HEALTH LAW AND COMPLIANCE

The Tax, Legal, and Business
Implications of Providing a
Company Vehicle, Vehicle
Allowance, or Mileage

Reimbursement
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Urgent message: The nature of a multisite urgent care busi-
ness entails operations and clinical leadership travelling among
various sites, so a sensible, easily administered, and cost-effec-
tive policy for paying employee vehicle must be established to
assure tax and legal compliance.

ompany vehicles can be an attractive perk for urgent care

administrators or providers and can provide several benefits

to the urgent care entity. These benefits can include out-of-
home advertising in a wrapped vehicle, an enhanced brand im-
age transporting employees and prospects in a newer model
car, and increased visibility of leaders in the centers, as well as
administrative convenience and time savings. Vehicle al-
lowances or mileage reimbursements are also appealing perks
for staff, and can give the company a financial benefit.

However, there are important implications to consider be-
fore deciding to provide a company car, a vehicle allowance,
or a mileage reimbursement to employees. Providing a vehicle
has tax, legal, and business consequences, while, generally, ve-
hicle allowance and mileage reimbursement are concerns for
employers only when it comes to taxes.
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Tax Implications

Company car

A company car is one that is purchased, financed, or leased by
the company. The company can deduct all business use costs
and expenses for the vehicle, such as gas, oil, and maintenance.
However, the employer must be aware of any personal use of
the company vehicle by the employee and exclude this from
its deductions. The IRS stipulates that personal use of a com-
pany vehicle is a noncash fringe benefit. Companies that pro-
vide a company car must comply with the IRS rules to
determine the compensation value and withhold the appropri-
ate amount in income tax, Social Security tax, and federal un-
employment tax.

The value of a company car as a fringe benefit is based on
the amount an employee would pay to lease a vehicle of equiv-
alent value, otherwise known as fair market value (FMV)." Em-
ployers must calculate the FMV at least once a year for tax
purposes.?

Regardless of who's driving a car or who owns it, only the
business use of that car is deductible as a business expense.
As aresult, the driver must keep meticulous records of driving
for business use, and the business event must be recorded the
day it happened, with details of the purpose, date, and location
or mileage.3

Car allowance

The vehicle in this scenario is financed or leased by the em-
ployee, but the company car allowance contributes toward the
payment. The allowance is a predetermined sum paid to the
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“The employee is required to maintain
a mileage log that includes odometer
readings, as well as the purpose and
destination of each business trip.
(Commuting to and from work
doesn’t qualify.)”

employee as compensation for driving their own vehicle for
business reasons. A car allowance is designed to cover ex-
penses like wear-and-tear on the employee’s car, gas costs, and
regular repairs.4

Car allowances are generally used by employers to minimize
accounting costs. When an employee is given a car allowance,
the amount is added to their paycheck.> The IRS has stated that
if the employee’s deductible business expenses are fully reim-
bursed under an accountable plan, the reimbursements should-
n't be included in the wages on a Form W-2. As a result, the
employee shouldn’t deduct the expenses.®

To qualify as an accountable plan, the employer’s reimburse-
ment or allowance arrangement must include all three of the
following rules:

= The employee must have paid or incurred expenses that

are deductible while performing services as an employee
= The employee must adequately account to the employer
for these expenses within a reasonable time period

B The employee must return any excess reimbursement or

allowance within a reasonable time period”

However, if the employer’s reimbursement scheme doesn’t
meet all three requirements, the arrangement is deemed to be
a nonaccountable plan, and the reimbursements are includable
in employee wages. The employer must combine the amount
of any reimbursement or other expense allowance paid to the
employee under a nonaccountable plan with wages, salary, or
other compensation and report the total on a Form W-2.6 The
employee can deduct employee business expenses as an item-
ized deduction.?

Vehicle expense may be calculated using a per-mile rate, which is
set by the IRS (although a lesser rate could be used), or by calcu-
lating the actual car expense, which includes items such as lease
payments, depreciation on a purchased asset, collision insurance,
and maintenance, including oil changes, car washes, and gasoline.
Both methods require that a detailed mileage log be kept to deter-
mine the business, commuting, and personal use. However, if de-

