
NOVATED MOTOR VEHICLE LEASES: 
BACKGROUND MATERIAL 

What is a Novated Motor Vehicle Lease? 

A novated motor vehicle lease is a three way arrangement entered into between a finance 
company, an officer and an employer under which the employer leases a vehicle and provides 
it to the officer as a car fringe benefit for 100% private usage. 

In brief terms, officers lease the car of their choice from a finance company under a finance 
lease.  The next step is that the officer, the finance company and the employer enter into a 
deed under which the finance lease is rescinded and the various rights and obligations are 
novated to the officer and the employer.  The effect of the deed is that the employer has the 
obligation to pay the lease rentals and the employee will have the residual value obligation. 

The novation agreement will usually run for the term of the finance lease, or termination of 
the officer's employment, whichever is earlier.  At the end of the novation, the employer no 
longer has any obligations in relation to the vehicle. 

Who pays the costs related to the vehicle? 

               The lease payments will be paid directly by the employer to the finance company and 
will be charged against the officer's remuneration package on a salary sacrifice basis. 

               The employer will also pay FBT attributable to the vehicle.  An amount equal to the 
FBT cost will be charged to the officer's remuneration package on a salary sacrifice 
basis. 

Other costs will be divided into two groups: 

               Running costs - fuel, tyres, servicing etc; and 

               Standing costs - CTP insurance, comprehensive insurance & registration. 

The officer will have a choice of three ways in which these costs may be met. 

1.    Both the running and standing costs will be paid by the employer.   

The running costs will be met by the employer in the same manner as the current car scheme 
and will be charged against the officer's remuneration package on a cents/km basis.   

The applicable standing costs will be those currently available to the public sector for the type 
of vehicle chosen.  These will also be charged to the officer's remuneration package. 

  

2.   Running costs paid by the employer and the officer pays the standing costs. 

As above, the running costs will be met by the employer and will be charged to the officer's 
remuneration package on a cents/km basis. 



Officers will be responsible for their own standing costs.  These will not be charged against 
the officer's remuneration package, as they will have been paid by the officer out of after-tax 
salary. 

3.   All running and standing costs will be met by the officer. 

Under this option, the officer will be responsible for meeting all the running and standing 
costs attributable to the vehicle.  Officers who lease a second hand motor vehicle and novate 
the lease to their employer will not be able to elect for options 1 or 2.  They will be required 
to meet all running and standing costs out of their own after tax salary. 

All costs paid by the employer in relation to the vehicle will form part of the officer's total 
remuneration package.  In other words, you can salary sacrifice to have a novated lease motor 
vehicle (or in the case of a CEO, two novated lease motor vehicles) as part of your 
remuneration package. 

Who has control of the vehicle? 

The vehicle is provided to the officer without restriction as a car fringe benefit.  It will be 
registered in the officer's name and the officer will have effective control of the vehicle during 
and after the novation period, but subject to the terms of the finance lease. 

What type of vehicles can be novated? 

The officer will have an unlimited choice of vehicle, as long as it is a car, as defined for 
fringe benefits tax purposes.   

       Second Hand Vehicles 

Subject to the relevant finance company’s policies, second hand vehicles may also be leased 
and novated.  However, should officers choose a second hand vehicle, the only running and 
standing costs option available is 3 above, under which the officer will be responsible for 
meeting all running and standing costs out of after tax salary.  Such amounts will be an 
employee contribution for the purposes of calculating the FBT taxable value and, accordingly, 
the amount of FBT to be charged to the officer's remuneration package. 

Officers should also note that the FBT on a second hand vehicle previously owned or 
leased by a government department or agency will be calculated by reference to the car’s 
original cost, not the second hand purchase price. 

       Luxury Motor Vehicle 

Under current tax legislation the novation of a motor vehicle with a cost price in the year 
ending 30 June 1999 greater than $55,134 may not be financially attractive.  The luxury car 
rules enacted in schedule 2E of the Income Tax Assessment Act 1936 can result in different 
tax outcomes to those for non-luxury cars. 

Officers should obtain their own professional advice if they are considering a novation of 
such a vehicle. 

Why do officers usually want a Novated Motor Vehicle Lease? 

               Officers may choose the type of vehicle they want. 



               Officers can finance the eventual acquisition of a vehicle through their remuneration 
package, although they will have no right to acquire the vehicle. 

               Officers have effective control of the vehicle during and after the novation period. 

               If an officer were to change employment, the vehicle remains with the officer.  Many 
employers will allow staff to novate the vehicle so that it continues to be financed 
through their remuneration package. 

               Officers may receive more after-tax income. 

               Officers are not restricted to a lease term of two years as is currently the case under the 
public sector car scheme.  

               Second hand cars may be leased (note restrictions above). 

               CEOs can finance two cars through their remuneration package. 

               Officers can generally acquire the vehicle from the lessor at the end of the finance 
lease.  The Commissioner of Taxation accepts there is no FBT liability if an employee 
acquires the vehicle at a residual value that is lower than market value - so long as the 
lease is bona fide. 

Disadvantages of a Novated Motor Vehicle Lease 

               If an officer terminates employment during the novation period, the vehicle remains 
with the officer along with the obligations under the finance lease. 

               The tax effectiveness of novated leases reduces significantly where “luxury cars” are 
leased.  A luxury car is one which costs more than the depreciation cost limit (presently 
$55,134). 

