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PURPOSE: 
Council investigate alternative options to purchase items of plant. 
 
 
CONTENT: 
 Council at its Ordinary Meeting of 25 May 2012 requested that staff look at alternatives 
for the purchasing of fleet and plant. 
 
Alternatives to the purchasing of plant and fleet out right, is through a number of financial 
brokers. The common types of finance available to Council from these brokers are:  

• Commercial Hire Purchase 
• Chattel Mortgage  
• Finance Lease  
• Novated Lease  
• Consumer Loan  

After holding discussions with the finance brokers, the most beneficial method to Council 
as an alternative has been sent to Council and is described below.  
 
Financing equipment has a number of advantages in being,  

a) it frees up a massive amount of capital required to purchase equipment, 
b) has significant tax advantages, 
c) improves cashflow and allows Council to utilise the plant budget on other items of 

expenditure, 
d) enables a regular replacement program of plant 

 
A finance broker provided Council with two examples of how it would finance our current 
fleet. The first example is for a Kluger valued at $50,000. This would be financed over a 
period of 5 years with a 30% residual value which would cost $900 per month. The 
second example would be a Caterpillar (loader) valued at $500,000 financed over a 5 
year period with a 20% residual value which would cost $9,200 per month.    
 
The following examples are based on average figures for all plant and fleet. Also the 
figures are based on the existing number of vehicles that Council has in its plant register 
at present. Based on using HP, the figures would change as the number of vehicles 
would be reduced thus resulting in lower expenses and lower income.  
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http://www.strattonfinance.com.au/car-finance/options/chattel-mortgage.aspx?fcnum=179&pid=babb1566-461d-46c2-8418-a08200c60d1f
http://www.strattonfinance.com.au/car-finance/options/finance-car-lease.aspx?fcnum=179&pid=babb1566-461d-46c2-8418-a08200c60d1f
http://www.strattonfinance.com.au/car-finance/options/novated-lease-salary-packaging.aspx?fcnum=179&pid=babb1566-461d-46c2-8418-a08200c60d1f
http://www.strattonfinance.com.au/car-finance/options/car-loan.aspx?fcnum=179&pid=babb1566-461d-46c2-8418-a08200c60d1f


 

58,670

Average Running Costs/Year 8,426
Fixed Costs 989
Lease payments/Year 3,801
Total Annual Costs 13,216

Weeks per Year 52

Average Weekly Cost 254.15$    
Weekly Leaseback Fee (estimate) 100$        

Council will Subsidise Vehicle 154.15$    

Average Running Costs/Year 38,293$    
Fixed Costs 417$        
Lease Payments/Year 110,400$  
Total Annual Costs 149,110$  

Hours per Year 800

Hrly Rate 186$        

Kluger - $50,000

Average kms/Year

Loader Cat 332 - $500,000

2011-12 Average Costs

 
 

The Plant Replacement Program as identified in the Asset Management Plan shows that 
the program requires a budget of over $1.2 million dollars per year. This financial year 
only $189,000 has been allocated for plant replacement, a shortfall of over $1 million. 
Funding for Plant is taken from General Revenue and Fag Grant funding each year as 
Council currently does not have a Plant Fund. 
 
Comparing the plant replacement program subject to Council owning the plant outright 
versus Higher Purchase is shown in the tables below. To fund a $1.2 million plant 
replacement program, Council would need to borrow $1 million each year on the basis 
that $200,000 (average annual allocation) was provided in the budget.  
 

$‐

$500,000 

$1,000,000 

$1,500,000 

$2,000,000 

$2,500,000 

Year 1 Year 2 Year 3 Year 4 Year 5

Council Loan ‐
Expenditure

Hirer Purchase ‐
Expenditure

 
Table 1 ‐ Repayments plus Running Expenses 

Note: (All vehicles would be on HP after two years, plant would be replaced by the fifth 
year). 
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$‐

$500,000 

$1,000,000 

$1,500,000 

$2,000,000 

$2,500,000 

$3,000,000 

$3,500,000 

$4,000,000 

$4,500,000 

Year 1 Year 2 Year 3 Year 4 Year 5

Council Loan ‐ Income

Hirer Purchase ‐
Income

 
Table 2 – Loan Income v’s HP Income 

Income is based on no increase on plant rates with any Council borrowings where if on 
HP the average (approx) increase would be double the existing hirer rate to cover 
repayments. This figure has been proportioned each year as plant was sold and 
replaced on HP. 
 

‐$500,000 

$‐

$500,000 

$1,000,000 

$1,500,000 

$2,000,000 

Year 1 Year 2 Year 3 Year 4 Year 5

Council Loan

Hirer Purchase

 
Table 3 – Income ‐ Expenses 

Table 3 shows that, a) the existing hire rates would have to be increased to cover any 
borrowings, b) by increasing the hire rates if using HP, a plant fund would have available 
funds or the hire rates could be lowered to produce a lower balance.  
 
Sale of Existing Plant 
To utilise Hire Purchase, all plant and vehicles would need to be purchased new. The 
existing plant unless it was less than three months old would be sold. Based on the 
Asset Management Plan, the total approx income to Council from selling the plant over a 
five year period is $2,389,000 or $479,762 per year. Once the plant is sold, Council 
would not be in a position to purchase plant outright (at a 2012 value of $5,708,000) as 
is the current position. Should Council purchase all the plant and vehicles back based on 
the residual value, it would cost a total of $1,411,646 or $282,000 each year (at Years 6 
-10). Should this scenario be used, Council would be in the same position as it is 
currently of not having enough funding to manage a Plant Fund and change vehicles and 
plant over at the required time.  
 
What ever method is used, there is $488,000 worth of small plant and machinery that 
would not fall into the category of HP and would need to be replaced by Council. Items 
such as push mowers, edgers, fuel tanks, portable grandstand etc. These items have not 
been included in any calculations shown above. 
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Funding 
Funding for plant is very minimal at present. The small amount of funding comes out of 
General Revenue. By using HP, the hire rates of each plant would cover all the monthly 
payments and running costs subject to utilising required annual hours. This funding 
(excluding some vehicles) would be paid for by the annual Maintenance and Capital 
Works Programs. All lease back vehicles would be required to pay a weekly fee for the 
vehicle 
 
All the above calculations are based on estimated figures from the brokers and figures 
contained in Council’s Financial System from 2011/12. As stated at the beginning of the 
report there are a number of benefits by using Higher Purchase. After analysing the 
figures shown above, there are a number of reasons as to follow this path of financing 
plant and fleet. 
 

1. The total fleet numbers would be reduced to a basic level of plant and 
vehicles actually required and the ‘wish list’ asset would be sold. 

2. It provides an income stream for Council for a period of 5 years. 
3. Plant would be paid for other streams of funding, not by Council’s General 

Revenue of through Loans. 
4. Plant and vehicles would be changed over at the required period removing 

the additional maintenance costs that is occurring at present current due to 
the lack of budget for a replacement program. 

 
 
CONSULTATION: 

Nil 
 
 
GOVERNANCE IMPLICATIONS: 
 
 
RECOMMENDATION: 
 
That: 

1. Based on the information stated in the report, enough evidence exists 
to warrant further investigation of lease of the plant fleet; 

2. Negotiations be entered into with finance brokers to estimate actual 
cost to Council for all of the Fleet  for a period of 5 years; and 

3. A further report be tabled at Council when the investigation is 
completed. 
 

 
 
 

______________________ 
             Rod Shaw          
        General Manager 
 


