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Company Car Tax 
 
 
Introduction 
 
This record of evidence forms part of the work undertaken by UKERC’s Technology and 
Policy Assessment team relating to its project on policy strategy for carbon emissions 
reduction in the passenger transport sector. The material was produced alongside the project’s 
main report and since it supports that report, it was judged appropriate to make this material 
available to a wider audience. The main report itself ‘What Policies are Effective at Reducing 
Carbon Emissions from Surface Passenger Transport?’, and the supporting evidence can be 
found at: 
 
http://www.ukerc.ac.uk/ResearchProgrammes/TechnologyandPolicyAssessment/TPAProjects
.aspx 
 
 
Explanation of Content 
 
Evidence on this policy measure has been collected by the TPA team on the basis that it has, 
or may have, the potential to result in carbon dioxide emissions reductions in the passenger 
transport sector. This evidence document begins with a summarised description of the policy 
measure. The evidence itself follows the summary and is presented in table form.  
 
Each piece of evidence has been assigned a separate row and tabulated using four columns: 

 Year of publication, arranged chronologically, beginning with the most recent year 
 Name of author, including where applicable additional cited authors (and year); and a 

Reference ID number. 
 Type of evidence: 

o Evidence containing quantitative information is denoted by the letter ‘Q’ 
o Qualitative evidence is denoted by the letter ‘C’ for ‘comment’ 

 The evidence itself 
 

The evidence was originally gathered and assessed using several sub-headings. The purpose 
of this was primarily internal i.e. to facilitate the handling of evidence and the production of 
the main report. These sub-headings have been retained here as follows: 
 

 Policy Measures and Carbon Savings 
 Other potential CO2 Impacts i.e. outside of the immediate policy influence 
 Other Benefits e.g. air quality improvement or traffic congestion reduction 
 Policy Costs and/or Revenues i.e. to local or national government 
 Business and Consumer Costs 
 Unintended Consequences e.g. rebound effect 
 Reasons/Arguments for Carbon Savings Achievement or Failure 
 Policy Suitability for the UK 

 
A list of references follows the evidence tables. Note that the Reference ID numbers are 
allocated by Reference Manager, the referencing software used by the TPA team.  
 
Any charts, figures and tables referenced in the evidence are not reproduced here but can be 
found in the original publication or evidence material. 
 
Where no relevant evidence was found for a particular sub-heading, this has been noted. 
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Policy Description 
 
The evidence recorded here covers taxes on cars provided by companies for employees’ use. 
In the UK, this is a tax on company car drivers linked to the car’s value and CO2 emissions, 
currently ranging from 15% - 35% of the car’s list price, graduated according to the level of 
the car’s CO2 emissions measured in grams per km. Company car tax was reformed in the UK 
in 1999-2000 to be based on list price and CO2 emissions, rather than annual mileage. From 
2008-09 there will be a new 10% band for company cars with emissions of 120g/km or less. 
 
 
Evidence Tables 
 
Carbon Savings and Policy Measures 
 
Year Author Type Evidence 
2007 DEFRA 

(ref 11342) 
Q In 2002, Company Car Tax was reformed to make it 

carbon-based. It is estimated that this, along with the 
changes to the VED saved 200,000 to 300,000 tonnes of 
carbon in 2005 – and it is expected to save up to 0.65MtC 
in 2010. 

2007 AEA (ref 
11298) 

Q Average CO2 emissions from new company cars have 
fallen in the UK from around 199g/km CO2 in 1999 to 
182g/km CO2 in 2002. This reduction has been estimated 
to have saved between 0.15 and 0.2 million tonnes of 
carbon in 2003 (citing IR 2004). Further analysis has also 
indicated that company cars in the UK are now more 
CO2-efficient on average than those bought by private 
buyers, which is a radical reversal of past trends.  

2007 Anable and 
Bristow 
(ref 12297) 

Q In Table 5.1 Anable and Bristow show efficiency 
improvements in the UK new car market. 

2007 Lane (ref 
11328) 

Q With a gradient of £10/gCO2/km, company car tax would 
result in 2.7% reduction in gCO2/km  

2006 DfT (ref 
11266) 

Q DfT (2006) describes the current company car tax system:  
• charges for petrol cars range from 15% to 35% of 

the list price (diesel cars pay a 3% supplement to 
reflect local air quality emissions), and increase 
by 1% for each 5g/km rise in the CO2 emissions 
figure for the car between minimum and 
maximum thresholds (set at 140g/km and 
240g/km respectively for the 2006-07 tax year, 
reducing to 135g/km and 235g/km in 2008-09).  

