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The ExpertEye Fleet Industry Review is based on a biannual survey of fleet operators which measures their practices and references attitudes and opinions on a
wide range of issues:-

· fleet profiles and policies
· the current economic and fleet environment

· factors influencing supplier and vehicle choice and
· Predictions about vehicle requirements and influences.

This document contains a summary of the survey and analysis of the results provided by Professor Colin Tourick at the University of Buckingham.

Introduction

I start this introduction with some trepidation because this is the first time I
have been asked to write the commentary to the ExpertEye Fleet Industry
Review. In the past of course this task fell to Professor Peter Cooke, who
sadly passed away a few days after writing his commentary on the November
Industry Review.

Peter was Emeritus Professor of Automotive Management at the University
of Buckingham and he had written the commentaries in these Industry
Reviews for many years. They were always full of macroeconomic
knowledge, political savvy and industry insight. I have big shoes to fill.

When Peter wrote his last Introduction the UK was still trying to absorb the
implications of the Brexit referendum. Sterling had fallen sharply against all
major currencies and remained low; Article 50 had yet to be triggered; no-
one knew what Brexit really meant or what deal the UK would eventually
strike with the EU; the economy was holding up remarkably well given the
initial Jeremiah-like prophecies of doom from some commentators but there
was some anxiety in the air; new car and LCV sales had been booming but
there was the feeling that this level of economic growth could not be
sustained forever and certainly not in a post-Brexit UK.

My, how little has changed. Sterling has not recovered and it is still the case
that no-one really knows what Brexit deal we will manage to strike (though
few in the UK will be happy with the idea that the UK should pay a €50Bn

‘divorce settlement’ for commitments already entered into). Article 50 has
been triggered but that just fires the starting pistol for negotiations that will
lead, who knows where? The UK economy is still holding up well and
exporters have been making hay whilst the sun shines.

Therefore, so far, most fleet managers will have found that there has been
little macroeconomic news they could act on. Unless of course they are
employed in businesses that rely on imports or where business is transacted
in US dollars (e.g. oil, petrochemicals, etc). In those cases their businesses
were hit overnight by the post-referendum sterling slump and they may
already have had to make business decisions – for example to cut costs,
reduce mileage or reduce vehicle numbers.

There have been three other significant developments we should discuss
here. The election of President Trump is likely to have some effect on trade
– “buy American, hire American” could have some impact on UK exporters,
for example – but it remains to be seen how much of an impact there will be
and indeed how much of his programme he can get through Congress (or
even the American courts).

Then we have the fact that the UK is soon to go to the polls for a general
election. At the time of writing no manifestos have been published, but we
might perhaps expect the political parties to say something about whether
Brexit should be hard or soft, whether it really is the case that ‘no deal is
better than a bad deal’ and also setting out their stalls about how they plan
to deal with nitrogen oxide pollution caused by diesel engines.
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The other significant factor has been the UK Chancellor’s Spring Budget. We
knew he was going to make changes to salary sacrifice for cars, so it was no
surprise when he announced that no tax benefit would be allowed where an
employee sacrifices part of their salary in exchange for a company car other
than a ULEV. However, he also clarified an earlier suggestion that cash
options (car allowances) were to be treated caught by the same rules.

In a nutshell, if an employee has the option of taking a company car or a
cash allowance, tax will now be chargeable on either the company car (BIK
tax) or the cash allowance (income tax on earnings), whichever generates
the greater tax bill for the employee. And the salary sacrifice rules were
changed to remove the tax benefits on all cars other than ULEVs.

Many thousands of UK companies offer cash allowances in lieu of a company
car, and every one of them is now going to have to reappraise how their
scheme works. One upshot of this change is that employees are now likely to
be less interested in taking low-CO2 cars then they were before. “After all,”
some will  say,  “if  I  am going  to  pay  the  same amount  of  tax  (on  the  cash
option) regardless of the CO2 level of the car I choose, why choose a low-
CO2 car?”

Colin Tourick
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Fleet Outlook

As we can see below, around half (46%) of respondents expected that there
would be no change in economic outlook in the next 12 months, whilst the
remainder were almost equally split (28% v 25%) on whether we were likely
to see a slight deterioration or improvement. Almost no respondents
expected the economy to shirt drastically either up or down.

