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Financing 
motor vehicles
A common question facing 
businesses is how to finance and 
account for the acquisition of a 
motor vehicle. There are numerous 
ways that can be used, with each 
having unique taxation treatment.

1.  OUTRIGHT PURCHASE

The advantage of purchasing a vehicle outright, as 
opposed to financing the acquisition of the vehicle, 
is that there will be no ongoing costs of finance. This 
may not be such a big issue in these times of relatively 
low interest rates. It wasn’t that long ago, however, 
that interest rates were not so low, which would have 
substantially increased the monthly payment and added 
significant cost to the overall purchase price. That said, 
the outright purchase of a vehicle can impact greatly 
on the cash resources of an entity when those funds 
may be better utilised elsewhere in the business. It is far 
easier to obtain finance for the acquisition of a vehicle 
than it is for the acquisition of trading stock. Care 
should therefore be taken not to cripple the entity’s cash 
flow if considering an outright purchase.

From an income tax standpoint, any deduction for 
depreciation can usually be claimed upfront under 
temporary full expensing, however claims may be limited 
by the car limit (which is currently $60,233). 

2.  LEASE

Rather than choosing to acquire the car outright, the 
business may elect to finance the acquisition of the 
vehicle. The central issue that surrounds any form of 
financing, and how it is to be accounted for, is whether 
the person providing the asset under the finance 
arrangement is the legal owner of that asset. This issue 
goes to the heart of how the finance transaction is to be 
treated and is often the subject of ATO scrutiny. 

It is important not to claim deductions for what 
appear to be lease payments when in fact the finance 
arrangement is a hire purchase or similar type of 
transaction. The only way to identify the difference is to 
read the terms and conditions of the finance agreement. 
The arrangement will be of a nature of a lease when: 
	■ There is no option to purchase the vehicle written 

into the agreement, and 
	■ The residual value reflects a bona fide estimate of the 

vehicle’s market value at termination. 

If these two conditions are not met, the finance 
agreement will generally be a hire purchase or other 
instalment type agreement. In effect, a leasing 
document identifies the owner of the vehicle as being 
the lessor with the lessee merely renting the vehicle 
from them for regular fixed instalments. Under a leasing 
arrangement, the lease payments are deductible to 
the extent the vehicle is used for income producing 
purposes.

Continued on the following page �D
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	■ Disputes may arise amongst SMSF members – we 
know disputes occur in two to four member SMSFs, 
so the likelihood of further disputes could increase 
as the number of fund members grows, especially 
when relationships break down or when a member 
loses capacity, becomes ill or passes away.

	■ Different risk profiles and investment strategies can 
add complexity and administration issues – eg, the 
parents may want conservative investments while 
the children may want to take more risk, eg, invest in 
cryptocurrency.

	■ Difficulty with decision-making ability – having more 
members means the strategic high-level decisions 
and general day-to-day operations of the fund may 
be harder to resolve amongst the trustees. 

	■ Estate planning may need to change – your estate 
plan may be affected by the changes to your SMSF 
which means there may be a need to update or 
make changes to your estate planning documents 
including your Will, Enduring Power of Attorney, etc. 

	■ Insurance costs may be higher in an SMSF – 
as group insurance is bought in bulk by larger 
superannuation funds, the premiums can be cheaper 
in industry/retail superannuation funds.

FINAL THOUGHTS
If you’re thinking about taking advantage of the 
recent law change by increasing the membership of 
your SMSF to six members, you’re most likely going 
to need a corporate trustee structure for your fund. 
This is because the Trustee Acts of most Australian 
States and Territories still only allow a maximum of 
four individual trustees for SMSFs. This means you will 
need to have a corporate trustee (rather than individual 
trustees) in order to satisfy the trustee limit contained 
in the relevant legislation in your local State or Territory 
jurisdiction.

As you can see, there are several considerations for 
those thinking about having a larger family SMSF. So 
if you’re considering commencing a fund with more 
members or if you are considering restructuring your 
existing fund(s) to take advantage of the increase in 
member numbers, then you should seek legal and 
financial advice to ensure the decision you make is the 
right one for you, fellow members and your SMSF. n

3.  HIRE PURCHASE

Essentially, a hire purchase arrangement is an 
agreement to purchase goods by instalments. The term 
hire purchase is defined in section 995-1 of the Income 
Tax Assessment Act 1997 as: 

“a contract for the hire of goods where: 
i) 	 the hirer has the right or obligation to buy the 

goods; and 
ii) 	the charge that is or may be made for the 

hire, together with any other amount payable 
under the contract (including an amount to 
buy the goods or to exercise an option to do 
so), exceeds the price of the goods; and 

iii) 	title in the goods does not pass to the hirer 
until the option to purchase is exercised; or 

iv) 	where title in the goods does not pass until 
the final instalment is paid.”

Unlike a lease where there is no obligation to acquire 
the goods at the end of the instalment period, a hire 
purchase arrangement provides for this obligation and 
as such the goods will be eventually owned by the 
hirer.

An income tax deduction may will generally be 
allowable in respect of the depreciation or decline in 
value of the motor vehicle acquired. Again, depreciation 
may be limited by the car limit – see earlier. 

4.  CHATTEL MORTGAGE

A chattel mortgage as a form of finance treats the 
purchaser of the goods as the owner of the goods as if 
they had acquired them outright but have borrowed in 
order to do so. They are effectively treated as owning 
the goods from the outset of the arrangement, but the 
financier has a mortgage over it until the car loan is 
paid including any balloon payment. This is unlike a hire 
purchase which views the purchaser as the eventual 
owner only on payment of the final instalment.