               A novated lease may not meet an officer's personal needs. 

               It is not yet clear how subsequent tax reform proposals may impact on the 
effectiveness of novated lease arrangements. 

What to do next 

If an officer is interested in entering into a novated motor vehicle lease, more detailed 
information is available from your SES administrator or Human Resources Manager. 



 

Novated Motor Vehicle Leases - Indicative Comparisons 

Example 

The table on the following page has been prepared to provide an indication only of what the 
cash difference may be between the different choices available to an officer.  You should be 
careful in making the comparison because there will be other non-cash considerations.  For 
example, under the novated lease arrangement, the officer may eventually acquire the vehicle 
for its residual value whereas that may not be possible under the “SES car” arrangement.  
Similarly, the “SES car” arrangement would normally be for two years whereas in this 
example, the novated lease is based on four years. 

The example on the following page was prepared based on the following data. 

Columns (a) (b) and (c) 

               The different payment options are those as set out in the document Novated Motor 
Vehicle Leases - Detailed Information For Interested Officers: 

1.       all running and standing costs paid by the employer 

2.       running costs paid by the employer, standing costs by the officer 

3.       all running and standing costs paid by the officer 

               Lease payments are based on: 

            Vehicle cost:                 $30,000 

            Term:                           4 years 

            Residual value:              $9,000 

            Rental:                          $570 per month 

               Vehicle travels 20,000 km per annum. 

               Running costs are 14.4 c/km. 

               Standing costs as per Circular 98-101. 

Column (d) 

               This is a typical 100% private vehicle on a State Fleet lease basis. 

               The contract price is $30,000 inclusive of sales tax. 

               The SES indicative lease fee is $372.05 per month, being the relevant lease rate for a 
6-cylinder vehicle classified as “large”. 



               Vehicle travels 20,000 km per annum. 

               Running costs and standing costs are as per Circular 98-101. 

Column (e) 

Running costs based on 15 litres per 100 km at an average fuel price of 72 cents per litre. 



Novated Motor Vehicle Leases - Indicative Comparisons 

Attachment 

Example 

 a b c d e 
 Novated Lease SES Salary 
Payment Option 1 2 3 Car Only 
      
Gross remuneration $90,000 $90,000 $90,000 $90,000 $90,000 
      
Lease payment 6,840 6,840 6,840 4,464 - 
      
Running costs 2,780 2,780 - 2,780 - 
      
Comprehensive insurance 822 - - 822 - 
      
CTP insurance 358 - - 358 - 
      
Registration 367 - - 367 - 
      
NRMA 46 - - 46 - 
      
FBT 5,651 4,150 1,532 5,651 - 
      
Salary sacrifice $16,864 $13,770 $8,372 $14,488 - 
      
Gross salary 73,168 76,230 81,628 75,512 90,000 
Income tax (24,976) (26,430) (28,967) (26,093) (32,902) 
Medicare levy (1,097) (1,143) (1,224) (1,133) (1,350) 
After-tax salary $47,063 $48,657 $51,437 $48,286 $55,748 
Costs from after-tax salary      

               lease - - - - 6,840 
               petrol - - 2,150* - 2,160 
               service - - 430* - 400 
               tyres - - 200* _ 200 
               registration - 367* 367* - 367 
               Comp. Insurance - 822* 822* - 822 
               CTP - 358* 358* _ 358 
               NRMA - 46* 46* - 46 

After-tax cash $47,063 $47,064 $47,064 $48,286 $44,555 

* = Employee contributions for purposes of calculating FBT 



 

 

NOVATED MOTOR VEHICLE LEASES 

DETAILED INFORMATION FOR INTERESTED OFFICERS 

If you are interested in having a novated motor vehicle lease as part of your remuneration 
package, this memorandum will give you more detail on what to do, how to put it in place, 
and how it will be administered. 

What is a Novated Motor Vehicle Lease? 

A novated motor vehicle lease is an agreement between you, your employer and a finance 
company.   

Under the agreement, you lease a motor vehicle from a finance company under a finance 
lease.  You, your employer and the finance company then enter into a novation agreement 
under which the finance lease is rescinded and your obligation to pay the lease rentals to the 
finance company is transferred to your employer for the term of the novation agreement.  
Your employer then makes all subsequent lease payments directly to the finance company.  
The obligation to pay the residual value will remain with you. 

Your employer, as lessee of the motor vehicle, provides it to you as a car fringe benefit for 
100% private usage until the novation is terminated.  

  

WHAT TO DO IF YOU WANT A NOVATED LEASE 

Once you have decided to enter a novated lease arrangement, you should follow the 
procedures outlined below. 

1.  Select the motor vehicle of your choice 

The car is going to be your responsibility during the novation period and after it has 
terminated, so you will want to choose your vehicle.  One of the main reasons for novated 
lease arrangements is that they enable employees to have effective control and use of the car 
of their choice.  Typically, employees may seek to acquire the car from the finance company 
at the end of the finance lease - although there will be no right for the employee, or obligation 
on the finance company, to do so. 

So, the first step is to choose the vehicle you want, from the dealer offering you the best 
terms.  