These results reflect a somewhat more pessimistic view compared with the
last survey, in which 36% of respondents expected no change and 44%
expected little or significant change. Clearly, businesses have been listening
to the mood music emanating from the corridors of power within the EU and
from our own political classes and haven’t heard much to give them cause
for optimism. So whilst people are still divided on how they think things will
pan out, they are less optimistic than before.

This reduction in optimism has yet to make its way into any meaningful
change in the sizes of the respondents’ fleets. Exactly the same number of
respondents reported that their fleets had grown, remained static or
declined this time as last time, and their expectations of how they expected
the sizes of their fleets to change were almost identical too.

When asked how they expected that demand for company-supplied vehicles
would change in the next 12 months, more than half of respondents
expected no change in demand for cars and more than three quarters
expected no change in demand for LCVs. Interestingly, of the few
respondents who expected demand to decrease, 20% said there would be
decreased demand for cars (the highest level since H2 2013) and 7% said
there would be decreased demand for vans.

We can ponder the reasons for the difference: if it had just been caused by
the overall macroeconomic situation we might have expected demand for
each to reduce in tandem. Perhaps the reason for the reduction in demand
for cars is related to the general urbanisation of the UK population, making
a company car a less attractive option. In town centres a car can be a
liability rather than an asset. And it may be that the 7% expected reduction
in demand for LCVs has to do with respondents’ true feelings about how a
slowdown in the UK economy will affect their businesses. LCVs are a
business tool whilst company cars can be supplied for business use, as a perk
or a combination of both.
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The above comments about the attractiveness of a company car to
employees is borne out by the chart that shows that the car is much
important for essential users than for non-essential users. The score for
essential users – 8.3 out of 10 – represents a slight reduction since the last
review; it had been increasing slowly since H2 2012. This might simply be a
statistical anomaly caused by the mix of respondents being different this
time or it might instead be because fleet managers are focussing more on
journey management rather than simply supplying company cars, and
sensing that in the next twelve months they may introduce ‘intelligent
mobility’ solutions, which help their employees get from A to B but don’t
necessitate the provision of quite so many company cars.
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Car Allocation and Manufacturer Choice

We have gone from being a ‘buy British only’ nation in the 1960s to a ‘buy
British and European only’ nation in the 1970s, and for the last 20 years or
so many employers have been happy for their staff to select any car that is
fit for the job, so long as the monthly rental falls within the budget for the
employee’s grade. The exceptions to this have been companies where
people do similar or identical jobs – e.g. large sales teams or teams of
service engineers. Here employers have been more likely to focus their
buying power on fewer makes and models, often mandating a single model
for a particular role.

In the meantime, manufacturers have become ever more proficient at
identifying organisations running fairly large fleets and doing deals with
them direct. Often these deals incorporate terms that are better than those
available to leasing companies.

It is most likely then that the trends in these two sets of data – showing
limitation by make and by model over time – reflect the success of individual
manufacturers in persuading fleet managers to do solus or limited badge
deals rather than any other overriding factor.

Looking at these charts in that light, we might therefore conclude that
manufacturers have been particularly successful in the last year or so in
persuading fleet operators to restrict their employees’ vehicle choice to a

particular manufacturer (or a limited number of manufacturers). As we
might expect, the curve showing the aggregate of single badge and limited
number by make is always slightly lower than the curve showing the
aggregate of single badge and limited number by model, reflecting the fact
that in some manufacturer deals the employee will have a free choice of
models whereas in other manufacturer deals the choice of models for each
manufacturer will be restricted. (Or, in other words, there will always be
more models than manufacturers).
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Fuel Choice

It is important to note from this chart that the results show the percentage
of respondents rather than the fleet mix of the respondents. So, for
example, whilst 24% of respondents have range extender electric vehicles on
their fleets, the aggregate number of these cars will be small.

The chart shows few surprises. Government policy for decades has been to
push company car drivers into diesel cars, which emit lower levels of CO2.
By choosing a low CO2 car the employee pays lower BIK tax, the employer
pays lower Class 1A NIC, the planet benefits and everyone wins.

However, CO2 is but one of the nasty emissions from internal combustion
engines and the current focus is on oxides of nitrogen produced by diesel
engines, which are killing people in urban areas right now. And with
government minsters warning that people should think long and hard before
buying a diesel it is clear that within a short while we will see a change in
government policy to discourage diesel use.

