Car Allowance Vs Company Car: A perspective

Given that we are in one of the most challenging economies that we have faced in
recent memory, it's not surprising to see companies responding with a true survival
instinct. How and where can we reduce expenses is the dominating discussion.

All areas of the company are under scrutiny and the fleet is no exception. With fleet
expenses being one of the top five highest costsin most North American organizations,
it makes sense that it would attract attention as a source of expense reduction.

Often companies looking for a quick way to reduce fleet costs will look at converting to a
car allowance program. The perception is that by moving to a car allowance program
there will be an immediate hit to the bottom line. If the fleet is currently an owned fleet,
the reduction in the capital costs may appear attractive. If the fleet is leased, a move to
a car allowance would likely create a reduction in outgoing fleet dollars. Internal
administration costs may be reduced as car allowance programs require less company
time to oversee. It's easy to see how a move to car allowance would appear to be a
source of expense reduction. However, in making any decision to go to a car allowance
program, all costs associated with a car allowance program should be considered.
Many of these costs are hidden or are difficult to quantify and may significantly offset
the original perceived savings.

This is true in any economy but is even a more of a factor in a difficult economy. With
car allowance programs, drivers are making decisions, not the company, concerning the
vehicle that will be doing the company’s business. Companies have very little control
over these decisions and are vulnerable to driver decisions during, normal economic
times and especially so during tough economic times. During an economic downturn,
drivers, like corporations, are in cost cutting mode, which in turn affects the decisions
made regarding their vehicle.

For example, if drivers are worried about job security, they may not replace an older
vehicle. Drivers are unlikely to enter into a 3 or 4 year commitment to a car payment if
they are worried about job security. So they continue driving a higher mileage vehicle
requiring more repairs. What is the impact on the company of the driver’s decision? Will
the driver have more downtime for breakdowns and repairs? Will the driver stay on top
of repairs and routine maintenance if personal finances are tight? Will that driver rent a
car to continue on scheduled appointments? What is the likely decision should they
perceive that their allowance amount would not cover these expenses? How will driver
decisions around repairs affect client service levels and sales productivity?

For the company, an older vehicle translates into employee downtime, underserviced
clients, and reductions in sales calls. Over time, this could have a significant affect on
the company’s overall business revenues with many of these vehicles on the road.

Another example of companies having very little control over driver decisions during
tough economic times is in the case of a driver leasing a vehicle with a mileage



restriction. In attempt to keep their vehicle costs down, if the driver has opted for a
lease with a mileage limit, there may be a cut back on business mileage in order to
avoid the over mileage charges at lease end. A 40,000 kilometre overage, at $.10/km,
would mean a serious expense to the employee of about $4,000 at lease end. It’'s
probably naive to assume the average driver has saved for this contingency out of their
monthly allowance payment. What is the potential cost to the company if this employee
is cutting back on business mileage? For the company with many such drivers, it could
mean a significant impact on overall business revenues.

If the driver perceives his car allowance amount is not covering these additional vehicle
expenses, such as repairs and lease end penalties, padded mileage claims may
become an issue. Reimbursements go up. Internal administration expenses go up as
more auditing is required. Raising allowance amounts does not always solve the
problem as drivers tend to max out the allowance amount on getting the most car for
their buck. Besides, increasing allowance amounts will further erode the predicted
savings of going to a car allowance.

Another area the company may feel the impact of an employee decision in tough times
is auto insurance. Employees pay their own premiums. If a new car means an increase
in premium to the driver it affects his/her replacement decision. More significantly, a
driver may reduce his or her coverage including liability coverage, in an attempt to
reduce costs. This leaves the company vulnerable with respect to personal injury
claims. Insurance expert, Dave Chambers from Ten Star Financial advises that
companies share liability with their drivers when they are doing company business in
their own cars. A lawsuit would likely name both the employee and the company, given
company pockets tend to be much deeper. Companies may be covered under the
general liability of their current commercial policy but they should check to make sure.
Insurance costs could rise if the company must add non-owned automobile coverage.

Another impact of a car allowance program is in terms of human resources. In tough
economic times quality candidates looking for a job will likely look closely at the impact
of benefit programs including company car programs. Generally a car allowance
program is seen by job candidates to be inferior to a company provided car. The
company could lose a competitive edge in terms of recruiting and retaining quality
employees.

As companies deal with the tightening of credit, individual drivers are also dealing with
the same challenge. In the past, getting credit through the dealer has been a relatively
straight forward thing for most buyers. With credit availability tightening, the potential for
having employees unable to obtain credit has increased. Companies will be faced with
employees who just will not qualify for a loan or lease. Companies thinking of a move to
a car allowance program should ask themselves how they will deal with this situation.
Are they prepared to co-sign a loan with an employee? Are they prepared to let go an
otherwise great employee?

A final consideration: A move to a car allowance program is in reality not a “quick” way
to reduce expenses. A phased in approach, over a few years, would be necessary to
control losses. Huge loses on resale would be incurred if the entire fleet were sold at



once and there would be no opportunity to write down capital costs on newer vehicles.
The anticipated reduction in fleet expenses will not be completely realized for at least 3
years. Not exactly a “quick” fix.

So, a move to a car allowance program, especially during tough economic times, should
be carefully considered. It may be that the predicted savings are significantly eaten into
or even offset by hidden costs elsewhere.

Perhaps an alternative for companies looking to reduce fleet expenses as a way to cope
with tough economic times is in ensuring their current fleet expenses are rationalized
and reduced as far as possible. There are many ways companies can reduce their
current fleet expenses. In fact, in my 15 years of experience as a consultant, | have not
worked with a fleet yet that hasn’t had the potential for at least some reduction in their
fleet expenses. It would make sense to ensure current fleet dollars are being optimized
before moving to another program with its own set of drawbacks.




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Sheetfed Coated v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (high resolution output)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


