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Travel allowance or
company vehicle

Discounted cash-flow model

In the previous issue some recent
amendments to the legislation
applicable to both the travel allowance
and the company vehicle were

examined. In this article a discounted
cash-flow model is used so that a
comparison between the use ofa
company vehicle and a travel allowance
can be made.

Individual circumstances determine
whether a better tax benefit can be
deri ved from the use of a company
vehicle or a travel allowance. With the
more stringent parameters for calculating
tax benefits from travel allowances and
the use of company vehicles resulting
from recent changes to the legislation, it

has again become necessary to determine
whether the use of the company vehicle
or a travel allowance is most tax
beneficial for a specific individual.

When doing this, it is important to
consider

o the total kilometres travelled during a
year of assessment,

• the split between business and private
use, and

• certain other variabl~s.

A number of assumptions were made
when this discounted cash-flow model
was used. These assumptions were as
follows:

• The motor vehicle was purchased in
tenns of a forty-eight month finance
lease agreement. Its cost was
R171 000. The finance lease was
obtained at a nominal rate of II % a
year. The lease payments were paid
monthly in arrears and repay the full
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cost of R 17 I 000 plus interest.

• The motor vehicle is a 'motor car' as
defined in the Value-Added Tax Act.

o It was purchased on I March 2005.

• At the end of the financing period the
market value of the motor vehicle
will be 60% of its cost (including
value-added tax (VAT). The lessee
will take over the motor vehicle
without paying an additional amount.

o If the employee has had the use of the
vehicle, the employer will award it to
him at the end of the forty-eight
month period at no cost.

• Fuel and maintenance costs are RO,98
per kilometre,

• Insurance costs are R500 a month
(payable at the end of each month).

• The annual licensing fee is RI08
(payable at the end of the first month
of each financial year),

The cash-flow model discounts the net
after-tax cost of the different alternatives
to their current value,

• A real rate of 12% for the employer
and 10% for the employee are used.

• The tax rate of the employer is 29%.

• The marginal tax rate of the employee
is 40%.
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This is limited to 8 000 kilometres per
employee for a year of assessment and it is
paid at the maximum 'tax-free' deemed rate per
kilometre of R2.46.

• The employer and the employee pay
their tax liabilities (except
employees' tax (PAYE») for a specific
year, six months after year end. PAVE
for a specific month is paid on the last
day of that month.

• The employer is a category C VAT

vendor. The only VAT implication
taken into account is the cost of the
output VAT payable on the fringe
benefit of providing the use of a
company vehicle to an employee.

• ThG,cmployer docs not have an
assessed loss brought forward from
the previous year of assessment.

• The employee does not earn
commission.

• With the use of a company vehicle
the employer bears all its costs, but
these are financed out of the
employee's package.

It is important to note that all the
calculations are done on the assumption
that the total cost of the package to the
employer will be the same under both
alternatives. These assumptions are then
applied to different options. The net
after-tax cost of the employee's cash
flow is discounted to compare the net
present values of the various options.

Table I deals with the 2006 year of
assessment. It covers the situation when
no log book is kept. It reveals that the
travel allowance is more beneficial if
more than 22 250 kilometres are travelled
in a year. As the kilometres travelled
increase, so does the benefit of the travel
allowance. The benefit of the travel
allowance will, however, decrease if
morc than 32 000 kilometres are travelled
and no log book is kept. If
45000 kilometres are travelled, without a
log book being kept, the use of the
company vehicle is by far the better
option. This conclusion should in most
situations be true for vehicles valued up
to and including R360 000.

Table 2 relates to the 2007 year of
assessment (including all amendments,
with the exception of the possible
changes in the rates for calculating the
deemed costs and the adjustment to the
output VAT on the fringe benefit).
From this table the following conclusions
are reached:

• It surprisingly reveals that although
the benefit of the travel allowance
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decreases, the additional tax on the
fringe benefit on the use of a
company vehicle increases
proportionately more. Although the
actual amount of additional tax is not
necessarily more for the use of the
company vehicle when compared
with the travel allowance, these
payments are spread on a monthly
basis (PAYE on a monthly
remuneration) whereas the additional
tax (or lower refund) on the travel
allowance results in a cash outflow
(or lower inflow) only about eighteen
months after the beginning of a year
of assessment (when the third
provisional tax payment is made or
when the tax assessment is finalised).

