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The rising cost of company car tax has led to many motor dealer groups looking for alternate ways to provide 
a staff car benefit and one solution is an Employee Car Ownership Scheme (ECOS). 

Structured effectively by a provider who places robust compliance at the fore, an ECOS provides the maximum 
employer benefit whilst delivering a rewarding incentive to employees. 

However, if a scheme is improperly designed or operated it can leave employers, senior managers and their 
employees exposed to significant risk.

Introduction



What are the three major compliance 
risks to operating my own ECO Scheme?

Taxation and Disguised Remuneration

Resale Losses - Benefit in Kind (BiK) Tax Exposure

Regulated vs Unregulated Agreements

If an employer is a Close Company (as defined in tax legislation) and provides a loan to a director/participator, 
then in many instances the full loan value will be treated as Disguised Remuneration.

“If an organisation falls foul of Disguised Remuneration rules, the whole ECOS loan will be treated as 
earnings and taxed accordingly, exposing the director/participator or business to potentially significant tax 
liabilities.”

If the correct procedures are not in place to protect employees and used car values drop below guaranteed 
residual values during the ECOS agreement’s term, then employees could be exposed to Benefit in Kind on the 
amount of those losses.

“Agreements must be structured correctly to protect employees against used car market shift, or the BiK 
liability for each vehicle can be extensive.”

Many self-administered ECO Schemes breach Financial Conduct Authority (FCA) rules by incorrectly relying 
upon exemptions under consumer credit legislation which are designed to allow employers to issue unregulated 
loans and negate the need for full FCA permissions. 

“Any person who breaches section 19 of the Financial Services and Markets Act commits a criminal 
offence for which the maximum penalty is two years’ imprisonment and an unlimited fine.”

“The FCA has the ability to withdraw limited permissions, meaning that a dealership cannot broker 
car finance agreements or associated products such as insurance, maintenance or warranty packages 
resulting in a significant impact on upon the business’ ability to trade.”



Disguised Remuneration

Representative example

The purpose of Disguised Remuneration regulations are to tackle the 
avoidance or deferral of income tax and NIC on benefits provided 
through loans given to employees.

When dealer groups run their own ECO Scheme using beneficial 
loans, they must be structured correctly in order to comply with the 
conditions set out in the s554O Income Tax (Earnings and Pensions) Act 
2003 to ensure that the exemption from Disguised Remuneration rules 
can be relied upon.  Failure to do so means that the entirety of the loan 
amount will be treated as earnings and subject to taxation. 

For example, where a Close Company is not an authorised lender and is 
issuing beneficial loans to certain individual directors/participators they 
may not be able to rely upon specific exclusions for ECOS and therefore 
the arrangement could constitute Disguised Remuneration. 

Disguised 
Remuneration 
rules were 
introduced in 
the Finance 
Act 2011. 

There are five directors/participators within the business. Each one is a 40% tax payer and takes a £60,000 
ECOS loan per car. They change their car three times per year.  

Assuming the employer decides to pay this tax liability on behalf of the employee or director, the total cost to 
the company could be as much as:

If an organisation falls foul of Disguised 
Remuneration rules, the whole ECOS loan 

will be treated as earnings and taxed 
accordingly, potentially creating significant 

tax liabilities.

£709,440 per year



Employee Benefit in 
Kind Exposure

Representative example

If the ECOS relies on the vehicle’s used value being equal to, or more than, the outstanding ECOS loan balance, 
the employee is at risk.  If the market value falls during the term of the ECOS loan agreement either:

• The vehicle is bought back above market value resulting in a Benefit in Kind; or
• The employer agrees to write off a portion of the loan balance again resulting in a Benefit in Kind; or
• The employee personally makes good the loan balance shortfall.

In some instances, it has been promoted that an employer could pool profits or losses on resale to mitigate the 
tax risk from the impact of market shift on individuals. This cannot be the case, as the gains of one employee 
cannot be offset against the taxable benefits of another.  