An income tax deduction may be allowable in respect 
of the depreciation or decline in value of the motor 
vehicle acquired. Again, depreciation may be limited by 
the car limit.

Under this form of finance, you may also be able to 
claim the interest payments as a tax deduction. 

Talk to your tax and financial advisors about the best 
option for your business. n

Six member SMSFs (continued)Financing motor vehicles (continued)
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Personal Property Securities 
Register
Are you aware of the personal property securities register?

What is it? 
The personal property securities register (more 
commonly known as the PPSR) is an official 
government register. It’s effectively a public 
noticeboard of security interests in personal 
property (see below) that is managed by the 
Registrar of Personal Property Securities.

Security interests

Security interests are most commonly created 
when a secured party (such as a lender) takes an 
interest in personal property of a grantor (such as a 
borrower) as security for a loan or other obligation. 
The security interest means the secured party can 
take the personal property (known as the collateral) 
if the secured obligation is not met, such as 
defaulting on a loan. 

Personal property

Personal property to which the PPSR applies is 
property other than land, buildings and fixtures to 
the land. It includes goods, motor vehicles, planes, 
boats, intellectual property such as copyright/
patents/designs, shares, bank accounts and 
debts. 

The debts or other obligations that are secured 
by personal property are shown on the register 
(if registered). The PPSR is accessible by the 
public 24/7. The PPSR came into existence on 
30 January 2012 and replaced many state-based 
registers, such as REVS and other vehicle registers 
and the ASIC Register of Company Charges, to 
form one national register.

Put simply, the register assists both those 
with a security interest over property, and also 
consumers/businesses purchasing property as 
follows:

Registering
When someone registers a security interest on the 
PPSR, they are letting the world at large know that 
they claim to have a security interest over certain 
personal property. Registering on the PPSR is 
a way to notify others if personal property such 
as cars, goods or company assets have security 
interests over them. Registering your security 
interest correctly on the PPSR can protect you 
and give you extra rights in the property it’s 
registered over. This is especially important if the 
person who gave you the interest goes insolvent. 
A registration also offers other protections such as 
ranking you at a higher priority over other security 
interests.

Searching
Consumers including businesses can search the 
PPSR to see if someone has registered a security 
interest over personal property (which they may 
want to do before buying property or lending 
money to someone). When you search you will 
receive a certificate that you can retain as proof of 
whether or not a security interest was registered at 
the time of your search. If you don’t do a search 
and then proceed to purchase property that 
has an existing security interest registered over 
it, you place yourself at risk of the goods being 
repossessed even though you have paid for them.  
Millions of searches and registrations take place on 
the PPSR every year. n

To access the PPSR  
visit www.ppsr.gov.au :



CBSW Tax & Business Advisors | 08 9363 7300	 May 2022 | www.cbswtax.com.au | 8

May 2022 – Newsletter

HR Manuals
Quite a number of employers now 
have in place a human resources 
(HR) manual. 
HR manuals document the workplace policies and 
procedures that will be applied to all employees inside 
and to a lesser extent outside the workplace. Manuals 
may broach the following non-exhaustive list of issues:
	■ Complaint processes
	■ Dress standards
	■ Leave (particularly around issues such as 

required notice, when medical certificates need 
to be produced, times when annual leave may be 
compulsory such as quiet periods over Christmas 
etc.)

	■ Email, internet, and social media usage
	■ Work from home arrangements
	■ Start and finish times
	■ Recruitment and promotion
	■ Staff functions
	■ Drugs and alcohol 
	■ Reimbursement of expenses
	■ Work-related travel
	■ Privacy. 

Although some employers may question the need for 
an HR manual if contracts of employment are already 
in place, manuals complement these contracts.  
Contracts of employment set out the terms and 
conditions of a particular employee’s employment – 
including their salary and responsibilities etc. – which 
are conditions that generally do not regularly change 
and are specific to the worker. Policies and procedures 
on the other hand complement employment contracts 
and apply to the wider workplace. These may change 
as the business evolves and expands. Typically, 
employment contracts contain a clause where 
the employee acknowledges they have read and 
understood the workplace’s policies and procedures as 
set out in the HR manual. 

The advantages of an HR manual include:
	■ help ensure consistency of treatment in relation to 

employees. This in turn can reduce tension in the 
workplace.

	■ orientate new workers around how the workplace 
functions. HR manuals are particularly useful in the 

induction process to ensure new workers are on the 
same page as the employer and their colleagues 
from day one.

	■ better equip employers to defend claims of breach 
of employer obligations. If the rules and policies are 
observed by an employer and the employee is aware 
of them, for example in relation to disciplinary action, 
then the employer may be less exposed legally.

	■ provide workers with knowledge about what is 
expected of them, particularly around behaviour and 
performance standards.

Importantly, HR manuals must be consistent with the 
wider workplace laws. These include those in relation 
to Fair Work, discrimination, bullying and harassment, 
OH&S, and privacy. 

It’s best practice, when drafting HR manuals, to bring 
employees along with you. You may wish to consult 
with key employees when drafting the manual, and give 
them an opportunity to review the first drafts of your 
manual and provide feedback with a view to making 
reasonable alterations. Staff training may be provided 
when the manual is released, a copy made available 
to all employees, and notification provided  when any 
significant changes are made. 

Manuals can be drafted internally, or with the 
assistance specialist HR firms or advisers. n