Commuting Mileage

Commuting mileage—the distance between the em-
ployee’s home and regularly scheduled place of business
(ie, the address where they would anticipate working for 1
year or longer)—is not considered a business use, even if
the employee is working during the commute (ie, convers-
ing on their cell phone or transporting supplies) and even
if the employee is “self-employed.” Mileage from home to
temporary working locations and mileage from the office
to other work locations is considered “business use.” Be-
cause the IRS categorizes mileage from home to work as
“commuting,” which is taxable, the easiest way to minimize
the impact of commuting mileage is to establish a “home
office” as a base of operation, but that invokes other re-
quirements and tax implications.Commuting mileage must
be accounted for and segregated from business and per-
sonal use miles in the mileage log. Otherwise the employer
may need to make an assumption as to commuting mileage
and deduct the miles of the regular daily commute from
the business use, either increasing the tax liability of a com-
pany car or car reimbursement, or decreasing the tax-free
mileage reimbursement. Adapted from: IRS Commuting
Rule: Mileage Rules & Commute Definition. Available at:
https://www.mileig.com/blog/irs-commuting-rule-defini-
tion/. Accessed October 1, 2018.

tailed expenses are tracked in lieu of a per-mile allowance, receipts
for all car-related expenses must also be maintained.

Mileage reimbursement
Here, the vehicle is purchased, financed, or leased by the em-
ployee. The employer reimburses the employer for the miles
driven for work-related travel.

The IRS has specific limitations and documentation require-
ments that apply to company mileage reimbursements.5™

If an employee uses their personal vehicle in business, and
it's used only for that purpose, they may deduct its entire cost
(with some restrictions). However, if the car is used for both
business and personal purposes, an employee can deduct only
the cost of its business use.®

The employee is required to maintain a mileage log that in-
cludes odometer readings, as well as the purpose and destina-
tion of each business trip. Commuting to and from work doesn’t
qualify. Since mileage reimbursements are not taxable income,
an employee may wind up with more money compared to the
after-tax amount of a car allowance.>

Mileage reimbursement at the IRS rate is typically the most cost-
effective option for employers while employees can often make a
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“Employers are liable for the
negligent actions or nonactions
of their employers while working in
the scope of their employment.”

tax-free profit if they manage their car expenses appropriately. The
downside is the necessity to keep detailed recordkeeping of each
trip by the employee and reqular processing of expense reports by
the employer.

Legal Implications

Employees traveling for company business lends itself to po-
tential legal issues. In the majority of instances, an employer
will be responsible for the actions of its employees under the
doctrine of respondeat superior or vicarious liability. Under this
theory, employers are liable for the negligent actions or non-
actions of their employers while working in the scope of their
employment. This would include a motor vehicle accident, a
moving violation, or other offense. The employer is typically li-
able because the employee was acting within the scope of their
duties and wasn’t committing any crimes. The critical factor is
determining whether the employee was acting within the scope
of their duties.

Take, for example, an employee who is cited for driving un-
der the influence in a company vehicle. This isn’t within the
scope of an employee’s duties. Even if the employee was at a
business lunch with a client, they will likely be found personally
liable and won’t be covered by vicarious liability.

Likewise, an employee who runs personal errands while on
company time and is involved an auto accident may also not
be protected from personal liability. It's irrelevant whether this
is on company time or not—the employee is acting in his or her
own personal capacity and not at the employer’s direction. As
aresult, typically, the employer isn’t legally required to pay for
damages or injuries caused by the employee in a nonwork
sanctioned activity while using a company vehicle.”

Business Implications

Another important consideration in this area is the type of in-
surance policy the employer carries. Many companies have col-
lision coverage which extends to their employees. Businesses
with company vehicles need to make certain that their coverage
is sufficient and that the policy covers all work-related activities.
Employers should consult with their automobile insurance car-
riers and legal counsel to be certain that the proper coverages
are in place to cover potential liability arising out of the use of

a company vehicle by any person allowed to use it."

Company policies and employee handbooks should detail
the use of company vehicles and the scope of employee repon-
sibilities.’34

Takeaway

In each of the three scenarios discussed above, specific con-
siderations must be given to comply with IRS rules, maximize
the benefit to the company, and provide the greatest benefits
to employees.

It's important for the employee and/or the company to main-
tain diligent records on business and personal use of company
vehicles. There are numerous tax, business, and legal implica-
tions that a business must be aware of and address.

In addition, detailed vehicle records are necessary to reim-
burse employee driving expenses, to deduct depreciation ex-
penses, and to prove business use so that an employer doesn’t
have to include this portion of the car’s value in employee pay.

Company insurance policies should be reviewed for scope
and sufficiency of coverage.

Finally, employers should include the parameters of the use
of company vehicles and the scope of employee duties in com-
pany policies and employee handbooks.
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