The review has shown that more fleets have been turning to petrol, hybrid,
electric and electric range-extended cars for the past three years. The slight
downturn in each of these this time is perplexing because there has been
little happening in the market that would lead one to expect such a
downturn. It could simply be that this is an anomaly this time brought about
by a change in the mix of respondents. If it repeats next time we may have
to carry out more in-depth analysis, questioning the respondents to try to
get to the bottom of things.

One thing that is certain is that as the range of electric cars has improved
they have become a more viable option to put onto company fleets,
particularly in urban areas where charging points have become more
available and range anxiety is less of an issue. Many a fleet manager has
been attracted to the idea of fuel costing around 2p per mile (electric)
rather than perhaps six or seven times this amount for their diesel engined-
vehicles.
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We have also seen more companies putting petrol-engined cars back onto
their fleet lists, or where drivers themselves have decided to opt for petrol.
Manufacturers have risen well to the challenge of reducing the CO2 output
of petrol-engined cars, as a result of which many today’s modern petrol-
fuelled cars are much lighter, with smaller and more powerful engines than
was been the case only a few years ago.

This next chart looks at the proportion of respondents' fleets represented by
a given fuel type.

So, for example, 77% of respondents said that diesel represented between
75% and 100% of their fleet, 16% said diesel represented 50-74% of their
fleet and 1% of respondents had no diesel cars on their fleets.

What we learn from this chart is that diesel still dominates corporate fleets
but fleet managers have been willing to allow fully electric and range
extender cars onto their fleets, despite the higher initial cost.

It is likely we will see a greater penetration of these vehicles in future, with
diesel representing a gradually declining percentage of the vehicles in
corporate fleets. This is borne out by the next chart, which shows that more
than a third of respondents expect to see a reduction in diesel in the next
two years, with electric, electric range-extended and hybrid engines gaining
in popularity. And look at what they are saying about petrol – a significant
number of them believe that petrol will be making a comeback.
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Criteria for Car Provision

The vast majority of companies set a CO2 emission cap on their employees
cars, as this chart shows. They do so perhaps because there believe they
need to do this to be corporately responsible, or they are required to
minimise CO2 because they are in industry where CO2 is rigorously
monitored (and traded – so high carbon emissions have a cost), or to save
money (lower CO2 cars tend to be cheaper to run and they also save the
employer national insurance).

It will be fascinating to see how the CO2 line on this chart changes over the
next year or two. The spring 2017 Finance Bill introduced the concept of
employees being taxed on the higher of their cash allowance or the cash
equivalent value of their company car. This is likely to reduce an
employee’s motivation to choose a low CO2 car, if they are entitled to a
cash allowance on which the tax bill would be higher than the BIK bill on the
company car. Could this mark the end of the relentless downwards path of
average CO2 emissions for new cars entering UK company fleets? Time will
tell.

Price and fitness for purpose will always be key criteria in the selection of
employees’ company cars, though it is interesting to note that the cost that
fleet managers are focussing on is the maximum monthly rental rather than
vehicle cost per mile (which always scores low in these surveys). Could it be
therefore that the fleet industry’s message – that cars should be selected
based on their total cost of ownership (which includes fuel costs) – has not
been getting through?

Job requirement remains the number one reason why companies supply
company vehicles. This chart gives results by number of respondents which
therefore gives equal weight to each response regardless of the size of the
respondent’s fleet or the number of vehicles in each category. So, for
example, if there were two fleets with 1,000 vehicles, and Fleet A had 990
job requirement vehicles and 10 employee status vehicles, and these
numbers were reversed in Fleet B, the results would be the same because
both would report that they had allocated vehicles using both criteria.
Perhaps in future we will ask about the composition of their fleets, by
percentage or number, to gain greater insight.
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Vehicle Finance

Contract hire remains the predominant form of
finance used by businesses, though there has been a
steady growth in respondents using finance lease. Ad
hoc hire remains popular and the remaining methods
are used by fewer than 20% of respondents.

The reduction in reported levels of contract hire
could be as a result of the growth in popularity in
finance leasing. Which makes one wonder – why is
finance leasing becoming more popular?

