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Intelligent Car Ownership.

Introduction

2

"The key point to begin 
with is determining 
where to put the tax 
deductions."

The first thing to address is
whether the vehicle will be in your name, or the company’s name

There’s no hard and fast rules, however a few things to consider before making the decision are:

Who will be driving the car?
Is it just you? Will there be a pool of employees using the vehicle?
Is it just for one particular employee?

What amount of business use will there be for the car?
Is it 100% business use? Or will the vehicle be used at home too, going on camping trips at the weekends?
Some car finance methods are only available if the vehicle has a certain amount of business use.
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There’s a lot of ways to finance a car, and apart from ‘cash’ they’re all far from straightforward.

If you want to make a smart business decision you need to get to the bottom of what’s the cheapest,

most tax-effective way of owning the car, given your personal, and business related circumstances.

Otherwise you could end up making a mistake that could cost you thousands.

THE ENTITY THE CAR IS ALLOCATED TO IS ABLE TO CLAIM TAX DEDUCTIONS.
That’s the key point at this stage, determining where to place the deductions.

Next is figuring out what method allows you to access the greatest amount of tax benefit, and which approach
suits your requirements the closest.
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If you decide to put the car in the company name,
the finance methods available are as follows:

A. Chattel Mortgage
A finance company lends you money to buy your car, and you pay them back on a monthly basis. You own the
vehicle, but the finance company holds a ‘mortgage’ on the car (the ‘chattel’) as security for the loan.

Tax benefits
   NO GST is charged on any of the finance
  GST on purchase price is claimable in 1st BAS
  Fees are claimable
  Interest is claimable
  Depreciation is claimable 
 (up to the depreciation limit)
  Running costs are claimable

Flexibility
  Length of term from 12 – 60 months
  Deposit and end-of-contract balloon 
 payment options are possible
 - Allowing you to adjust the payments to suit
Security
  Fixed monthly costs on finance
 - Helping you manage your cash flow
  Finance is secured to the car

Flexibility
   Length of term from 12 – 60 months
   Deposit and end-of-contract balloon payment 
 options are possible
   Seasonal payments are possible, eg. 6 month 
 double payments, 6 months no payment
 - Allowing you to adjust the payments to suit
Security
   Fixed monthly costs on finance
 - Helping you manage your cash flow

PROS:

B. Commercial Hire Purchase (CHP)
This is where you hire the vehicle from a finance company, and pay a fixed monthly ‘rental’ over a set period of
time. You have the option of paying the CHP down to zero, or you can set a ‘balloon’ payment as a final 
instalment, at which point you take ownership of the car.

Tax benefits
   NO GST is charged on the monthly 
 ‘rental’ payments
   GST on purchase price is claimable
   Fees are claimable
   Interest is claimable
   Depreciation is claimable 
 (up to the depreciation limit)
   Running costs are claimable

   ‘Wholly or predominantly business use’ is required for this to be an option

CONS:

   Vehicle is on balance sheet

ACCOUNTING:

   On 1st July 2012 the legislation changed, making the financier of the car liable for all of the GST 
 on the interest and fees. These costs may now be passed on to you, and in short, the tax advantages 
 of CHPs are much reduced, as are the numbers of CHPs around.
   ‘Wholly or predominantly business use’ is required for this to be an option

   Vehicle shows on balance sheet

PROS:

CONS:

ACCOUNTING:
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Tax benefits
   Running costs are claimable
   Lease payments are tax deductible
Flexibility
   Length of term from 12 – 60 months

Security
   Fixed monthly costs on finance
 - Helping you manage your cash flow
   Finance is secured to the car

C. Finance Lease
This is where you hire the vehicle from a finance company, and pay a fixed monthly ‘rental’ over a
set period of time. At the end of the lease you can take ownership of the car by paying off a final instalment,
or you can refinance the residual.

   GST is charged on the finance
   GST in purchase price is claimed by financier, not you
   End-of-contract residual payment mandatory

   Vehicle is off balance sheet

D. Operating Lease
You hire the vehicle from a financier, pay a set monthly amount, and at the end of the lease you hand it back to
the finance company. Or, the finance company may make you an offer, for you to purchase the vehicle from them.