 

2.  Select a finance company 

The next step is to select a finance company offering terms and conditions suitable to you.  
However, the novation arrangement will only be acceptable if: 

                    you and the finance company are prepared to enter into the arrangement using the 
standard Deed of Novation of Motor Vehicle Lease (attached).  This deed has been 
prepared by the Crown Solicitor and acknowledged by the Australian Taxation Office 
as meeting its requirements.  You should, therefore, have a copy of the deed for the 
finance company to review for its own purposes; and 

                    the finance lease is  a “bona fide” lease for tax purposes.  This is discussed below.  
The Commissioner of Taxation will only recognise the effectiveness of novated leases 
if the finance lease meets the criteria of a bona fide lease; and 

                    the whole of the cost of the vehicle is leased.  In other words, your employer will not 
enter into the novated lease if you have paid an amount towards the cost of the 
vehicle or traded-in a vehicle on the vehicle being leased.  

A finance lease will generally be a bona fide lease if: 

                    there is no express or implied right, option or agreement under which you are able to 
acquire the car at the end of the finance lease; and 

                    the residual value at the end of the lease is no less than the minimum values as 
specified by the Commissioner in ATO rulings.  In this regard, the Commissioner 
considers that the minimum residual value for the lease terms indicated would be: 

Lease Term                  Residual Value 

1 year                           63.75% 

2 years                         52.50%  

3 years                         41.25%  

4 years                         30.00% 

5 years                         18.75%  

Your employer will not enter into a novated lease arrangement if the finance lease is not a 
bona fide lease. 

3.   Choose the payment option for running and standing costs 

You will need to decide on the option for paying the running costs and the standing costs 
which best meets your needs and is financially attractive.  There are three payment options 
available: 



Your reasons for choosing a different option may vary.  For example, it may be a condition of 
your car’s warranty that it be serviced by a particular service provider.  In this case you may 
elect for option 3 under which you arrange for all the servicing and pay for same. 

1.    Your employer pays both the running and standing costs.   

The running costs (such as fuel, oil, servicing, tyres etc) will be paid by your employer and an 
amount charged to your remuneration package on a cents/km basis.  The cents/km rate will be 
as currently advised under the public sector motor vehicle scheme.   

The applicable standing costs ( such as registration, CTP insurance and comprehensive 
insurance) will be those currently available to the public sector.  These amounts will also be 
charged to your remuneration package. 

  

2.   Your employer pays the running costs and you pay the standing costs. 

As above, the running costs will be paid by your employer and an amount charged to your 
remuneration package on a cents/km basis. 

Under this option you will pay the relevant standing costs out of your after- tax salary.  These 
will not be charged against your remuneration package.  Such amounts paid by you will be 
“employee contributions” for the purposes of reducing the FBT taxable value. 

In order to reduce the taxable value of the vehicle, it is important that you keep receipts for 
any such employee contributions you may make throughout the year.  Details of these 
contributions should be provided to your employer at the end of the FBT year. 

3.   You pay all running and standing costs. 

Under this option, you will pay for all the running and standing costs attributable to your 
vehicle out of your after-tax salary.  Such payments will be taken into account as “employee 
contributions” for the purposes of calculating the FBT taxable value of the vehicle.    

In order to reduce the taxable value of the vehicle, it is important that you keep receipts for 
any such employee contributions you may make throughout the year.  Details of these 
contributions should be provided to your employer at the end of the FBT year. 

4.  Your remuneration arrangements 

It is important for income tax purposes that any salary sacrifice arrangement is done 
prospectively so that any fringe benefit provided (in this instance, a car fringe benefit) is 
provided to the employee in lieu of salary for the services performed.  You will need to advise 
your SES Administrator to amend your remuneration package so that gross salary is reduced 
for the amount of the costs to be borne by your employer. 

5.  Execute the Documents 

Once you have ascertained that the finance company is willing to enter into the arrangement 
using the standard documents (ie the Deed of Novation), and the terms of the finance lease 
mean it is a bona fide lease, the documents should be signed. 



OTHER THINGS YOU NEED TO KNOW 

               First lease payment 

The finance company will require the first lease rental payment to be made in advance so that 
the finance lease between you and the finance company can be put in place.  The novation 
agreement cannot be entered into until after the finance lease has commenced.  This means 
you will need to make the first finance lease rental out of your after-tax salary and you will 
not be reimbursed by your employer for that amount.  Since a car fringe benefit is not being 
provided at that time this rental payment is not able to be taken into account as an employee 
contribution when the FBT taxable value is being calculated. 

Once the novation agreement has been executed, your employer will be responsible for 
making the lease payments to the finance company.  You should organise with your SES 
Administrator and the finance company for the payments to be made by direct debit. 

               Cost of the vehicle 

The cost of the vehicle (and, therefore, the amount leased under the finance lease) may 
include registration, stamp duty, and various options or accessories.  In other circumstances, 
the cost can be reduced by trade-in, cash contribution made by you, or discount offered by the 
dealer.  

However, your employer will not enter into a novated lease where the cost of the vehicle 
(and, therefore, the amount being leased) has been reduced by a trade-in or cash contribution 
made by you.  This is because, if you contribute to the cost of the car by making a cash 
payment to the dealer or trading-in a car, the bona fides of the finance lease may be doubtful.  

Except for the situation where new employees are novating a finance lease which they have 
previously entered into with an employer outside the public sector, the base value of the car 
for FBT purposes will be the cost of the vehicle less any stamp duty, registration and third 
party insurance. 

Important points to be noted: 

1.        If you lease a second hand vehicle that was previously owned or leased by a government 
department or agency, the FBT will be calculated by reference to the original cost of the 
car, and not the second hand purchase price. 

