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Why go electric?
Switching to an electric company car in the UK offers numerous benefits, particularly 
for Limited Company employers, businesses and their employees looking to save on 
costs and reduce their environmental impact. Here are some key advantages:

•	 Tax savings: Electric vehicles attract lower BIK 
rates, meaning reduced tax liability for employees.

•	 Lower running costs: Electricity costs less per mile 
compared to petrol or diesel, reducing fuel expenses 
significantly.

•	 Government grants and incentives: Financial 
support is available for purchasing EVs and 
installing charging points.

•	 Exemptions from certain charges: Electric cars are 
exempt from congestion charges and low-emission 
zone fees, particularly beneficial in urban areas.

•	 Reduced maintenance costs: Electric vehicles 
have fewer moving parts, resulting in lower 
maintenance and repair expenses.

•	 Adopting an electric company car not only 
offers considerable financial benefits but also 
aligns with the UK’s shift towards greener, 
sustainable transport options.

•	 If you would like to get personalised support and 
advice in relation to the tax treatment of electric 
vehicles, please speak to our team today by calling 
0800 234 6978 or visiting lamontpridmore.co.uk
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Company car tax
If you are driving a car provided by your employer – whether it is electric or Internal Combustion 
Engine (ICE) powered – and available for you to use personally, it is viewed as a taxable benefit.

HMRC attaches a monetary value to the private use of the 
vehicle and collects tax on it; this is what we know officially 
as Benefit in Kind Tax (BIK).

There are two BIK tables, one for a car registered before 
6 April 2020, and one for a vehicle registered after that date.

Calculation of the tax is based on CO2 emissions of the 
specific car provided combined with these factors:

•	 The list price (P11D value) of the car before non-taxable 
items (e.g. road tax) and after optional extras.

•	 The tax rate you are in is based on your annual income.

•	 The type of fuel the car runs on.

•	 The BIK rates range from two per cent for zero and low-
emission vehicles, up to 37 per cent for cars that create 
more pollution.

The easiest way to work out the tax you pay is by using HMRC’s 
own car tax calculator, which will ask for all of the above details, 
plus any tax-reducing facts like your contribution to the initial 
cost of the vehicle and the percentage of use. 

Here is a calculation example:

1. Determine the car’s list price (P11D value). 

2. Multiply this value by the company car tax rate – 
based on its CO2 emissions this is the BIK value.

3. Multiply the BIK value by your personal tax rate of 
either 20, 40 or 45 per cent to get the amount payable. 

BIK on electric cars
The BIK rates on electric cars are currently fixed at two per 
cent until April 2025. After this date, the rate will increase by 
one per cent each year until 2028 and then from 2028/29 the 
rate will increase by two percentage points per year, rising to 
an Appropriate Percentage (AP) of nine per cent by 2029/30.

This lower rate gives drivers a big incentive to switch to 
electric vehicles as it allows for big savings in tax if they 
use their employer’s salary sacrifice arrangements. 

While the rate is lower, the overall higher costs of electric 
vehicles in comparison to petrol and diesel cars need to 
be considered and carefully weighed up.
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Mileage & fuel rates for electric cars
If you use a personally owned electric car, even one provided through salary sacrifice, you 
can continue to claim mileage allowance under the same conditions as petrol or diesel cars.

While the scheme is similar, the mileage allowance 
for electric cars is calculated differently based on your 
professional situation and car ownership.

Personally-owned vehicle
If you drive your own electric car for work, your employer 
should reimburse you with Mileage Allowance Payments.

To do this, they must apply the HMRC business mileage rate. 
However, be aware that they can choose a lower rate should 
they wish to. 

The HMRC electric car mileage rate works out to be 45p per 
mile for the first 10,000 miles. You can then claim 25p on  
any mileage after that. 

For example, if you drive 15,000 miles, you can claim £4,500 
for the first 10,000 miles and £1,250 for the remaining 5,000 
miles, which results in a total reimbursement of £5,750. 

Company electric cars 
If the vehicle is provided to you directly by your company, 
then the HMRC advisory fuel rate applies. 

The advisory fuel rate is updated every four months, so it is 
recommended that you review this regularly. These rates are 
updated on the 1st of March, June, September and December 
each year.

The latest rates can be found HERE.

You can claim mileage higher than the advisory rate where 
you can demonstrate that your vehicle consumes more than 
the advisory rate covers and your employer is willing to 
reimburse you at a higher rate. 

All reimbursements up to the advisory rate are non-taxable, 
but if you are compensated at a rate higher than 8p, it may 
count as part of your income and be taxed in the same way. 

https://www.gov.uk/guidance/advisory-fuel-rates
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Capital Allowance on an electric car purchase
If you are a sole trader or partnership, and also use the car for personal journeys, you 
will only be able to claim in proportion to the time you use the car for business journeys. 

For example, if you use the car for personal journeys 
10 per cent of the time, you will only be able to claim 
90 per cent of the cost of the car in Capital Allowances. 

Because you are likely to be able to reduce your pre-
tax profit significantly, you may want to consider in 
which tax year you make the purchase. The benefits 
may be greater in a year with a higher income.

If you are a company, you can claim Capital 
Allowances when buying outright or with a hire-
purchase agreement. Should you subsequently 
sell the car, however, there will be a tax charge 
on the amount received. 

100 per cent First Year Allowances (FYA) can be 
claimed on the purchase of an electric car until 
31 March 2026. That means you can deduct the 
cost of the car from your profits before tax in the 
accounting period when you purchased the vehicle. 

Want to learn more about Capital Allowances 
and how they can support your purchase of 
a new electric vehicle? Please get in touch 
with our team today. 



