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ADVANCE \D 7.20
Motor Expenses

January 2002

With effect from 6 April 2002 the taxation of a car provided by an employer that is available for the employee’s private use will change dramatically.  The benefit will, normally, be based on the carbon dioxide emissions of the vehicle.  No reduction will be available if the employee’s business mileage exceeds either 2,500 or 18,000 miles, neither will a reduction be available for older cars.

The tax and NIC free rates at which business mileage can be reimbursed to an employee who uses his own car on business will also change from 6 April 2002.  Essentially, employees with cars with a low cubic capacity should benefit but those who have cars with larger engines will probably be disadvantaged.  Employees will no longer be able to claim the actual costs they incur, which includes capital allowances and the interest on a loan taken out to buy the car.

These changes will significantly effect an employee’s tax liability and the company may incur additional NIC costs.  Companies and individuals should review their corporate and personal positions now to minimise any effect the changes may have on them.
1.
COMPANY CARS

Car scale charge

If a car owned by a company or business is provided for the private use of an employee (including a company director), the employee will, in most circumstances, be liable to tax on a scale charge.  For tax years starting on or after 6 April 2002 this charge will be based on the list price of the car when new and its carbon dioxide emissions. The old system when the charge depended on the list price of the car when new, the age of the car at the end of the tax year and the extent of business mileage in the year will finish on 5 April 2002. 

The vehicle registration document will show the CO2 emission figure if the car has been registered since 1 March 2001.  The CO2 emission figure for cars registered between 1 January 1998 and 28 February 2001 can be found from the SMMT website (www.smmt.co.uk/co2/co2.asp).  The taxable benefit for cars registered before 1 January 1998 will be based on the car’s cubic capacity.  Companies are being requested by the Inland Revenue to provide the CO2 emission figures of company owned cars to them as soon as possible so that any changes in the taxable benefit can be coded into their employees free pay codes.  Companies are not obliged to do so, but an employee might wish to do so for himself if he does not wish to incur a significant tax underpayment .  

The table below shows the change in tax liability between 2001/2 and 2002/3 and demonstrates that the high business mileage employee with a large car will see a significant increase in his tax liability.

	
	Ford Mondeo

£22,000 - CO2  = 187 g/km
	BMW 530I

£32,000  -CO2  = 261 g/km

	
	Annual (monthly) tax liability,  marginal tax rate of 40%

	Business mileage
	2001/2002
	2002/2003
	2001/2002
	2002/2003

	< 2,500
	£3,080 (£257)


	£1,672 (£139)
	£4,620 (£385)
	£4,488 (£374)

	2,500 to 17,999
	£2,200 (£183)
	
	£3,300 (£275)
	

	> 18,000
	£1,320 (£110)


	
	£1,980 (£165)
	


There is a schedule at the end of this document which shows the percentage charge dependent on the CO2 emission of the car for the first three years of the new regime.

Any contribution made by the employee to the cost of the car or the running expenses will reduce the amount of the scale charge, but care needs to be taken in this area in order to achieve the best tax advantage.   In particular, reimbursement of running expenses should be made specifically to enable the employee to use the car privately.

Changes in company cars provided to employees must be reported to the Inland Revenue quarterly on forms P46(Car).

A sole trader or partner in an unincorporated business is not liable to the scale charge.  Instead, the private proportion of the motor expenses borne by the business is disallowed for tax purposes.  Also, capital allowances, which are given for tax purposes instead of 
depreciation, are restricted to the business use proportion.  It is therefore important to distinguish between cars and motor expenses relating to partners or sole traders and those relating to employees.

Fuel scale charge
If fuel is provided for private use in a company car, the employee is taxed on a scale charge based solely on engine size.  This can only be avoided if the employee reimburses the business for the whole of the fuel used privately.

If the company does not reimburse employees for the actual cost of business petrol, but instead pays a business mileage allowance, the allowance should be at a rate intended to cover the cost of petrol only and not at the rate paid to employees using their own cars for business.

Vans and other vehicles

A separate scale charge, dependent only on the age of the van at the end of the tax year, applies to vans provided for the private use of employees.  Any other vehicles provided for the private use of an employee are taxed on the employee to the extent of the private use proportion of all running costs and 20% of the cost of the vehicle when new.

