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DEDUGTION DISTORTION

The disadvantage is the economy
is six months further into a recession,
shrinking the turnover out of which
businesses might pay for new assets.
Many will be forced to borrow in a
market for asset finance that has shrunk,
on one estimate, by two-thirds since the
global financial crisis hit.

Small businesses have until the end of
the year to enter into a contract for, or
start to build, a new asset worth $1000 or
more. They have another year after that
to start using it and qualify for the 50 per
cent allowance, which is in addition to
the usual tax deduction for depreciation.

Other businesses that turn over
$2 million or more a year have only until
June 30 to invest $10,000 or more and
receive a 30 per cent bonus deduction.
After that, it falls to 10 per cent until
December 31 when it expires altogether
for all businesses.

The stepdown from 30 per cent to 10 per
cent “isn’t very well known by businesses”,
says David Taylor, head of asset finance at
National Australia Bank, which has 15 per
cent of the local market, according to TNS
Business Finance Monitor,

“Itis a major issue,” TNS BFM says.
“Because if you haven't ordered the
equipment before June 30 ... you would
effectively just give away 20 per cent-ona
$100,000 asset, that is $20,000.”

For this reason, it is critical businesses
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® For months, equipment suppliers have
bombarded businesses with flyers and
emails urging them to take advantage

of the federal government’s investment
allowance. However, despite being
announced last December, the allowance
only became law on May 20.

The result of the delay is the
government has made it more generous.
Originally 10 per cent, the bonus tax
deduction was increased to 30 per cent
in February and, for small businesses
that turn over less than $2 million a year,
to 50 per cent in the federal budget.

“In many instances, taxpayers carrying
on a business utilise several entities for
the purposes of asset protection and
segregation of risk,” he says. “If the entity
that makes the investment commitment
to acquire or upgrade a tangible
depreciating asset is a passive investor
with no business — e.g. an entity owns
and leases assets to a related entity which
carries on a business — taxpayers should
be mindful of their eligibility to claim a
bonus deduction ... The ramifications are
huge if they get this wrong.”

After sorting out which allowance they
are eligible for, businesses face a decision

James Davies



THE BUSINESS END

& BIG FOUR BANKS’ SHARE OF ASSET will also find noticeable a drop in lenders [IUEST"]N TIME :
§ FINANCE MARKET willing to finance their investment.
§ “There are a far fewer players, far fewer
§  National Australia Bank 15% underwriters available. The ones who
g Westpac Banking Corporation 15% are remaining in the market are very risk-
i ANZ Group (includes Esanda) 12% averse,” Gandolfo says.
i Commonwealth Bank of Australia 12% “That is understandable where they've
Source: TNS Business Finance Monitor got pressure on their margins and thE}"VE
B got losses creeping up, but if you are
; with important ramifications: how to pay going to come out of a recession, it is “Why does the ATO take so
|2 for the new asset. For those lucky enough going to be small business that is going to much longer to process larger
;;{; to have the cash in the bank, they simply take us out.” GST refunds than small ones? With
# invest before the end of the year and One big asset financier that is still in credit so tight, a timely refund can
o claim the allowance in the same financial the market, Esanda, agrees the global literally make or break a business in
? year in which they start to use the asset. financial crisis has forced some lenders this climate.”
:_ For businesses with depleted from the market. The asset financing arm Geoff Webster, managing partner,
g treasuries, the alternative is a loan. Asset of Australia and New Zealand Banking HLB Mann Judd, Melbourne
i finance brokers expect a rise in inquiries Group has been a beneficiary of GM-
£ in coming months, the Commercial owned GMAC and General Electric’s GE As a bit of context, for the year ended
Asset Finance Brokers Association of Money stopping car lending, managing June 30, 2008, the tax office processed
r Australia president, David Gandolfo, director Moray McDonald says. approximately 2.25 million Activity Statement
says. Gandolfo, who is also a director of But McDonald says Esanda continues refunds valued about $42 billion.
3 the broker Quantum Business Finance, to assess each loan “on its merits”. To ensure that the refunds claimed are
says the six months between media Esanda is part of ANZ’s commitment correct and not fraudulent, we subject each
release and law taking effect means the to maintaining total small and medium refund to an automated "risk rating” test,
allowance has pushed out rather than enterprise lending in 2009 at its 2008 Some refunds are then selected for further
brought forward business investment as level of $8 billion, McDonald says. review based on this automated testing.
the government had intended. “The reason that pledge has been Last year, we conducted more than
Total finance commitments for plant given is to counteract any idea there 87,000 of these further reviews and
and equipment fell 3.4 per cent in the is rationing or limiting going on in $441 million was prevented from issuing
first three months of the year from terms of its willingness to lend to small incorrectly as a result.
the same quarter last year, Australian business. There is no limit in Esanda, The amount of the refund is not of itself a
Bureau of Statistics figures show, and and there is no limit in our small reason to hold up a refund for further review
25.1 per cent compared to the first business lending either.” — there are many characteristics considered.
quarter of 2007. However, there are limits to the types That said, the tax office is aware of the
g “It was a great headline back in of loans that will allow small businesses importance of cash flow to business and has
December,” Gandolfo says. “But it to claim the higher, 50 per cent procedures in place to promptly examine the
actually, to some degree, has had the investment allowance. Lease finance, refund and release if appropriate — last year
opposite effect of people sitting on their used by about 40 per cent of businesses 93.7 per cent of activity statement refunds
hands and waiting for it to be enacted to buy equipment, is not one of them, were issued within 14 days.
before actually doing anything.” NAB’s Taylor says. “For a small business The tax office is committed to ensuring
“Now people are red hot on it,” to take advantage of the 50 per cent the community can be confident in our
Gandolfo says, suggesting the allowance investment allowance, the party that administration of the tax system and
ki may buttress the 18.5 per cent fall in new claims the investment allowance must we believe that we have struck the right
i business investment in 2009-10 forecast have a turnover of less than $2 million. balance between paying GST refunds in a
i in the budget. “When it changed from “Therefore, if a small business timely manner and preventing incorrect or
¢ 30 to 50 per cent the level of increase in customer wants to lease a car with fraudulent refunds from issuing,
interest was quite noticeable,” he says. us, our turnover is markedly greater Shane Reardon, deputy commissioner
Unfortunately, interested businesses than $2 million. I can’t therefore claim Australian Taxation Office
- DEADLINES FOR INVESTMENT ALLOWANCE BRWis taking questions from business
g direct to ministers and senior bureaucrats
Business entity Ifwesi.ment commitment Date of first use or Rate % in federal and state governments. The idea
time (inclusive) installed ready for use ot : :
(inclusive) is simple: business has questions, we have
= access. If you have a question for anyone
J Small business_ (Furnover of December 13, 2008 to By December 31,2010 50 in gavernment, we will endeavour to have
i less than $2 million a year) December 31, 2009 i ;
i : it answered. All emails should be sent
Othel: l‘:)uSlHeSS (turnover of December 13, 2008 to By June 30, 2010 (July 1,2010 30(10) to questiontime@brw.com.au, The best
.: $2 million or more a year) June 30, 2009 to December 31, 2010) response will be printed each week in BRW.
& Other I?usiness (turnover of July 1, 2009 to By December 31,2010 10 Sean Aylmer
£ $2 million or more a year) December 31, 2009 Editorin-Chisf
(' Source: Australian Taxation Office
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THE BUSINESS END