2.       Your agency is not authorised to give you any document (such as a “Fleet Purchase 
Statement”) supporting your claim for a fleet purchase discount.  You are, however, 
entitled to negotiate on your own behalf for the terms that best suit you. 

3.       If you change agencies, the novation will be terminated and a new novation arrangement 
can be entered into with your new agency as your new employer.  In these circumstances 
the base value of the car for FBT purposes will continue to be the original cost of the car 
when the novation was first entered into with a public sector agency. 

You should note that  

               Vehicle costs 



As outlined earlier, the way in which the running and standing costs are paid for will depend 
upon which option you choose.   

Running Costs 

If you choose the cents/km payment option for running costs, you will need to notify your 
SES Administrator of the amount of kilometres you estimate you will travel on an annual 
basis.  

At the end of the year, an adjustment to your remuneration package will be made at based on 
the actual number of kilometres travelled. 

Standing Costs 

If you choose the government standing costs, you will need to provide your SES 
Administrator with the relevant details in relation to the novated vehicle so that registration, 
CTP and comprehensive insurance, and NRMA membership can be organised. 

Alternatively, if you decide to pay for your own standing costs, you will need to organise 
your own insurance, registration etc. 

Parking fines, traffic violations and other similar penalties are your personal responsibility 
and will not be reimbursed as part of  your remuneration package. 

As you have effective control and responsibility over the car, it will be your responsibility to 
make alternative arrangements if the car is off the road for service, maintenance, and repairs 
or for any other reason.  You will not be provided with another government car whilst it is off 
the road.  Similarly, there will be no reduction in the amount of salary sacrificed when the 
vehicle is off the road, other than for any consequent adjustment to the FBT calculation or the 
cents/km basis.  

               FBT Cost 

Along with the other costs attributable to the vehicle, your remuneration package will be 
charged with the amount of FBT attributable to the car.  This FBT component is calculated 
using a statutory fraction according to the annual kilometres driven.  The greater the number 
of kilometres, the smaller is the statutory fraction and the lower is the amount of FBT payable 
and charged to your package. 

               Amount to be charged to your remuneration package 

At the commencement of the novation period, and then at the beginning of each subsequent 
package year, you will be required to provide estimates of the expected number of kilometres 
you will travel.  The lease rental costs will be fixed and known. 

This estimate of kilometres which will be used to calculate the total amount of running costs, 
together with the total lease payments for the year and the FBT component will determine the 
amount to be charged to your gross remuneration package. 

Your employer will provide you with an annual reconciliation of actual motor vehicle costs 
against the amounts charged to your package.  



Should the actual running costs and/or the amount of kilometres travelled vary from your 
estimates, your pre-tax income will be adjusted accordingly. 

               Occasional Business Use 

If you use your car (for which you have salary sacrificed for a novated lease), for occasional 
business use, how can your employer compensate you for occasional business use of your 
car? 

An employee who has salary sacrificed for a novated lease is effectively "paying for" the car 
for their own use. 

Therefore, if you use your car for business purposes on behalf of your employer, it is 
appropriate that your employer compensate you for the business use of your private car.  This 
can be done by either: paying you a cents per kilometre allowance, or reducing your salary 
sacrifice amount (so that the gross salary increases).  The administratively easiest way is to 
pay a c/km allowance for the business kilometres travelled. 



 

1.      Paying the employee a cents per kilometre ("c/km") allowance. 

Assume the normal c/km allowance paid by the agency for your car is, say, 58.8c/km 
and you travel 1,000 kilometres during the year on behalf of your agency.  You will 
receive an allowance of $588 as follows: 

•         this allowance is normal salary or wages; 

•         the employer must deduct PAYE tax instalments; 

•         it must be shown on your group certificate; 

•         you must include it in your tax return as assessable income; 

•         you are not entitled to claim an income tax deduction in relation to the 
allowance or in respect of any car expenses for using the car for business 
purposes.  (This is because section 51AF of the Income Tax Assessment Act 
specifically prohibits a deduction for a car expense incurred by an employee 
in relation to a car provided to the employee as a car fringe benefit, as is the 
case here.) 

2.      Reducing the employee's salary sacrifice amount (so that the gross salary 
increases) 

If you choose not to collect the allowance, it would still be required to be shown on 
your group certificate and form part of your total salary and wages. However, this 
amount would then effectively be a recipient contribution which reduces the fringe 
benefits tax payable by that amount.  This should accrue to your credit at the year-end 
reconciliation. 

               Suspension/Termination of the novation agreement 

The novation agreement will be terminated upon your termination of employment with your 
employer or if you fail to meet any of the requirements of the finance lease.  This means that, 
from that time, you have the responsibility of meeting any further lease rentals and other 
obligations due under the finance lease.  

If the novation has terminated because you have changed employment, you may wish to enter 
a similar novation agreement with your new employer, if the finance company and new 
employer so agree. 

You will always remain liable under the terms and conditions of the finance lease except for 
the rental payment obligation which is novated to your employer. 

Should you take extended leave without pay, or be off-payroll for any other reason, the 
novation agreement will be terminated by your employer serving a notice on the finance 
company to that effect.  Once that notice has been served, the responsibility of meeting the 
finance lease rentals to the finance company reverts to you. 