It’s not just at the end of the ECOS agreement term that Income Tax liabilities can arise. If at the outset of the 
loan the employee can profit out of the arrangement by personally selling the car for more than they paid for 

There are fifteen employees participating in an improperly structured Employee Car Ownership Scheme. Each 
one is a 40% tax payer and takes a £40,000 ECOS loan per car. They change their car three times per year.  

Assuming a 10% deterioration in used car values during the ECOS loan Agreement term, if the employer 
decides to pay the resulting tax liability on behalf of the employee, the total cost to the company will be:

it, this can also result in a taxable Benefit in Kind.  

Operators of an ECOS need to manage this risk carefully whilst 
not compromising the fundamental principle of an ECOS that the 
ownership of the car must pass to the employee in substance and not 
just legal form.

Agreements must be correctly structured 
to protect employees against used car 

market shift, or the BiK implications could be 
substantial.

£141,890  per year



What happens if I issue regulated agreements 
without full FCA permissions?

The consequences of a lack of compliance can be significant. Under the Financial Services and Markets Act 
2000 any person who breaches Section 19 commits a criminal offence for which the maximum penalty is two 
years’ imprisonment and an unlimited fine. This does not just apply to businesses, as Directors are exposed 
to personal liability. 

The FCA makes public announcements on the warnings and outcomes it issues, and use a wide range of 
enforcement powers - criminal, civil and regulatory - to take action against firms and individuals that do not 
meet their standards. 

The FCA has the ability to withdraw an organisation’s authorisations, meaning that in the case of a dealership, 
it cannot broker car finance agreements or other financial products such as gap insurance, which would have 
a significant impact upon the business’ ability to trade. 

Furthermore, any agreement made by a person who has been carrying out regulated activity without 
permissions will be unenforceable against the borrower. This is a huge financial risk, as the business has no 
legal right to recover the debt or the vehicle. 

“Any person who breaches section 19 of the Financial Services and Markets 
Act commits a criminal offence for which the maximum penalty is two years’ 

imprisonment and an unlimited fine.”

“The FCA have the ability to withdraw limited authorisations, meaning that a 
dealership cannot broker car finance agreements or offer insurance products, 

which would have a significant impact upon the business’ ability to trade.” 



How can I avoid these compliance risks yet continue 
to provide the benefits of ECOS to my employees? 

Self-administered Employee Car Ownership Schemes often leave employers open to risk from a lack of both 
initial and ongoing legislative expertise, dependable financial processes and the technology to support a 
robust and compliant scheme.

Car Benefit Solutions has developed, refined and sought guidance from Queen’s Counsel on the evolution of 
their ECOS solutions for over 16 years and CBS’ expertise protects both employers and drivers by removing 
the risks highlighted herein. 

• CBS possess the necessary full FCA permissions to execute and enter into regulated agreements, 
meaning the employer doesn’t require such permissions, taking away any potential penalties.

• CBS’ Employee Car Ownership Schemes ensure that employees are not exposed to Benefit in Kind 
taxation resulting from fluctuations in the used car market or high initial vehicle discounts.

• CBS ECOS’ ensure that directors/participators of Close Companies are protected from Disguised 
Remuneration liabilities that can result from self-administered schemes.

• CBS’ bespoke and robust schemes provide clients with additional security in a complete solution, guiding 
the client through the HMRC full disclosure notification process.  

• CBS provides ongoing support at no additional cost, ensuring long term compliance and convenience. 

• A bespoke in-house operating platform, uniquely designed for the purpose of managing an ECO Scheme, 
lifts the burden of scheme administration from the employer, making it simple and easy to operate. 

• A team of over 150 experts are on hand to support, train and advise employers so that both they and 
their employees enjoy the maximum value from their ECOS with complete peace of mind. 

Car Benefit Solutions are on hand to help. For a free, no obligation compliance audit of 
your current Employee Car Ownership Scheme or to discuss how we manage risk within 
our complete solutions please contact: 

ENVELOPE  consultancy@carbenefitsolutions.co.uk phone   0161 826 0000
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Maximise the potential of your car benefit fleet, 
contact the team at CBS today.
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