The Government’s green agenda (with an
aspirational target that all new car/vans will be
100% zero emission by 2035), rising fuel costs and
attractive company car tax benefit in kind (BIK)
rates has meant that providing an electric company
car is becoming a norm.

Electric vehicles now make up a significant and
established number of the new cars sold in the UK.

Below we consider the incentives and other tax
implications associated with EVs which make them
SO attractive as company cars, even considering that
the benefit in kind charge

Car BIK

The BIK value of a company car is calculated by
multiplying the car’s P11D value (the list price including
optional extras, VAT and delivery charges, minus the
first-year registration fee and annual Vehicle Excise
Duty (VED) tax) by the percentage banding the car
sits in, referred to as the appropriate percentage.

The current appropriate percentage for a fully electric
car with no CO2 emissions is 2% of the list price until
5 April 2025 following which the annual increase will
be 1% each year until 5 April 2027 at which point

the benefit percentage will reach 5%. Following the
2024 Autumn Statement the annual increase will be
based on 2% each year until April 2029 (9%). By way
of comparison, the corresponding percentage for a
petrol/diesel car emitting high amounts of CO2 can
reach 37%!

Keeping appropriate percentage rates relatively low
in comparison to traditional petrol and diesel vehicles
is expected to continue to encourage more drivers to
switch to EVs.

Car fuel benefit

Electricity is not considered a fuel for car fuel

benefit purposes. However, there are potential tax
implications on vehicle charging depending on the
level of support that is going to be given to employees
by their employer.

Reimbursement of fuel costs

For business travel where the employee uses their
own electricity and has a company car, the company
can pay 5p per mile. Employers can pay HMRC's
approved mileage rate of 45p per mile for the

first 10,000 miles and 25p per mile thereafter for
employees who use their own electric car for business
travel.

If the employer pays less than the HMRC approved
rates for using the employee’s car, the difference can
be claimed as Mileage Allowance Relief through HMRC.
There is no such exemption for company cars.

VED

From 1 April 2025 zero and low emissions will have
a VED charge of £10 in the first year rising to the
standard £195 for the second year onwards.



Capital allowances/leasing costs

For tax purposes, capital allowances or leasing costs are limited for a CO2 emitting car, however, an electric
car is exempt from the leasing disallowance, and its first-year capital allowance could be 100%.

Workplace charging /Electric Vehicle Homecharge Scheme (EVHS)

A voucher for an electric vehicle charge point on business premises is available for up to £350 (per socket)
towards upfront costs. Each applicant is only allowed 40 charge points. The only distinction between the
EVHS and the workplace grant is that the EVHS grant is included in the price by the installer.

Congestion charge/low emission zones

Pure electric cars are exempt from ultra-low emission zone charges. London has already introduced low
emission zones. Other large cities, such as Manchester and Birmingham, operate clean air zones. This means
that the exemption will eventually cover all of the UK. Hybrid vehicles may have to pay the charges.

Salary sacrifice

Electric cars are one of the few ‘favoured benefits’ which can be provided in conjunction with a tax/National
Insurance Contributions (NIC) efficient salary sacrifice arrangement. This can prove to be attractive for
both the employees and employers given the current low level of the benefit in kind charge. Salary sacrifice
arrangements are agreements by which an employee agrees to reduce their salary in exchange typically for
a noncash benefit.

A monthly electric car can be funded by tax savings since the optional remuneration legislation does not
apply to cars with CO2 emissions under 75g/km. The tax savings are generated by reducing the employee’s
gross pay which results in less Income Tax and NIC for the employee, as well as employer’s NIC saving for the
employer.

For illustration purposes, we have shown below the cost savings for an electric car vs a petrol car and have

assumed that the list price is the same for both electric and petrol. Based on 2025/26.

Example

Before salary sacrifice Electric Car (Assuming a basic tax rate of tax at 40%)

Electric Car Petrol Car
Assumed list price for Form P11D purposes £30,880 £30,880
Appropriate percentage: 3% 35%
Taxable car benefit: £926 £10,808
Tax due on the benefit: £370 £4,323
Lease: £348.54 paid from net pay £259.53
After salary sacrifice

Electric Car Petrol Car
Monthly lease amount of £348.54 taken from gross salary £259.53

Tax saving on £348.54 per month: £139.40
NIC saving on £348.54 @ 15%: £52.28

Tax due on benefit: £370

Net cost of lease: £191.68

£103.81 (on £259.53)
£38.92 (on £259.53)
£4,323

£194.64

Tax difference: The electric company car driver pays £3,953 less tax and, for both drivers, the net lease cost
is less than the pre-salary sacrifice amount paid via net pay, ie, after Income Tax and NIC deductions.

Employer NIC saving @ 15% on £348.54 and on monthly lease amount of £259.53 is £52.25 and £39.92

respectively.



How can we help?

HaysMac can help advise clients regarding the use of
a tax and NIC efficient salary sacrifice arrangement
which will provide benefits to both the employer and
their employees. This can include:

Working with car providers
Assistance with staff communications
Compliance reporting

For further information please contact a member

of the Employment Taxes team employmenttax@
haysmac.com or your usual HaysMac contact.
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