When you return from your leave without pay, or similar, you, your employer and the finance 
company can again novate the finance lease if all parties agree. 



               Changing Departments/Agencies 

If you change your department or agency, it may be necessary to terminate the novation 
because the new department/agency may be a new employer.   

In both circumstances you may be able to enter into a novation arrangement with the new 
department/agency subject to the three parties agreeing.   

               Termination of the finance lease 

At the end of the finance lease, the finance company will seek to dispose of the car.  As a 
lessee, you do not have the right to require the finance company to sell the car to you, nor is 
the finance company under any obligation to do so.  However, if you do acquire the car from 
the finance company at the end of the finance lease for an amount equal to the residual value, 
the Commissioner of Taxation has said there will be no FBT liability if that amount is less 
than the market value and the lease is a bona fide lease (refer to the earlier comments 
regarding a bona fide lease). 

The Commissioner of Taxation has also said in taxation determination TD 95/63 that where a 
lessee or associate of the lessee subsequently disposes of a car acquired from the lessor, any 
profit made on that disposal may be assessable income.  Since the issue of that determination 
the Commissioner has not made any further comment on the circumstances when that may 
arise. 

You should obtain your own professional advice in relation to the taxation, financial and other 
aspects of the novation arrangement. 

Your employer will charge any FBT that may arise under any circumstances to your 
remuneration package. 

               Tax and the novation arrangement 

You should note that novated motor vehicle lease arrangements are recognised by the 
Commissioner of Taxation and are generally effective under the income tax and fringe 
benefits tax legislation as at October 1998 - and subject to any comments noted herein.  If 
these laws change or the Commissioner of Taxation’s application of them, you will need to 
satisfy yourself that the novated lease arrangement continues to meet your needs. 

In any event, the choice and responsibility of entering into the arrangement remains yours at 
all times.  You should obtain your own professional advice on the suitability of these 
arrangements for you. 
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NOVATION OF MOTOR VEHICLE LEASE 

THIS DEED is made the                      day of                                       199 . 

BETWEEN:           The party nominated as the Lessor in Part 1 of Schedule 1 

("Lessor"); 

AND:                      The person nominated as the Employer in Part 2 of Schedule 1 

("Employer"); 

AND:                      The person nominated as the Employee in Part 3 of Schedule 1 

("Employee"). 

RECITALS 

A.            The Employee is employed by the Employer. 

B.            The Lessor has leased to the Employee the Motor Vehicle subject to the 

terms and conditions contained in the Lease. 

C.            The Employer, Employee and Lessor agree to the novation of the 

obligations of the lessee under the Lease to the Employer and Employee 

subject to the terms and conditions of this Deed. 

NOW THIS DEED WITNESSES 

1.             DEFINITIONS AND INTERPRETATION 

1.1           Definitions 

                In this Deed unless the context otherwise requires:- 

                "Business Day" means the day on which trading banks are open for general 

banking business in Sydney, New South Wales; 

                "Care, Use and Maintenance" means any obligation which relates to the 

care, use and maintenance of the Motor Vehicle and includes, but is not 

limited to: 



(a)           any repairs and operating expenses such as the cost of fuel, lubricant, 

replacement parts and accessories; 

(b)           registration and licensing requirements including any permits, 

licence fees, fines, registration charges, stamp duty and other duties 

levied in connection with the registration and licensing of the Motor 

Vehicle; and 

(c)           effecting and maintaining all necessary insurance and includes but is 

not limited to, comprehensive, third party, green slip, compulsory third 

party or public liability; 

"Employee Obligations" means the obligations of the lessee under the Lease 

which relate to: 

(a)           any residual value payment, termination payment or similar 

payment; and 

(b)           the Care Use and Maintenance of the Motor Vehicle; 

"Employer Obligations" means all the obligations of the lessee under the 

Lease except any Employee Obligations; 

                "Commencement Date" means the date specified in item 7 in Schedule 1; 

                "Lease" means the lease attached in Schedule 2, the particulars of which are 

set out in Part 5 in Schedule 1; 

                "Motor Vehicle" means the Motor Vehicle specified in Part 4 in Schedule 

1; 

                “Notice of Mutual Consent” means the written notice specified in clause 

8.1; 

                "Novated Lease" means the lease novated pursuant to clause 3, the 

particulars of which are set forth in Part 6 in Schedule 1; 



                "Termination Date" means the date as provided in clause 6; 

                'Termination Notice" means a written notice whereby the Employer gives 

notice to the Lessor of the termination of the employment of the Employee as 

provided in clause 6.1. 

1.2           Interpretation 

                In the interpretation of the Deed, unless the context otherwise requires: 

(a)           words and expressions defined in the Lease shall have the same 

meaning when used in the Deed; 

(b)           a reference to clauses and Schedules shall be construed as a 

reference to all their subclauses and schedules to the Deed; 

(c)           a reference to any instrument or other document includes any 

variation or replacement of it; 

(d)           a reference to a statute, ordinance, code or other law includes 

regulations and other instruments under it and consolidations, 

amendments, enactments and replacements of any of it; 

(e)           words denoting singular include plural and vice versa; 

(f)            the word "person" includes a firm, body corporate, an 

unincorporated association and authority; 

(g)           a reference to a person includes a reference to a person's executors, 

administrators, successors, substitutes (including, without limitation, 

persons taking by novation) and assigns; 

(h)           an agreement on the part of or in favour of two or more persons 

binds or is for the benefit of them jointly and severally; and 

(i)            headings are inserted for the convenience of reference only and shall 

not affect the interpretation of the Deed. 



