Lease, Commercial Hire Purchase or Chattel Mortgage
Which one’s for

Financing a motor vehicle or plant and equipment is very different to financing property in that the value of
the asset will fall rather than grow over time. Generally, loan terms are anywhere from two to seven
years, at fixed interest rates. They provide the ability to incorporate large residual or balloon payments = &
at the end of the contract funded by the sale or trade in of the asset. Care needs to be taken to ensure
that the regular payments are set at a high enough level to ensure the asset sale or trade-in covers the
final payment. The different loan types can be broadly grouped into Leases, Chattel Mortgages and
Commercial Hire Purchase.

As the name suggests, when you take out a Lease the asset is actually owned by the bank or finance
company and the client is signing an agreement to lease or rent the item for a specified time frame.
Ownership of the asset rests with the finance company and as such they can claim the GST back

on the purchase price, are entitled to ongoing depreciation allowances on the asset and generally
want more control over the residual payment as they are responsible for clearing the debt. The
client’s lease payments are based on the net cost of the item after GST. The payments are
generally tax deductible to the client and will include GST.

Chattel Mortgages have risen in popularity since the introduction of the GST. With this form of contract the client has full ownership of the
asset from settlement and as such may be entitled to claim back GST on the purchase price and ongoing depreciation on the asset.

The loan repayment is similar to a home loan in that it includes both a Principal and an Interest portion. Whilst the Principal portion of the
payment is not tax deductible to the client, this may be offset by the ability to claim depreciation allowances.

Commercial Hire Purchase contracts are fairly similar to Chattel Mortgages in that ownership of the asset transfers to the borrower after the
last payment is made. Depreciation allowances however, still rest with the borrower. The difference with this style of finance contract lies in
whether the GST on the item can be claimed back in one lump sum or progressively.

Life Insurance in Super—The smart way to own your life insurance

Holding life insurance within super is now more attractive than ever in the new world of Simpler Super, with unlimited tax free benefits now
capable of flowing into the hands of death benefit dependants. But the tax planning opportunities don’t stop there.

What is the aim? @ Why hold life insurance under superannuation?

To make the funding of life by not having to pay for your insurances out of your
insurance cost effective and tax after-tax income, you will immediately benefit by seeing an increase in your surplus disposable
effective without any major impact on income

your personal cash-flow. — Since the abolition of RBLs (Reasonable Benefit Limits)

there is no cap on the amount of tax free benefits that can be paid to Death Benefit Dependants
(note Terminal lliness Benefits are also received tax free even if under age 60);

Example of how it can work

John is 44 and earns $55,000 annual salary. His wife Maria is 42 and earns $40,000. John currently pays $3,500 a year in life insurance
premiums for himself. Maria has no personal insurances. For John to meet this insurance cost of $3,500 he must earn $5,000 before
income tax. John’s 9% Superannuation Guarantee Contributions (SGC) amount to $4,950 per year. This sum would be available to fund
insurances held within superannuation.

Refer to the table below which demonstrates how having your personal insurances owned by your superannuation fund can benefit you:

Insurance Outside Super Insurances Inside Super
Salary 55,000 55,000
Salary Sacrificed to Super 0 3,500
Taxable Income 55,000 51,500 Contact Leon if you would like more
c T 10500 0450 information, email
rren X .
urrent 'a : : leon.versace@mcconachiestedman.com.au
Medicare 825 772 or phone 4632 1966.
Net Income 43,675 41,278
Insurance premium 3,500 0
Household Available Cashflow after insurances 40,175 41,278
Household Cashflow Better off by 1,103

These savings can be used to help offset unexpected expenses or to enable them to build some cash reserves or to actually have a holiday.
For example, John and Maria feel the family are not adequately insured. They are considering a review of their insurance needs and in
particular establishing cover for Maria, including protecting her income. They have realised that they would really struggle if Maria was
unable to work because of iliness or injury for any more than a few weeks.
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