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A  C O N T R A C T O R ’ S  G U I D E  T O  
C O M P A N Y  C A R S

Providing the professional, 
expert and specialist advice 
required to ensure contractors 
maximise their rewards and 
have peace of mind.

Company cars for contractors – are they a good idea? Most contractors have to travel to 
work, often to a wide range of temporary workplaces, so it’s no surprise that we get so many 
questions about the best way to deal with business motoring costs. 

Well, fasten your seatbelt, set your mobile to silent and keep your eyes on the road ahead, 
because here comes our simple, plain language guide to company cars.
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Can your limited company provide you with 
a company car? 

The short answer is “yes”. If you so choose, your company can buy and run a company car. Your company can claim the 
cost of buying the car through Capital Allowances and the running costs as expenses, which will reduce your pro�ts and 
Corporation Tax bill. However, a company car can be quite expensive for you personally as it will be treated as a bene�t 
in kind and it may not be the best idea when you consider your overall tax position.

Tax on your Company Car

If you use your company car for any personal journeys, including ordinary commuting, you will incur a taxable bene�t in 
kind and this will need to be reported on your P11d. You will pay income tax on the value of the bene�t and your 
company will have to pay Class 1A National Insurance at 13.8% on the value of the bene�t.

How much tax will you pay?

The tax you pay is based on a % of the bene�t in kind (BIK) value. The BiK value is calculated using a number of variables, 
including the manufacturer’s list price for the vehicle, the fuel type and carbon dioxide emissions (CO2. The BiK 
percentage which is published by HMRC every tax year is then applied in order to provide the cash value that is included 
on your P11d and on which tax and NI is payable. 

The BIK value is calculated as follows:-

List Price of Vehicle x BIK percentage = BIK cash value

Manufacturer’s list price

The list price includes the manufacturer’s standard accessories for the vehicle, number plates, and its delivery, with VAT 
added. Any optional extras, such as metallic paint or higher speci�cation wheels, regardless of the cost, must also be 
included in the list price.
If any modi�cations are made to the vehicle, such as �tting an enhanced multimedia system which wasn’t provided by 
the manufacturer, then these must also be added to the list price, even if the modi�cation is made  after its delivery. If 
any modi�cations are made in the middle of the tax year, the list price increase will still apply for the whole tax year. 

BIK Percentage

HMRC publishes the bene�t in kind rates every year, along with plans for the future. The government sets the BIK % 
based on their desire to want to encourage electric and ultra-low-emission vehicles and for this reason, the BiK 
percentage is reduced for vehicles with low and ultra-low emissions. The maximum amount the BiK value can be is 37% 
of the vehicle list price.

For the tax year 2020/21 the following rates apply (and for the subsequent two tax years)
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Cars registered before 6th April 2020
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Electric range is the number of miles which is the equivalent of the number of kilometres speci�ed in an EC certi�cate of 
conformity, an EC type-approval certi�cate or a UK approval certi�cate on the basis of which a car is registered, as being 
the maximum distance for which the car can be driven in electric mode without recharging the battery.

*Add 4% up to a maximum of 37% for diesel cars that are not certi�ed to the Real Driving Emissions 2 (RDE2) standard. 
Add 0% for diesel cars which are certi�ed to the RDE2 standard.
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Cars registered after 6th April 2020

g/km of CO2 Electric range 2020/21 2021/22 2022/23
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*Add 4% up to a maximum of 37% for diesel cars that are not certi�ed to the Real Driving Emissions 2 (RDE2) standard. 
Add 0% for diesel cars which are certi�ed to the RDE2 standard.

A worked example

Let’s assume you decide to purchase a car that has a manufacturer’s list price of £40,000. The car is registered on 8th 
April 2020 and is a diesel vehicle with emissions of 147g/km of CO2.

The value of your bene�t in kind will be

List Price x BIK % = £40,000 X 36% = £14,400

Why 36%? - well looking at the table above the emission for a car with emissions of 147g/km of CO2 is 32% BUT the car 
is diesel and so we have to add a further 4% to a maximum of 37%.

This BIK is further increased if your company chooses to pay for all fuel costs, both business and personal. In that 
situation a further BIK arises based on the same BIK % but this time based on a �at rate allowance set by HMRC. For 
2020/21 that fuel bene�t allowance is £24,500. In our worked example the additional taxable bene�t would be £24,500 x 
36% = £8,820

Overall tax cost

Bene�t in Kind Bene�t in Kind 
Value

Higher Rate 
Tax PAyer

Employer NIC

Car

Fuel
£14,400 £2,880 £5,760 £1,987.20

Basic Rate 
Tax Payer

£1,217.16£3,528£1,764£8,820

The tax payable on the BIK is an annual charge and is due each year that you have use of the company car.

Can you reduce the cost of a Company car?

Based on current cars there are three areas you can consider if wanting to reduce the tax cost of a company car:-

Manufacturer’s List Price – do you really need a big, powerful expensive car with lots of gadgets and added extras? 
The lower the list price, the less the tax bill will be.

Choosing a car with lower emissions will reduce your BIK. Consider purchasing an ultra-low emission car, 
including electric cars and plug –in hybrids.

Petrol cars have lower BIK than diesel cars, but compare this reduced BIK % with the overall cost of your fuel if you 
do lots of business miles.

It may be that when you have considered all of these factors a company car is not tax e�cient. Sometimes claiming 
mileage for business related travel in your own vehicle is a better option.

Using your own vehicle

When you undertake business travel in your own car, your company can reimburse you tax
free for your mileage. The rate for a car or van is £0.45/mile for the �rst 10,000 miles in each tax year, and £0.25 after that. 
The mileage rate is intended to cover all the costs of using your personal car for business, including fuel, wear and tear 
and repairs. Your company can claim tax relief on the cost of your mileage. Of course, this means buying the car from 
personal funds, which you’re likely to have paid tax on, either as salary or dividend, when you extracted them from your 
company, but it’s still likely to cost less because it’s a one-o� cost, rather than an annual  BIK charge.
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Company Vans

If your company provides you with a van rather than a car, the rules are slightly di�erent.  A BIK will still arise where there 
is an element of private use and you will need to be report this on your P11D but the value of the bene�t is �xed and is 
not dependant on emissions or list prices.

What counts as a van?

HMRC de�ne a van as “A vehicle of a construction primarily suited for the conveyance of goods or burden (excludes 
people)”. The important detail is how the vehicle was constructed, not how it’s used, so even if you take the seats out of 
your people carrier and use it to carry goods, it still doesn’t count as a van. There is some confusion about whether 
double cab pickups are included in this de�nition as it can be argued that they’re equally suited to carrying people. As a 
general rule, HMRC accepts that a double cab pickup with a payload of 1 metric tonne (1000kg) or more is a van for tax 
purposes. This rule only applies to double cab pickups and not to any other type of vehicle.

For the tax year 2020/21 the BIK for a company van is £3,490 and if fuel is provided there is an additional BIK of £666.

Bene�t in Kind Bene�t in Kind 
Value

Higher Rate 
Tax PAyer

Employer NIC

Car

Fuel
£3,490 £698 £1,396 £481.62

Basic Rate 
Tax Payer

£91.91£266.40£133.20£666