2.             RESCISSION OF THE LEASE 

2.1           The parties hereby waive all rights under the Lease and release and 

discharge each other from all and any obligations under and in respect of the 

Lease. 

3.             NOVATED LEASE 

3.1           In consideration of the rescission of the Lease, the Lessor grants and the 

Employer accepts to be bound by and punctually perform the Employer 

Obligations from the Commencement Date. 

3.2           In consideration of the rescission of the Lease, the Lessor grants and the 

Employee accepts to be bound by and punctually perform the Employee 

Obligations from the Commencement Date. 

4.             ACKNOWLEDGMENTS  

4.1           The parties acknowledge that the Employee is not entitled to any rights of 

exclusive possession or other similar rights in relation to the Motor Vehicle 

notwithstanding the Employer making the Motor Vehicle available for the use 

of the Employee or the Employee's associates (as defined in the Fringe 

Benefits Tax Assessment Act 1986). 

4.2           The Employee acknowledges that: 

(i)            in deciding whether to enter into this Deed, the Employee has not 

relied upon any advice or information provided by the Employer and 

has relied on his or her own enquiries and independent advice; 

(ii)           no representation has been made to the Employee by the Employer 

of any taxation benefits or consequences to the Employee; 

(iii)          he or she has entered into this Deed of their own volition and 

understands the meaning and effect of this Deed;  



(iv)          it remains responsible and liable at all times for any residual value 

payment, termination or other similar payment as described in the 

Lease and further acknowledges that the Employee may be required to 

pay to the Lessor any shortfall if the residual value or its equivalent is 

not realised by the Lessor; 

(v)           no representation or assurance has been made or given by the 

Employer that the Employee will continue to be employed by the 

Employer for term of the Lease or Novated Lease period; 

(vi)          the Employee may become personally liable for ongoing rent or 

lease payments upon the termination or suspension of the Novated 

Lease. 

5.             EMPLOYER NOVATION OF THE NOVATED LEASE 

5.1           The parties acknowledge and agree that upon termination under clause 6 

(except termination pursuant to the termination event under sub-s 6.2(a), (b) or 

(d)), the Employer will be treated as having novated the Employer Obligations 

under the Novated Lease without the need for further conveyance to the 

Employee and the Lessor will be treated as having accepted the novation of 

the Employer Obligations under the Novated Lease from the Employer to the 

Employee.  The Employee and Lessor release the Employer from all 

obligations and any liability under the Novated Lease. 

                 

5.2           The parties further acknowledge and agree that if the Employee's 

employment recommences after having been suspended, the Employer is 

under no obligation to assume any liabilities or obligations under the Novated 

Lease.  

6.             TERMINATION 



6.1           On the happening of a termination event, the Novated Lease will 

immediately cease to be of any effect against the Employer and the Employer 

released from any obligation under the Novated Lease. 

6.2           For the purposes of clause 6.1, a termination event is the earlier of: 

(a)           the expiration of the Novated Lease; 

(b)           the termination of the Novated Lease by the Lessor; 

(c)           the Employee fails to observe and perform any covenant, 

undertaking or obligation of the Novated Lease; 

(d)           the Motor Vehicle is sold, transferred or otherwise disposed of; 

(e)           the Employer gives written notice to the Employee and the Lessor in 

accordance with clause 7.2;  

(f)            the Employee ceases to be an employee of the Employer; or 

(g)           the Employer and Employee mutually agree to terminate in 

accordance with clause 8. 

7.             TERMINATION AND SUSPENSION OF EMPLOYMENT 

7.1           Subject to any applicable law, the Employer may at any time: 

                (a)           terminate the Employee's employment with the Employer; or 

(b)           suspend the Employee's employment in circumstances where the 

Employee takes extended leave without pay for any reason. 

7.2           The Employer must promptly deliver a Termination Notice to the Lessor 

advising of the termination or suspension of the Employee's employment. 

7.3           A Termination Notice shall be conclusive evidence of the termination or 

suspension of the Employee by the Employer for the purposes of this Deed. 



7.4           This clause shall not affect the rights of the Employee and Employer to 

cease or terminate the employment relationship by mutual agreement. 

8.             MUTUAL AGREEMENT TO TERMINATE 

8.1           The Employee and Employer may mutually agree to terminate the Novated 

Lease pursuant to this clause. 

8.2                           In the event that the Employer and Employee mutually agree to 

terminate the Novated Lease pursuant to clause 7.1, the Employer must serve a 

Notice of Mutual Consent signed by the Employer and Employee on the 

Lessor. 

8.3           The Lessor, once served with the Notice of Mutual Consent, will be treated 

as having accepted the termination of the Novated Lease. 

      

9.             INDEMNITIES 

9.1           The Employee agrees to indemnify and hold the Lessor harmless against 

any and all loss, damage, cost, charge or expense suffered or incurred by the 

Lessor as a result or consequence of the Employer failing, refusing or  

neglecting to duly and punctually perform any of the Employer Obligations 

while the Deed remains in force. 

9.2           The Employer agrees to indemnify and hold the Employee harmless against 

any and all loss, damage, cost, charge or expense suffered or incurred by the 

Employee as a result of or as a consequence of the Employer failing, refusing 

or neglecting to duly and punctually perform the Employer Obligations while 

the Deed remains in force. 

