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Understanding car shemes

Many fleets have investigated setting up personal motoring schemes. But, according to
Gerry O’Neill, co-founder of Car Benefit solutions Limited, employers very often
misunderstand exactly what the schemes offer.

PERSONAL leasing schemes can be put into three simple categories:

 Affinity schemes: employer sponsored with high participation levels from the
previously entitled company car population.

 Arm’s length schemes: a largely cost-driven option where employees are left to fend
for themselves but introduced to an optional arrangement with a preferred supplier.

 All-employee schemes: eligibility is not contingent on previous company car
entitlement. No employer involvement is featured.

To the uninitiated, there structured cash alternatives are the automotive equivalent of
Pandora’s box.  Historically tainted with a ‘smoke and mirrors’ association, they have 
been unfairly perceived as highly complex, tax aggressive and potentially susceptible to
attack from the relevant government authorities.

One of the most common misconceptions is that schemes feature high upfront costs. It
is important that the competency and reputation of the potential supplier together with
the down steam economies available to the employer should be considered in
conjunction with any proposed set-up costs.

More recently, the pricing model has been adjusted by several players to substitute this
charging mechanism with an enhanced level of return as business is written.

Either arrangement is likely to generate the same quantum of income to the supplier. In
the early 1990’s, when these schemes were conceived, the original pioneers had little 
interest in lending money on cars, unlike the bank-owned leasing fraternity. The target
client base was that the FTSE Top 100.

Schemes now appear in both on and off-balance sheet guise, with the latter opening a
much broader market to the prospecting supplier, Manufacturers now recognize cash
alternatives as the equivalent of company cars delivered via a tax-efficient mechanism.
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However, participating employers should beware of passing particularly high discount
levels in this arena ie. via a sole supply arrangement. There are important income tax
considerations arising from the employee’s ability torealize potential gain.

Another myth is that savings are at the expense of employees–in my experience this is
normally only true if the employer wishes to reduce the level of benefit. It is possible to
generate a substantial cost reduction while holding the employees in a position of
operational and financial parity. Accepting this, it is essential to register that such
schemes are not a panacea and must be carefully considered if unpleasant surprises are
to be avoided.

Employers should be satisfied that any estimated savings include due consideration to
the ongoing operating expense and secondary costs arising from early termination and
excess mileage. This is critical with a an affinity scheme where such charges would, in
addition to the invoice amount, incur an incremental tax settlement on behalf of the
employee.

Another fictional view that schemes only work for ‘perk’ drivers arises from the fact 
that under the previous business mileage based Scale Charge Tax regime, the
contribution by way of tax saved from this population would have been substantially
more that their essential user colleagues.

Coupled with the fact that these drivers would normally expect to fall in to the higher
rate of tax bracket, this population represented the obvious selection choice. In my
experience, the use of approved Mileage allowance payment (AMAP) rates, optimal
contract mileage and other tax efficiencies can make the economics for essential users
perfectly viable.

For the peace of mind of potential participants, robust propositions should feature a full
disclosure clearance process of consultation with the Inland Revenue. The objective of
this exercise is quite simply to ensure compliance with pertinent legislation. Skipping
this critical path issue is an oversight many providers may well regret. Schemes
portrayed as having ‘generic tax clearance’ should be challenged without exception.

Compare and contrast the various offerings and talk to other companies to learn from
their experiences before proceeding. Getting it right requires substantial effort, but this
is more than compensated by the resultant efficiencies.

(Gerry O’Neill, co-founder of Car Benefit Solution)
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About CBS

Car Benefit Solutions Ltd (CBS) is an organisation based in the North West, devoted to the
development of cost effective strategies to maximise the perceived value of car benefit for
employees whilst minimising the provision cost to the employer. Since their inauguration in
July of 2002, CBS have established themselves as a leading authority on structured workplace
car schemes and the supplier of choice to several major UK corporates. Their business is
dedicated to the design, development, implementation and ongoing management of tax efficient
alternatives to the traditional company car.

For further information contact:

Car Benefit Solutions Media Contact Sinéad Sopala on 0161 447 8998
ssopala@carbenefitsolutions.co.uk, or visit our website www.carbenefitsolutions.co.uk