• From 2008-09 there will be a new 10% band for 
company cars with very low emissions of 
120g/km or less. 

• The Company Car Tax Fuel Benefit Charge – paid 
by those who receive employer provided fuel for 
unlimited personal use - was also reformed in 
2003 to follow the company car tax carbon basis. 
The figure is set at £14,400, and since 1997 the 
number of employees in receipt of free fuel for 
unlimited private use has fallen by around 
600,000, partly as a result of the 2003 reforms. 

2006 DfT (ref Q DfT(2006) projects a 2.5 MtC saving to be made from 
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Year Author Type Evidence 
11266) 1990-2010 due to fuel efficiency improvements from 

voluntary agreements, VED reforms and company car 
taxes.

2006 DfT (ref 
11266) 
citing IR, 
2004; and 
citing Lex, 
2001 

Q A positive impact was found concerning fleet managers’ 
attitudes towards vehicle emissions. Over half of the 
employers surveyed were actively encouraging a switch to 
lower emissions cars; while 59 per cent had changed their 
policies towards emissions and 36 per cent had changed 
their policy towards car list prices (IR, 2004). Coupled 
with the findings of an earlier study (Lex, 2001), this 
suggests that company car tax reform has had an impact 
on the environmental policy of fleets in the intervening 
period.  

2006 EAC (ref 
11267) 
citing 
HMRC, 
2006b 

Q  “HMRC estimates that the net effects of CCT changes, 
taken on their own, are to have reduced average company 
car emissions by 15g/km from what they would otherwise 
have been, and to deliver total net savings of 0.35-
0.65MtC by 2010.  

2006a HMRC (ref 
11310) 

Q The implementation of the company car tax has resulted  
in a reduction of CO2 emissions from cars in the UK of  
0.2 – 0.3 MtC in 2005.   
 
It is estimated that the addition of the 10% band would  
lead to long-term CO2 savings of 0.015MtC per year, and  
will provide a further signal to the car manufacturers to 
further their efforts to reduce car CO2 emissions.   

2006a; 
 
2006b 

HMRC (ref 
11310 and 
11311) 

Q The annual emissions reduction is expected to increase 
over time, resulting in a long-term reduction of between 
0.4 and 0.5 MtC per year (HMRC 2006a) or 0.4 to 0.9MtC 
(HMRC 2006b).   

2006b HMRC (ref 
11311) 

Q BMRB surveys suggest that CO2 emissions from newly 
acquired company cars were around 15g/km lower on 
average by 2004 as a consequence of the company car tax 
reform (over and above the general reduction in CO2 
emissions from cars). 

2006 Potter (ref 
2190) 
citing IR, 
2004 

Q From 2002, the UK tax charge on company cars has 
varied according to the level of the car’s CO2 emissions. 
This reform has affected the use and type of cars within 
the UK company car fleet. In the first year of the new 
system, the number of business miles was reduced by over 
300 million miles/year and the average CO2 emissions of 
new company cars decreased from 196 g/km in 1999 to 
182 g/km. 

2006;  
 
 
2006 

Smokers 
(ref 
11268); 
Skinner 
(ref 
11250/1); 
citing 
Fegusson 
and 
Skinner, 

Q Average CO2 emissions from new company cars have also 
fallen in the UK from around 199gCO2/km in 1999 to 
182gCO2/km in 2002. This reduction has been estimated 
to have saved between 0.15 and 0.2 million tonnes of 
carbon in 2003 (citing Inland Revenue, 2004). Further 
analysis by the authors of this report also indicated that 
company cars in the UK are now more CO2-efficient on 
average than those bought by private buyers, which is a 
radical reversal of past trends 
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Year Author Type Evidence 
2004; and 
citing IR, 
2004 

2006 Skinner 
(ref 
11250/1) 
citing 
Pädam et 
al., 2004 

Q Skinner (2006) states that in Sweden, a study on the 
changes to the company car tax treatment of the ‘free fuel’ 
component supplied by employers for the private use of 
drivers also indicates how tax reform can alter the 
environmental incentive signals. The introduction of a 
‘free fuel’ tax in addition to the fixed element based on car 
price was found to have reduced the average mileage by 
20% while it had no effect on fuel efficiency (citing 
Pädam et al., 2004).  

