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Quick guide to private fuel benefit 

Private mileage reimbursement process 
 
EST recommends a private mileage reimbursement process which is based on the actual pence per 

mile fuel cost of each driver.  

In this way, the amount that the driver pays reflects their purchasing and driving behaviour. Those 

buying expensive fuel and driving inefficiently will be recharged more than colleagues buying 

competitively-priced fuel and driving efficiently.  

This incentives sensible behaviours, reducing the company’s fuel spend (via both increased fuel 

economy and better purchasing habits) whilst improving its environmental credentials.  

Although the two methods outlined below effectively do the same thing, EST has found that many 

people prefer the first methodology, based on pence per mile, because it makes the correlation 

between behaviour and cost is more obvious to the driver. 

 

 

Method 1: Pence per mile 

 Divide total fuel cost by total mileage for the month to give pence per mile fuel cost. 

 Multiply pence per mile fuel cost by the driver’s declared private mileage 

 Subtract this from the driver’s salary. 

For example 

Total cost of fuel for one month = £328.28 (inc. VAT)  

Pence per mile fuel cost = £328.28/2,500 miles = 13.1 pence 

Declared private mileage = 570 

Amount to deduct from salary = 570 x 13.1p = £74.67  

 

Method 2: Percentages 

 Calculate the private mileage as a percentage of the total mileage 

 Multiply this percentage of the total fuel cost 

For example 

Private mileage as a percentage of total mileage = 570/2,500 = 22.8% 

Multiply by total fuel cost = 22.8% x £328.28 = £74.67 

The removal of private fuel benefit will need to be communicated to the HMRC. You will be required to 

indicate when free private fuel was removed. See HMRC 480(2019) Expenses and Benefits for 

details. 

Assumptions 

 Company car – Volkswagen Passat 2.0 TDI 150PS DSG BlueMotion Technology SE 
Business, P11D value £28,800 

 CO2 emissions - 111g/km 

 Appropriate percentage - 30% (2019/20) 

 Fuel cost - diesel 130p per litre (incl VAT) 

 MPG - published combined: 67.3 

 Real world MPG average- 45mpg 

 Employee tax rate – higher 

 Monthly mileage - 2,500 
 

https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/780391/480_2019__Expenses_and_benefits.pdf
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The Costs of Free Private Fuel 
 

The benefit charge on free fuel has been significantly increased to the point where it has become 

uneconomic for many employees and businesses. If an employee receives private fuel benefit (free 

private fuel) in a company car or van, they incur benefit-in-kind tax based on a scale charge. 

For example, a higher-rate tax payer driving a typical diesel company car in the 2019/20 tax year with 

CO2 emissions of 111g/km, will pay £241 per month for private fuel (£24,100 x 30% car CO2 benefit x 

40% per annum). 

For many company car drivers - anyone driving a car with a P11D price of less than £24,100 - the tax 

cost of the private fuel now outweighs the tax cost of the car. 

As shown by the two examples below, providing ‘free fuel’ can cost both the employee and employer 

more than if private mileage costs were recovered, depending on the annual private mileage. 

Only if the employee drives over 27,254 private miles a year, does ‘free fuel’ become a benefit. 

However, this still costs the employer approximately £4,577 in fuel and NI costs.  

In this instance only if the employee drives over 27,254 private miles a year, does it become 
economically beneficial to the employee. Below this threshold, it is more beneficial to reimburse the 
employer for fuel used. 
 

Examples 
 

9,000 Private Miles Per Annum 

Employee Employer 

Free fuel £1,182 Free fuel excl. VAT £946 

Tax cost £2,892 
National Insurance £998 

VAT Scale Charge1 £94 

Cost £1,710 Cost £2,038 

 

15,000 Private Miles Per Annum 

Employee Employer 

Free fuel £1,970 Free fuel excl. VAT £1,576 

Tax cost £2,892 
National Insurance £998 

VAT Scale Charge1 £94 

Cost £922 Cost £2,668 

 
1  Correct as of April 2019. The VAT rate tables are updated on 1 May each year and can be found at 

gov.uk. All assumptions, apart from mileage, are detailed in the box on page 1. 

Making decisions regarding private fuel benefit 
 
In EST’s experience, most employees and employers are aware of the pitfalls of the private fuel 

benefit, but struggle to make the specific calculations for individuals. It is extremely likely that most 

drivers will be better off if the private fuel benefits are discontinued, and this will also save the 

employer money. 

When removing private fuel benefits, it may be helpful to think of drivers in three categories:   

 Discontinue benefit, no buyout necessary – both parties are better off by discontinuing the benefit 
(i.e. for the above example, below a private mileage of 27,254) 

https://www.gov.uk/government/publications/vat-road-fuel-scale-charges-table/vat-updated-valuation-table-road-fuel-scale-charges-from-1-may-2018-to-30-april-2019
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 Discontinue benefit, buyout recommended – both parties are better off by paying as salary rather 
than as private fuel (between mileage of 27,254 and 44,400). 
 

Indirect costs of free private fuel 
 
In addition to the tax costs, It is worth considering the indirect costs arising from providing free private 
fuel: 
 

 cost of fuel – drivers are less focused on outlets used and prices paid. Fuel cards can help to 
some extent and help reinforce policies such as not refuelling at motorway service stations. 

 car selection – employees in receipt of private fuel are less concerned with the fuel efficiency of 
their selected company car. It is important therefore to link the fuel consumption to CO2 emissions 
which will significantly impact the amount of tax they pay. 

 driving style – there is no personal incentive for an employee in receipt of private fuel to drive 
efficiently 

 fuel quantity – free private fuel often encourages higher private mileages than would otherwise be 
the case. 
 

Where a company is providing private fuel, the associated CO2 should be included in the 

organisation’s carbon footprint, because the organisation is paying for it and in effectively 

encouraging higher fuel consumption. 