9.3           The Employee unconditionally and irrevocably indemnifies and will keep 

indemnified and hold the Employer harmless against all claims, costs, 

demands, actions, charges, expenses, loss, taxes and damage whatsoever and 

howsoever arising which the Employer may sustain, incur or suffer, whether 



directly or indirectly, as a result of or in connection with this Deed and the 

Novated Lease. 

10.          COSTS AND STAMP DUTY 

                The costs of preparation, execution and stamping of this Deed and all other 

stamp duties and other incidental outgoings payable in respect of this Deed  

and the Novated Lease are payable by the Employee. 

11.          NOTICES 

11.1         All notices, requests, demands, consents or other communications 

("notices") required to be given or served or given or served to or upon any 

party pursuant to or in connection with the Deed shall be in writing and shall 

be deemed to be duly given or made: 

                (a)           in the case of personal delivery, when delivered; 

                (b)           in the case of by letter, on the second Business Day following 

posting; 

(c)           in the case of facsimile transmission, subject to clause 11.2, when 

despatched provided the machine of the sending party has produced a 

printed record or transmission to the party to which such notice is to be 

given or served if given or served at the address or facsimile number of 

such party as specified in this Deed. 

11.2         A written notice includes a notice by facsimile transmission.  The issuer of 

any notice by facsimile transmission shall forthwith confirm the same by letter 

but the failure of the addressee to receive such letter shall not prejudice the 

validity or effect of such notice.  Any notice given by facsimile transmission 

on a day which is not a Business Day shall be deemed despatched on the next 

succeeding Business Day. 

12.          GOVERNING LAW 



                The Deed will be governed by the law of the State of New South Wales and 

the parties hereby irrevocably submit to the non-exclusive jurisdiction of the 

courts of New South Wales and the courts of appeal from them. 



 

13.          AUTHORITY TO COMPLETE 

13.1         The Employee and the Lessor each irrevocably authorise the Employer and 

its solicitors to complete, fill in any blanks, correct any clerical errors and 

date, where appropriate, the Deed (including the Schedule), the Lease and any 

other document to which it is a party. 

(balance of page intentionally blank) 



EXECUTED AS  A DEED 

SIGNED SEALED AND DELIVERED by        ) 

THE LESSOR by being signed by  its             ) 

attorney or authorised officer as specified      ) 

below:                                                                                    ) 

………………………………………………        ………………………………….. 

Signature of Attorney/Authorised Officer                      Signature of Witness 

………………………………………………        ………………………………….. 

Full name of Signatory                                                        Full name of Witness 

SIGNED SEALED AND DELIVERED by        ) 

THE EMPLOYER by being signed by  its       ) 

attorney or authorised officer as specified      ) 

below:                                                                                    ) 

………………………………………………        ………………………………….. 

Signature of Attorney/Authorised Officer                      Signature of Witness 

………………………………………………        ………………………………….. 

Full name of Signatory                                                        Full name of Witness 

SIGNED SEALED AND DELIVERED by        ) 

THE EMPLOYEE by being signed by  its       ) 

attorney or authorised officer as specified      ) 

below:                                                                                    ) 

………………………………………………        ………………………………….. 

Signature of Attorney/Authorised Officer                      Signature of Witness 

………………………………………………        ………………………………….. 

Full name of Signatory                                                        Full name of Witness 



 

SCHEDULE 

PART 1 LESSOR 

                                Name: 

                                Address: 

                                Fax No: 

PART 2 EMPLOYER 

Name: 

                                Address: 

                                Fax No: 

PART 3 EMPLOYEE 

Name: 

                                Address: 

                                Fax No: 

PART 4 MOTOR VEHICLE 

Make: 

Model: 

Registration No: 

Vehicle ID (VIN) Chassis No: 

Engine No; 

 
PART 5 LEASE 

                                 

                                Date of Lease: 

                                Account No: 

                                Monthly Rental Payments: 



                                Due Date of monthly Rental Payments: 

                                Date of Expiry of Term: 

PART 6 NOVATED LEASE 

                                Account No: 

                                Monthly Rental Payments: 

                                Due Date of Monthly Rental Payments: 

                                Date of Expiry of Term: 

PART 7 COMMENCEMENT DATE 

                                The Commencement Date is the        day of                                    



 

SCHEDULE 2 

THE LEASE 

[Attach a copy of the Lease]  



 

 

NOVATED MOTOR VEHICLE LEASES 

SES ADMINISTRATOR’S CHECKLIST 

Chief Executive Service, Senior Executive Service and Senior Officers (hereinafter referred 
to as “the officer”) are entitled to elect to include one (or in the case of a Chief Executive 
Officer, two) novated motor vehicle lease as part of their gross remuneration. 

The purpose of this checklist is to explain the procedures to be followed by the SES 
Administrator when an officer is interested in, and subsequently elects to package a novated 
motor vehicle lease for 100% private usage. 

Circular 98-XX and its attachments explain how novated motor vehicle lease arrangements 
operate.  The Circular indicates that interested officers can obtain more detailed information 
from SES Administrators.  That material is also attached to Circular 98-XX and is titled 
Novated Motor vehicle Leases: Detailed Information for Interested Officers. 

If an officer is interested in a novated motor vehicle lease, you should follow these 
procedures. 