2003 Anderson 
(ref 11240) 

Q Vehicle excise duty (GradVED) has the potential to 
successfully incentivise the choice of more 
environmentally friendly vehicles, with a possible carbon 
reduction of 0.31% by 2010 (0.80% by 2050). However, 
as the current regime stands the differential between most 
and least efficient vehicles is not great enough to 
incentivise drivers to choose a low carbon vehicle. To 
ensure effective uptake of such vehicles, this tax-based 
incentive must be seen to increase. At this time there is no 
real evidence on the level of GradVED differential 
required to elicit this response. However, it is suggested 
that a differential of around £600 would be significant.  
 
Any change in GradVED levels is unlikely to have any 
real effect on the top end of the car market, as the tax cost 
in relation to overall purchase price is so small. However, 
any change in VED level would have a knock on effect on 
the second hand market. 
 
The private buyer has the potential to influence the vehicle 
choice made by companies. If the private buyer is 
discouraged from purchasing higher specification second 
hand cars (due to high GradVED levels), there will be an 
impact on their residual values. A decrease in residual 
values has the potential to increase the overall life cycle 
cost of company bought vehicles, which could lead to a 
change in company purchasing decisions. 

 
 
Other CO2 Impacts 
 
Year Author Type Evidence 
2006b HMRC (ref 

11311) 
Q Some businesses that chose to stop offering company cars 

to employees after reform of the company car tax 
provided the employees with other forms of remuneration, 
e.g. cash or structured employee car ownership schemes, 
which may result in an increase of CO2 emissions outside 
the scope of the study of company car tax effectiveness. 
 
Evaluation work cited by HMRC (2006b) suggests that 
when drivers move out of company cars, they choose cars 
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Year Author Type Evidence 
that are estimated to have CO2 emissions figures that are 
around 5g/km higher on average than the company cars 
they replace. 

 
 
Other Benefits 
 
Year Author Type Evidence 
   No specific evidence found. 

 
 
Policy Costs and/or Revenues 
 
Year Author Type Evidence 
2007 Anable and 

Bristow 
(ref 12297) 

Q HMRC modelling work suggests that the decision by 
employers to drive cars with lower CO2 emissions and by 
some not to have a company car because of it means the 
reform has led to overall losses in revenues from income 
tax and National Insurance Contributions (NICs) for the 
Exchequer. The total amount of tax paid has fallen (£120 
million less for 2005/6), thus those directly affected by the 
policy have gained. The central estimates are that these 
losses amounted to around £40 million for 2002/3, £135 
million for 2003/4, £145 million for 2004/5 and £120 
million for 2005/06. 

2006a;  
 
2006b 

HMRC 
(refs 11310 
and 11311) 

Q The UK Government’s company car tax reform of 1999 
and 2000 was intended to be revenue neutral (HMRC, 
2006a). However, the number of company cars registered 
reduced from 1.6 million in 2001 to 1.2 million in 2005, 
(due in large part to company car tax reform itself) and 
employers began to choose lower carbon vehicles. The 
result was a loss in revenue for the Exchequer of an 
estimated £440 million in income tax and NICs revenues 
over the four tax years (2002/3-2005/6) (HMRC, 2006b). 
 
Structural changes involved in the introduction of a 10% 
company car tax band (changes to forms, software, 
guidance for employees, employers and HMRC staff) are 
estimated to cost the Exchequer a further £130 million 
over the next five years (HMRC 2006a).   
 
The cost of the company car tax reform in income tax and 
National Insurance revenues was estimated to be around 
£10 million in 2002-03, and around £120 million in 2003-
04 (HMRC, 2006a). 

2005 CFIT (ref 
11280 ) 
citing 
unspecified 
IRD report 

Q Although significantly higher than the Inland Revenue 
anticipated, the additional costs of company car tax reform 
are modest in the context of overall revenue receipts from 
company car tax accounts, which totalled £2,660 million 
in 2000-01. 
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Business and Consumer Costs 
 
Year Author Type Evidence 
2006a HMRC (ref 

11310) 
C Businesses will have to update their company car 

provision systems (software or otherwise) to take account 
of the new tax system.  

 
 
Unintended Consequences 
 
Year Author Type Evidence 
2007 Anable and 

Bristow 
(ref 
12297); 
and citing 
HMRC, 
2006 

Q There is potential leakage from the system. The number of 
company cars had been expected to rise, but has steadily 
fallen, even though there has been a 1.4% rise in total 
number of vehicles registered. Evaluation work for 
HMRC (citing HMRC, 2006) also suggests that if drivers 
no longer have company cars, on average, they will 
choose private cars with CO2 emissions figures that are 
around 5g/km higher  

2006b HMRC (ref 
11311) 

Q The proportion of company cars running on diesel has 
substantially increased (from 33% in 2002 to 50-60% in 
2004), at a faster rate than vehicle stock as a whole.  This 
proportion is forecast to rise to 60-70% over the next few 
years.  This has a negative impact on local air quality.   

