MARKET TRENDS

mike antich

f employees are your greatest asset, why treat them un-

fairly with a driver reimbursement program? I have yet

to hear of a company that reimburses at a rate that fully
compensates drivers for the actual cost of operating a vehicle,
especially in this era of escalating fuel prices. In addition, the
cost of gas, insurance, license/registration fees, and vehicle
maintenance vary substantially by region. If the reimburse-
ment doesn’t cover actual expenses, a driver, in essence, ends
up with a pay reduction. He or she must make up the difference
between the reimbursement amount and the actual cost of op-
erating the vehicle. What’s fair about this?

In the final analysis, it is more expensive for employees to use
their personal vehicles for business than for a business to offer
company vehicles. As a volume buyer, a company acquires ve-
hicles at a wholesale cost, while employees pay retail. Secondly, a
company can finance a vehicle at a lower cost than an employee.
A company also has lower maintenance costs by participating in a
national account program, while an employee pays retail.

Many employees lease their personal vehicles. However, it is
difficult to afford a retail lease when the average fleet driver
drives 24,000 miles per year. Most retail leases are structured
for drivers who drive 12,000-15,000 miles per year. High-mile-
age drivers are usually upside down at end-of-lease with a bal-
loon payment for excess mileage. Even if a driver purchases
a vehicle, after two or three years, the resale value is so low
because of high mileage, they are forced to keep driving the
vehicle or take a significant loss selling it or trading it in.

Some employees can’t afford a new vehicle. Often, salespeople
are recruited straight out of college. At this age, employees have
little or no credit history. They often have no cash for down pay-
ments. Many fleet managers, who also manage a reimbursement
program, report that younger employees often need the company
to co-sign a loan or lease for their personal vehicle. Sometimes
employees run short of cash and have to ask the company for a

loan to repair their personal vehicle to continue working.

Negative Effect on Morale

Reimbursement negatively affects employee morale
since some drivers feel they are underpaid. If an allowance
is provided to a low-mileage driver, the employee enjoys ad-
ditional compensation. For high-mileage drivers, a car allow-
ance may not be sufficient to cover the employee’s cost, which
demoralizes the employee because he or she feels they are sub-
sidizing the company.

Different vehicle requirements, geography, and regional cost
of living require a flexible reimbursement policy to cover these
diversities or inequities will exist. Because of built-in inequities

Reimbursement
IS Unfair to Employees

in a reimbursement program, some drivers may feel they are
being forced to subsidize the company’s operating costs. As
a consequence, reimbursement opens the door for padding
business miles to increase allowances. Also, some employees
may attempt to get reimbursed for unauthorized expenses.
Who monitors this?

Another concern is reimbursement can be considered tax-
able income by the federal government and some states, if
not handled correctly. As such, car allowances are taxable
to the employee and the company is subject to its portion
of the FICA tax. On average, the employee’s combined state
and federal tax burden increases, which amounts to a direct
reduction in salary. In addition, reimbursed employees may
be subject to a possible IRS audit since mileage and vehicle
expense deductions are auditable.

Even though they receive a car allowance, many employees
also expect a supplemental reimbursement for fuel. If a com-
pany does reimburse for fuel, it cannot determine if fuel is pur-
chased for personal use or business use. In addition, employees
will constantly agitate for higher reimbursement as fuel prices
and cost of living expense increase (and rightly so).

Typically, employees view a car allowance or reimbursement as
additional personal income. Will the reimbursement provided by
a company be used for a vehicle (as intended) or will the monies
be used to repay a college loan or make a mortgage payment?

Insurance is another unfair aspect of driver reimburse-
ment. If driving a personal vehicle, an employee must buy
“business insurance,” which costs twice as much as personal
auto insurance. The reason for this is if the employee is in-
volved in an accident and does not have business insurance,
the personal insurance carrier can deny the claim and in-
curred loss because it was not advised the personal vehicle is
used for business. In addition, a reimbursed driver may not
carry adequate personal liability insurance, which puts the
company at increased risk. If personal vehicles are used, a
minimum amount of liability coverage should be required.
However, someone internally must track this, as well as en-
sure insurance policies are renewed each year.

A Fair Deal

A company-provided vehicle helps create high employee
morale. Drivers don’t have to worry about securing insurance
or paying for unexpected major repairs and routine mainte-
nance. Employees perceive the company values them more if
it entrusts them with a company car. It’s a fair deal.

Let me know what you think.

mike.antich@bobit.com

Reprinted with permission of Automotive Fleet
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