Tax benefits
   Monthly ‘rental’ payments are tax deductable
Flexibility
   Length of term from 12 – 60 months
   No residual payment
   Hand the car back at the end of the agreement

Security
   Fixed monthly costs on finance
 - Helping you manage your cash flow
   Finance is secured to the car

PROS:PROS:

   GST in purchase price is claimed by financier, not you
   No equity building in the car
   You can’t claim interest
   You can’t claim depreciation
   Fair wear and tear guidelines can end up costing you at the end of term
   Finance company charges a premium for the ability to hand the vehicle back at the end

   Vehicle is off balance sheet

PROS:PROS:

CONS:

ACCOUNTING:

CONS:

ACCOUNTING:
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Flexibility
   Quick and easy if you have the cash available

E. Cash
This is the easiest option of course, however seldom the most sensible approach.

   No loans, no interest payable

Tax benefits
   Depreciation is claimable (up to the depreciation limit)
   Running costs are claimable

   Capital intensive - cars are depreciating assets, so not a great investment
   The opportunity cost of funds that can’t be put to other more profitable use
   No interest claimable

   Vehicle shows on balance sheet

F. Line of Credit
This is where you dip into an existing ‘overdraft’ credit arrangement, drawing down funds to pay
for the vehicle outright.

   Finance is already approved, sitting there waiting
Tax benefits
   Interest is claimable
   Depreciation is claimable (up to the depreciation limit)
   Running costs are claimable

   In order to claim any deductions, you have to determine what amount of the interest you are being charged 
 is for the vehicle, and what is for everything else. Not easy.
   You’re paying the finance back over an undetermined period of time - never a good idea.
   Your access to credit has been reduced, so if the business runs into cash flow problems you’ll need 
 to fund a capital outlay
   Finance secured to the business

   Vehicle shows on balance sheet

PROS:

CONS:

ACCOUNTING:

PROS:

CONS:

ACCOUNTING:
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G. Property Loan Re-draw
This is where you increase the size of a mortgage on an existing property owned by the business,
and buy the vehicle outright.

   Facility already exists, may be easy to extend the borrowings
Tax benefits
   Interest is claimable
   Depreciation is claimable (up to the depreciation limit)
   Running costs are claimable

   You’re paying the finance back over a much longer period of time than you’re likely to own the vehicle
   Finance secured to the property

   Vehicle shows on balance sheet

Please note:

When the vehicle is in the company name Fringe Benefit Tax always applies, however in some circumstances 

it can be effectively eliminated through ‘employee’ contributions.

3 If you decide to put the car in your name,
there are two ‘areas’ of finance to consider.

Commercial finance
   Commercial Hire Purchase
   Chattel Mortgage
   Finance lease

PROS:
   Tax benefits are similar to those already described, 
 however they will be applied to you, as an individual

CONS:
   You must have more than 50% business use for 
 these to be an option

Consumer finance
   Hire purchase
   Car Loan
   Cash
   Home Loan Re-draw

PROS:
   You don’t have to have any business use any of these

CONS:
   No tax benefits are available, if you don’t have 
 any business use
   Generally very high interest rates

PROS:

CONS:

ACCOUNTING:
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And once you’ve decided the best way to finance your car, the next step is to go out and get the 
best price you possibly can, make sure you maximise your deductions, and make sure you, or your 
accountant manages FBT and EOFY as efficiently as possible.

If you’d like some help navigating through, feel free to give us a call for a chat.

We can take care of all of this for you:
    save you thousands on purchase price and running costs,
    manage the whole process and take care of FBT and EOFY too

You’ve got better things to be doing, 
like running your business.

So that’s the playing field.
As you can see it’s more of a minefield

The Essential Guide 
to Car Finance

Intelligent Car Ownership. ACN 109 098 0087

1800 288 674 Click here and we’ll call you back.

Next Steps?
Give us a call and we'll help you make the right decision

Follow us on LinkedIn for more frequent industry updates


