of legal entities’ results;


Whereas lease agreements display specific features that require differentiated tax treatment;


Whereas the convenience of adequating legal dispositions with the need for providing lease companies with appropriate accounting procedures and Financial Statements, decides:


1. The present Ordinance disciplines Income Tax Treatment on lease agreements as provided under Law # 6,099, of September 12, 1974 and rendered by societies authorized to operate by the Central Bank of Brazil.


2.  For the purposes of the present Ordinance:


Acquisition Cost: Shall be construed to be the amount of the expenditure incurred by the lessor to acquire the goods destined to lease. Transportation, installation and insurance costs and the costs of taxes paid on acquisition, as well as commitment clause, recorded as revenue pursuant to item 5, capitalized in order to comply agreed conditions, shall comprise the cost of acquisition, where they constitute the lessor’s burden and must be recovered through the lease agreement.

.....


Guarantee Residual Value: shall be the amount stipulated in the agreement for exercising the purchase option or the amount contractually guaranteed by the lessee as the minimum to be perceived by the lessor on sale of the leased goods to third parties, should the purchase option not be exercised.


3. The cost of acquisition shall be accounted under the lessor’s fixed assets ledger.

.....


5. Revenues arising from agency or negotiation commissions shall accrue the results of the corporate period in which the agreement was entered into. Those arising from commitment fees shall accrue the results of corporate periods in which they are due.

.....


9. The results verified when the leased goods are sold shall be treated as follows:

I. in the event of the exercise of the purchase option, or sale to third parties with the appropriation, by the lessor, of the Guarantee Residual Value, the difference between the sale price Guarantee Residual Value shall be taken:

a) as period results if positive;

b) as deferred asset, for amortization in the course of the remaining 70% (seventy percent) of the normal useful life time of the goods, if negative;

II. in the event of sale to a legal or natural entity not connected to the lessor or to the lessee by common economic interests, with the appropriation, by the lessor, of the entire sale price, the loss or profit shall be taken as period results.


10. Once published, the present Ordinance shall promptly apply to any and all lease agreements that may be entered into.

MÁRIO HENRIQUE SIMONSEN

Minister of Finance

(Official Gazette of Nov. 10, 1978)