2.
Employees’ own cars used for business
When an employee uses his own car for business purposes his employer will normally reimburse him for the costs related thereto.  The Inland Revenue publishes authorised mileage rates (AMRs) annually, which it will accept as being a reasonable reimbursement of the actual cost of business mileage. For 2001/2002 and prior years the rates depend on engine size and a higher rate can be paid for the first 4,000 business miles each year. For 2002/3 and subsequent years the rates paid ignore the car’s engine size but enable a higher rate to be paid for the first 10,000 business miles each year.  

	
	2001/2
	2002/3

	
	Up to 4,000 miles
	4,001 miles and above
	Up to 10,000 miles
	10,001 miles and above

	Up to 1,500 cc
	40p
	25p
	40p
	25p

	1,501 to 2,000 cc
	45p
	25p
	40p
	25p

	2,001 cc and above
	63p
	36p
	40p
	25p


As long as these rates are not exceeded, no taxable benefit arises on the employee.  If the employer reimburses business mileage at lower rates then the employee can claim tax relief on the difference.  From 2002/3 the employee can no longer claim tax relief based on the actual expenses incurred.  In particular the employee cannot claim capital allowances or interest relief on any loan taken out to buy the car.

From 6 April 2002 the employer can pay up to 5p per mile free of tax and NIC for each passenger that an employee carries on a business trip whether in a company car or the employee’s own car.  If the employer does not pay this allowance, however, the employee cannot claim it as a deduction in his tax return.

3.
VAT

Business Fuel

Where businesses reimburse their employees for business mileage, they are allowed to reclaim VAT on the petrol element of the mileage allowance, even though the business will not have a VAT invoice.   A ruling of the European Court in November 2001 against the Dutch authorities who allowed a similar treatment may force Customs to disallow the practice in future. The ruling was made because the employer is not involved in the transaction (the sale of fuel by the petrol station to the employee) so there may be ways to maintain the status quo .  

Private Fuel

Where a company pays for fuel for private use, whether directly or by reimbursing the employee, it must pay output VAT on the fuel scale charge as above, payable on each VAT return (i.e. quarterly or monthly).  This applies in respect of company cars and employees’ own cars.  

The scale charge does not apply if all fuel provided is for business use, nor if the business chooses not to reclaim input tax on any fuel, including fuel for commercial vehicles.  The input tax on fuel used privately in vehicles other than cars is not reclaimable and input tax must therefore be apportioned between business and private use.

Also, the scale charge applies in respect of employees only, therefore sole traders and partners who buy fuel for both business and private use must apportion the input tax.

4.
FORMS P11D

All employers paying expenses to employees or providing them with benefits in kind, such as company cars, must complete forms P11D annually.  These forms must include all business expenses, unless the employer has obtained a dispensation from the Inland Revenue.  A dispensation will only be granted if expense claims are properly controlled and the expenses paid do not exceed the amounts allowable for tax purposes. An employee must show all items from his P11D on his tax return and claim a deduction for expenses which were wholly for business purposes.

It is therefore necessary to ensure that your accounting records enable expenses paid to and on behalf of each employee to be identified.  You must also ensure that you have an accurate record of employees’ business mileage.  This is needed to calculate the car benefit where a company car is provided (but only until 5 April 2002) and to ensure that only the first 4,000 (10,000) business miles in the employees’ own cars in the tax year are reimbursed at the higher rate.

The Inland Revenue published rules with effect from 6th April 1998 explaining which journeys they consider to be business journeys.  Home to office travel is generally a normal commuting journey and these expenses are not allowable for tax purposes.  The rules are complex and, if you wish to apply for a P11D dispensation, you need to know these rules, so that you can ensure that you only reimburse employees for allowable business mileage.

The completion of forms P11D can be a costly exercise.  We therefore recommend applying for a P11D dispensation where substantial business expenses are paid.

Class 1A National Insurance Contributions

On 6 April 2000 Class 1A NIC was extended to cover all normal benefits paid to employees, including company car and fuel scale charges.  Class 1A is payable on 19th July following each tax year, at the rate of employers’ contributions for the year, and is calculated at the same time as the forms P11D are completed.

For 2001/2 employers may use the higher mileage allowance (ie up to 4,000 miles) to calculate whether any NIC is due on mileage allowance paid for all business mileage in an employee’s own car.  From 2002/3 NIC, as well as income tax, will be due if business mileage in excess of 10,000 miles is reimbursed at the higher rate. 

This note is intended for general guidance only. There may be additional considerations that need to be taken into account in certain cases. If you require further information, we will be happy to provide more detailed advice based on your particular circumstances.

If you require further information please contact us