2006 DfT (ref 
11266) 

Q Diesel cars pay a 3% supplement to reflect local air 
quality emissions. 

2006 Skinner 
(ref 
11250/1); 
and citing 
IR, 2004 

Q The original UK company tax system created a perverse 
environmental incentive in respect of vehicle usage. It was 
based on a percentage of the list price, factored according 
to the annual number of business miles driven. The 
percentage tax rate reduced as the number of business 
miles increased based on the attainment of three 
thresholds. In addition, once the vehicle was over four 
years old, the tax liability was reduced by 25%. This 
created the perverse incentive for the driver to do 
unnecessary business mileage. A reduction in business 
mileage, following the tax reform, was estimated to be 
between 300 and 400 million miles or 25,000 to 35,000 
tonnes of carbon every year (citing IR, 2004). 

 
 
Reasons/Arguments for Carbon Saving Achievement or Failure 
 
Year Author Type Evidence 
2007 US GAO 

(ref 11191) 
C US GAO (2007) cites an example of a situation in which a 

lack of integrated policy can have a negative effect on fuel 
economy:  “Small businesses can obtain a tax savings 
through depreciation write-offs for the purchase of an 
SUV over 6,000 lbs. The depreciation write-off on cars, 
including hybrids, are treated less generously, offering 
much smaller write-offs due to more stringent 
depreciation limitations As a result, businesses seeking to 
maximize a tax write-off may choose to purchase an SUV, 
which generally have lower fuel economy ratings than 
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Year Author Type Evidence 
hybrid cars. In addition, tax laws such as those that 
exclude from income and payroll tax a portion of 
employer-paid parking expenses may encourage 
individuals to commute by passenger car or light truck, 
which could increase fuel consumption. Although these 
laws were not intended to save fuel, the majority of 
experts with whom we spoke thought that policy should 
be integrated and aligned to produce fuel savings. In 
addition, we have recommended that government 
programs be periodically re-examined to ensure that they 
are meeting current challenges and national goals.”  

2006 Skinner 
(ref 
11250/1) 
citing 
Kågeson, 
2004 

C Skinner (2006) notes that in Sweden it has been suggested 
that the company car taxation system is a factor in the 
explanation as to the preference for large, heavy and fuel 
intensive cars as it does not currently discriminate on the 
basis of environmental performance. 

2006 Skinner 
(ref 
11250/1) 

C Evidence from the UK has suggested that the relative 
success of company car tax reform there (to a system 
linked to CO2 emissions) shows that fleet managers 
respond to employees’ desire to minimise their personal 
tax liabilities. In general however, environmental concerns 
are a factor in a minority of decisions relating to the 
choice of company car.  

2006a HMRC (ref 
11310) 

C It is important to ensure changes to the company car tax 
legislation are announced long in advance of their 
implementation, in order to create certainty to employers 
and company car drivers, enabling them to factor this in 
when they make changes to their company cars.   

2005 CFIT (ref 
11280) 

C “Companies typically change their cars on a three to four 
year cycle….[therefore] the proposed taxation rates for 
company cars could be published for the forthcoming four 
years and be updated on a rolling annual basis.”  

2005 CFIT (ref 
11280) 
citing 
unspecified 
IRD report 

C “…savings are due … in particular to a switch to diesel 
cars”  
   
“Over half of employers who provide company cars have 
changed their policies towards carbon dioxide emissions 
and are actively encouraging their employees to switch to 
cars with lower carbon dioxide emissions.”  

2005 CFIT (ref 
11280) 
citing 
House of 
Commons 
Transport 
Committee, 
2004  

C Company car tax reform had catalysed structured ‘cash for 
car’ schemes which allow employees to opt out of 
traditional company car policies allow employees to 
choose their own model of car. The average carbon 
dioxide emission level of the vehicles delivered by one 
personal leasing company was 11% higher than those 
delivered to customers with traditional company car 
policies (HACTC 2004, Cars of the Future, 17th Report of 
Sessions 2003-04).
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Policy suitability for UK 
 
Year Author Type Evidence 
   No specific evidence found. 
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