1          Upon request, provide the officer with the Novated Motor vehicle Leases: Detailed 
Information for Interested Officers document. 

2          Officers will then select a motor vehicle and organise a finance lease through a 
finance company of their choice. 

3          The officer should not be provided with any documentation requesting a fleet discount 
be given on the vehicle to be leased.  It will be the responsibility of the individual 
officer to enter into any such negotiations.  

4          You should ensure the officer has been provided with a copy of the standard Deed of 
Novation of Motor Vehicle Lease (attached to Circular 98-XX) and has advised the 
finance company that it must be prepared to enter into that deed with the officer and 
the employer. 

You and the officer must note that the standard novation deed (attached) is the 
only acceptable form. 

5          Having decided on the car and finance company of choice, the officer will enter into a 
finance lease with the finance company and arrange for the finance company to sign 
the Deed of Novation of Motor Vehicle Lease. 

6          These documents will be provided to you for the signature of the relevant authorising 
officer in your department/agency.  It is your responsibility to first check whether the 
finance lease entered into by the officer is a bona fide lease for tax purposes.  This is 



explained in more detail below.  If it is not a bona fide lease for tax purposes, the 
officer should be advised that the department/ agency will not enter into the novation 
of the finance lease. 

A finance lease will be a bona fide lease if: 

               there is no express or implied right, option or agreement under which the 
lessee is able to acquire the car at the termination of the lease; and 

               the residual value due at the end of the finance lease is no less than the 
minimum values specified by the Commissioner of Taxation in income tax 
ruling IT 28. 

For your information, these minimum residual value amounts are : 

Lease Term                     Residual Value 

1 year                              63.75% 

2 years                            52.50% 

3 years                            41.25% 

4 years                            30.00% 

5 years                            18.75% 

You also need to be satisfied that there are no other factors indicating the 
transaction may be an asset purchase, rather than a bona fide lease.  For 
example, if a car had a cost price of $50,000 and the officer contributed 
$23,000 (by a cash payment or trade-in to the dealer) and only leased $27,000, 
the Commissioner of Taxation may take the view there is an implied right of 
the lessee to acquire the vehicle on termination of the lease.  In that case, the 
Commissioner could argue it is not a bona fide lease and there would be 
adverse fringe benefits tax consequences. 

For this reason, officers have been advised in the Novated Motor vehicle 
Leases: Detailed Information for Interested Officers document that their 
employer will not enter into a novation arrangement if they have contributed to 
the cost of the car by a trade-in or cash payment.  You should therefore check 
to make sure the amount leased is the cost of the car.  If it is not, the officer 
should be advised that the department/agency will not enter into a novation of 
the finance lease. 

7          If you are satisfied that the finance lease is a bona fide lease, you should arrange for 
the documents to be signed by the relevant authorising officer in the 
department/agency. 

8          You will need to arrange for the officer’s remuneration package to be revised to 
reflect the running costs and standing costs option chosen by the officer.  The pay-roll 
section needs to be advised of the changed salary amount. 

The officer can choose one of three payment options available: 



(a) Both the running and standing costs will be paid by the  employer.   

The employer will pay the running costs (such as fuel, oil, servicing, tyres etc) and an 
amount charged to the officer’s remuneration package on a cents/km basis as a salary 
sacrifice.  The cents/km rate will be as currently advised under the public sector 
motor vehicle scheme.   

The applicable standing costs (e.g.  registration, CTP insurance and comprehensive 
insurance) will be those currently available to the public sector.  These amounts will 
also be charged to the officer’s remuneration package as a salary sacrifice. 

  

(b) Running costs paid by the employer and the officer pays standing costs. 

As above, the running costs will be paid by the employer and an amount charged to 
the officer’s remuneration package on a cents/km basis as a salary sacrifice. 

Under this option, the officer will pay the relevant standing costs out of after- tax 
salary.  These will not be charged to the officer’s remuneration package.  Such 
amounts paid by the officer will be “employee contributions” for the purposes of 
reducing the FBT taxable value.  Accordingly, the salary sacrifice charge for the FBT 
will be lower than would otherwise be the case. 

(c ) All running and standing costs will be paid by the officer. 

Under this option, the officer will pay for all the running and standing costs 
attributable to the vehicle out of  after-tax salary.  Such payments will be taken into 
account as “employee contributions” for the purposes of calculating the FBT taxable 
value of the vehicle.  Accordingly, the salary sacrifice charge for the FBT will be 
commensurately lower. 

You should note that if an officer has leased a second-hand car he/she has no choice 
in relation to the costs other than paying all the running and standing costs out of 
after-tax salary.  They have been advised of this in the Novated Motor vehicle Leases: 
Detailed Information for Interested Officers document and you should ensure that the 
remuneration package adjustments are made on this basis. 

9          Fines for traffic or parking infringements should not be reimbursed to the officer.  
These costs are private in nature and should be directly borne by the individual 
officer. 

10        A copy of all documentation should be provided to the officer. 

11        An annual reconciliation of actual costs to estimates made must be carried out and 
overs or unders adjusted through the officer’s payroll. 

12        You should note that, if the employee has leased a second hand vehicle that was 
previously owned or leased by a government department or agency, the FBT base 
value will be the original cost of the car, and not the second hand purchase price. 

For the purposes of this guidelines" officer" means a Chief Executive Officer, an SES 
officer or a Senior Officer. 



 