6  |  lamontpridmore.co.uk

Personal Contract Purchase (PCP) 
vs Hire Purchase (HP)
PCP finance deals are a very popular way of purchasing a vehicle nowadays, often 
consisting of a modest initial deposit, followed by a series of comparatively low 
monthly payments. 

At the end of the term, you will usually have the option 
either to trade the vehicle in for a new one on a new 
contract or to make a ‘balloon’ payment to own the 
vehicle outright. 

However, crucially, PCP arrangements will usually be 
considered to be a finance lease so they would not 
normally qualify for FYA.

As a result, there can be significant tax advantages 
to opting for a hire-purchase agreement, rather than 
a PCP arrangement when buying an electric car 
for your business. 

There are some limited circumstances where the detail 
of a PCP agreement means it would be eligible for FYA. 

This can be the case where the balloon payment is 
below the expected future market value of the vehicle. 

You should seek tax advice if you are considering this 
option with a view to claiming Capital Allowances.
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VAT on the purchase of an electric car
As a rule, VAT relief cannot be claimed on the purchase of an electric car. However, if you are VAT 
registered and the vehicle is used exclusively for business you can. 

This is, therefore, only likely to apply in the case of pool cars 
or taxis. This is the same as the rule for petrol and diesel cars.
 
Leasing an electric vehicle
If you lease an electric car, you can deduct that cost from 
your taxable profits. A company can deduct the whole cost 
of the lease with a sole trader or partnership being able to 
deduct the cost in proportion to your business use.

While this route allows you to spread the cost, you lose the 
significant tax benefit that comes with FYA when purchasing 
an electric car. 

Nevertheless, there are benefits to leasing, rather than 
purchasing, an electric car. 

Current battery technology means that performance does 
degrade over only a few years and so batteries – a significant 
element of the overall cost of the vehicle – will need replacing 
reasonably quickly. By leasing, you avoid this issue.

Reclaiming VAT on the lease of an electric car
There is a 50 per cent block on input VAT recovery if the 
car is available for private use whether electric or not.

If not available for private use and purely for business 
100 per cent of the VAT may be claimed. 

For VAT purposes the rules are no different whether the 
car is electric or not.

What mileage claims can I make?
If the company or business pay the lease or owns the vehicle 
and you charge your car at home, you can claim the current 
advisory fuel rate for business journeys. Commuting to your 
permanent workplace is not considered a business journey. 

However, if you pay for the lease or own the electric car 
personally then you would still claim the relevant mileage 
rate of 45p/25p irrespective of the fact it’s electric.
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Vehicle Excise Duty (VED)
Electric vehicles are exempt from the VED – more commonly referred to as road tax – 
meaning it’s currently free to tax them. 

From 1 April 2025, VED will undergo changes 
depending on when your vehicle was registered:

•	 Electric and low-emission cars registered on or 
after 1 April 2025: You will need to pay the lowest 
first-year rate of VED, which applies to vehicles with 
CO2 emissions between one to 50g/km. After the 
first year, these vehicles will switch to the standard 
rate, which is currently £190 for 2024 but may 
change in 2025.

•	 Electric and low-emission cars registered between 
1 April 2017 and 31 March 2025: From 1 April 2025, 
these vehicles will be subject to the standard rate 
of VED, which is £190 for 2024, but this amount is 
subject to review for 2025.

•	 Electric and low-emission cars registered between 
1 March 2001 and 31 March 2017: These vehicles 
will move to the first VED band with a value, which 
is currently £20 for 2024, though this may be 
revised for 2025.

Make sure to stay informed as rates may be subject 
to change each year. This tax should not be confused 
with the BIK rate.

Electric cars are also exempt from the congestion 
charge in London and emission zones in major cities. 

Company cars that travel in and out of cities all the 
time will hugely benefit from this additional saving.
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Workplace 
charging points
If you have a business premises, 
the Government offers the Workplace 
Charging Scheme (WCS) to help with 
the cost of the installation of electric 
car chargers at those premises.

You can claim back the VAT element of a charging 
point if you are registered for VAT.

For sole traders or partnerships, you can also deduct 
the cost of a charging point in proportion to your 
business use. 

For company cars, the company can pay for a charging 
point to be installed at the car user’s home with no 
benefit in kind arising.

Additional EV 
considerations
There are several other considerations to 
operating an electric vehicle, including: 

•	 Capital allowance on electric charge points: Any 
business that installs charging points for electric 
vehicles between now and 31 March 2025, can 
claim a 100 per cent first-year allowance for 
these costs.

•	 Salary sacrifice: Where an electric car is provided 
under salary sacrifice, the optional remuneration 
rules do not apply. 

•	 Electric vans: The taxable benefit for having the 
private use of a zero-emission van was reduced 
to nil from April 2021. The previous year, electric 
vans were taxed at 80 per cent of the benefit of 
a normal van.
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Want to go electric?
If you would like advice on purchasing or leasing an electric vehicle – either for yourself 
or your business – our experts are here to help you. 

We have years of experience advising our clients on the best options for them and their company, so contact us today 
and be a part of the electric car revolution. 

Barrow Office
T 01229 840261

Carlisle Office
T 01228 520118 

Carnforth Office
T 01524 732988

Kendal Office
T 01539 732377

Keswick Office
T 01768 772182

Penrith Office
T 01768 800380

Whitehaven Office
T 01946 550300

Workington Office
 01900 65955

For information of users: This material is published for the information of clients. It provides only an overview of the regulations in force at the time of publication 
(November 2024), and no action should be taken without consulting the detailed legislation or seeking professional advice. Therefore no responsibility for loss 
occasioned by any person acting or refraining from action as a result of the material can be accepted by the authors or the firm.

https://www.lamontpridmore.co.uk/