• It appears that the travel allowance is
still more beneficial if between
22 250 kilometres and
32000 kilometres are travelled. Even
after all the changes to the legislation,
the travel allowance is more
beneficial in more circumstances than
before the changes to the legislation.

• The net advantage of the travel
allowance decreases in favour of the
use of the company vehicle when the
percentage of business kilometres
declines in relation to the total
kilometres travelled. The use of the
company vehicle is always more
beneficial jf the employee travels less
than the deemed private kilometres a
year. This is because no portion of
the travel allowance is deemed to be
for business purposes.

A view may be held that the conclusions
reached are invalid as an important cash
flow is excluded in the comparison. This
cash flow is when an employer also
awards the employee (who has the use of
a company vehicle) a reimbursive
allowance relating to actual business
usage. l This view suggests that in
addition to the benefit of the use of a
company vehicle an employer could also
grant an employee with an additional tax
free amount of R 19 680
(8 000 kilometres at R2,46) a year. The
employee does not usually expend any
costs for business travel. He then relies
on the deemed costs to be set off against
the travel allowance.

It is argued that it is only the
provisions of s 8(1 )(b)(ii) that disallow
the users of company vehicles from
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2 No travel allowance is taken into account as it
was assumed that this vehicle is used solely for
private purposes (being a second vehicle).

setting off deemed costs.
Section 8(l)(b)(iii) applies when the

allowance is based on actual distances
travelled and because the deemed cost
prohibition is not contained in this
particular provision, it is argued that
deemed costs are available for set off
against a travel allowance based on the
actual distance travelled.

It should, however, be borne in mind
that s 8(l)(b)(iii) specifically states that
the deemed costs are available 'unless the
contrary appears'. With regards to this
tax-avoidance 'scheme' it might be that
the Commissioner could then argue that
the 'contrary appears' and therefore the
full amount of the reimbursive allowance
granted would be taxable.

Table 3 compares the net present value
of the cost for an employee to maintain
his own motor vehicle (travelling a
distance of 32 000 kilometres a year)
against the cost of using the same motor
vehicle as a second company vehicle
from his employer.'

It reveals that the discounted-cash cost
of having the use ofa second company
vehicle is much higher than the
discounted-cash cost when an employee
buys and maintains his own vehicle.

It follows that cash flow is not
necessarily the reason why an employee
chooses to enjoy the use of a second
company vehicle. It might be that a more
luxurious model is obtained from the
employer, who could be a motor vehicle
manufacturer, therefore resulting in a
lower cost of the vehicle to the employer
and also a lower taxable fringe benefit.
Yet an employee ofa motor vehicle
manufacturer is often allowed to buy a
car at a discounted price. This could
again result in the lower discounted cash

cost of an employee buying and
maintaining his own vehicle.

It would thus seem that the
Commissioner is successfully taxing the
full fringe benefit of having a second
company vehicle. It could be that the
'extra' amount of tax on this benefit is
accepted by the employee because the
employer carries the maintenance burden
of the vehicle.

As it has been assumed that the vehicle
will be kept for a period offour years, it
might be that a second company vehicle
becomes more beneficial if an employee
prefers to annually upgrade to the latest
model. These conclusions are reached
only for employees who do not keep a
log book. When a log book is kept, it will
usually be more beneficial to have a
travel allowance if the actual business
travel exceeds 50% of the total
kilometres travelled.

It might also be that because of the
R360 000 limit on the cost of the vehicle,
it may be more beneficial to have the use
ofa company vehicle for higher-value
vehicles.

It is also important to remember that
tax consequences should not be the only
factor to consider when the choice
between the two options is made. The
debate on the use ofa company vehicle
versus a travel allowance therefore
continues. It is not only impossible, but
also unwise to express an opinion that
always promotes the one above the other.
The bottom line is that the benefits
derived from either option are linked to
the costs and usage of the vehicle. A
conclusion can be drawn only once an
accurate and comprehensive comparison
between the two has been made for each
employee.
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