the investment allowance on behalf
of the customer and pass that through
with lower rates or rental payments.

“Really, the way the legislation has
been drafted, you'd have to recommend
that small businesses wanting to take
advantage of the investment allowance
should probably take out hire purchase
or an equipment loan.”

Both borrowers and lenders have in
the past favoured hire purchase because
of the extra paperwork and cost involved
with an equipment loan, also known as
a chattel mortgage because the lender
retains a mortgage over the asset or
chattel. This can add an extra $500 in
set-up fees, Gandolfo says.

Despite this, the introduction of the
goods and services tax caused hire
purchase to fall from more than half
to just 20 per cent of the asset finance
market since 2001. Small businesses
that account for GST on a cash basis can
only claim GST credits over the life of a
hire-purchase agreement. By contrast,
the GST on assets bought through
an equipment loan can be claimed
immediately.

“It is simply an accounting issue,”
Gandolfo says. “It is pushing people
into a chattel mortgage, which is more
expensive and more onerous in terms
of the paperwork. You've got to pay
Australian Securities and Investments
Commission fees and, quite often, if
the bank has a fixed or floating charge
[over the company rather than just
an individual asset], you've got to get
permission from your bank to go and get
a car loan from another bank, which is
quite anticompetitive.”

To take
advantage
of the

50 per cent
allowance,
the party
that claims
it must have
a turnover of
less than

$2 million

INTEREST RATES ON SELECTED EQUIPMENT AND VEHICLE LOANS

CBA

Equipment finance 10.60 10.60 10,000 19,999.99
CBA Eguipment finance 7.20 720 100,000 Negotiable
CBA Vehicle finance 15.00 15.00 0 9,899.99
CBA Vehicle finance 790 7.90 35,000 58,999.99
Adelaide Bank Vehicle finance 7.20 7.20 60,000 Negotiable
Adelaide Bank Lease — heavy machinery 9.40 Margin 20,000 Negotiable
Adelaide Bank  Lease - motor vehicle 9.35 Margin 20,000  100,000.00
IMB Asset finance — car 835 Margin 0 Negotiable
IMB Asset finance - fractor 835 Margin 0 Negotiable
NAB Finance lease 6.60 6.60 20,000 Negotiable
Bank SA Finance lease 7.00 12,00 20,000 Negotiable
St George Finance lease 7.64 9.156 10,000 Negotiable
Westpac Finance lease 590 5.90 15,000 Negotiable

Source: www.canstarcannexcom.au, May 21, 2009

Gandolfo says a lack of competition
also means that lenders are now slower
to pass on cuts in the official cash
rate than before. Esanda’s McDonald
concedes interest rates on asset loans
have not fallen as far as the cash rate has.
For instance, the rate on an Esanda five-
year new commercial vehicle loan is now
7.20 per cent, 2.65 percentage points
lower than a year ago. In that time,

MARKET SHARE, TYPES OF ASSET FINANCE

Per cent
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Source: Australian Equipment Lessors Association

the cash rate has come down 4.25 per
cent, and home loan rates by an average
3.84 per cent, Reserve Bank of Australia
figures show.

But McDonald says the reason is
the cost of ANZ’s own funding and the
recession, not a lack of competition.
“We've passed on as much as we can,”
he says. “But our wholesale funding
costs are not something we can ignore.
They've been volatile, and while they are
less volatile now, the true components
of our cost of funds have not fallen in the
way the cash rate has.

“In times of recession, asset financiers
suffer significant losses. So we as a
business, while we are completely
committed to this market, we are
suffering much higher losses. That is
something we have to bear in mind when
we look at our cost base, that've got much
higher costs associated with delinquency
and loss.” maw
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