One simple answer could be because more leasing
companies have added it to their portfolios. In the
past most didn’t offer it, so it wasn’t available to buy. Demand may be
growing because of the activities of private equity companies. These
businesses buy and sell companies and price them on multiples of EBITDA –
earnings before tax, interest, depreciation and amortisation – rather than
pre-tax profit. They do so for good reasons (which are beyond the scope of
this report). Contract hire rentals are included within an EBITDA calculation
(in other words, they reduce EBITDA), whereas finance lease rentals aren’t
(they are split between interest and depreciation which, by definition,
keeps them outside the calculation of earnings before tax, interest,
depreciation and
amortisation). So by
swapping a company from
contract hire to finance
lease, private equity
companies can boost
EBITDA, and, as
companies are sold on
multiples of EBITDA, a
simple change of finance
product can, in theory,
boost the sale price of a
company held by an
investor.

The other possible reason for the growth in the attractiveness of finance
leases is that they give the lessee the benefit of any growth in used car
values (as well as any loss if used car values fall). Fleet managers have
watched the growth in used car prices in recent years and have known that
leasing companies have made good profits from these. By swapping to
finance lease they hope to retain those profits in future. It helps that the
tax treatment of contract hire and finance lease is identical for the lessee.
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The charts show a significant uplift in respondents using fleet management
services. There is no obvious market reason for this. It could be because of a
change in the mix of respondents or perhaps because some have started
using fleet management services for the first time.

At the time of writing there is quite a lot of uncertainty over the future of
ECOS. These have only ever represented a small proportion of the UK
corporate fleet and have only been used by bigger organisations – hence the
low level at which they have tracked on the survey since 2009. Nonetheless,
if the worst fears of some commentators are correct, it seems that the
spring 2017 Finance Bill may have seriously dented the prospects for ECOS in
future, or potentially marked the end of them.

Other Policies

The chart opposite charts shows that there is still plenty of opportunity for
leasing companies and fleet management companies to sell services to UK
fleet operators. The fact that such a high proportion of respondents have, or
will soon have, solutions in place for licence checking, duty of care,
reporting by leasing provider, accident data and so on is commendable for
those companies that have adopted these solutions. But the fact that 8% of
respondents don’t have (and don’t plan to have) satisfactory arrangements
for checking licences, 11% aren’t managing their duty of care properly, 13%
aren’t getting proper reports from their leasing providers and 17% aren’t
getting accident data which they can analyse and on which they can make
decisions – well, these things are staggering. There is still a lot of
opportunity here for the fleet industry and no doubt we will continue to see
prosecutions of employers for breaches of health and safety regulations,
prosecutions that could have been avoided by introducing simple procedures
to ensure compliance with the law.
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Used Vehicle Disposal

The majority of respondents simply return their vehicles to the lessor at the
end of the agreement, which is what we might expect as contract hire is the
predominant method of funding for fleet vehicles.

The general trend has for more companies to sell ex-fleet vehicles to their
employees. These sales represent a win-win-win.  The employer wins
because they can offer a valuable benefit to their employees whilst giving
them an incentive to look after their company cars. The employee wins
because they can buy a car they know well, perhaps as a second car for
someone else in their household, rather than having to go to car dealers to
buy a used car. They pay less than they would have paid in the open market,
too. And the leasing company benefits, not just because the car is well
looked after during the contract life but also because they incur no logistical
costs or delays in disposing of the car at the end of the contract.

It seems there is still scope for more companies to offer this to their
employees.

The other significant trend has been for companies to sell direct to auctions
houses. Companies have traditionally veered away from disposing of their
own vehicles, partly because of the unknown – the used car market can be a
scary place – and partly because they believe they’ll get a lower price at
auction than if they sold ex-fleet cars through other channels. However,
auction houses have done a very good job in recent years in making their
businesses much more inviting for people from outside the used car market.
They have invested in their premises, collection and refurbishment services
etc, and created a much more attractive proposition for a fleet manager
who has vehicles to sell and wants to get the best price possible with the
minimum of risk after the hammer has fallen.
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LCV Management Policies

In this survey more respondents reported that they were holding LCVs for 4
years (62% v 59% in the previous survey) and fewer that they were holding
them for 5 years (29% v 34%). The trend line shows that 4 years has been
ever more popular since 2012 though a significant number still opt for five
years.

One interesting factor was that 5% of respondents (versus none last time)
said they drive their vans until they were defunct, then got a new one. Most
fleet professionals would caution against this, pointing out that the costs
associated with running an ageing LCV usually rise sharply. The best
approach is to do the cost benefit analysis to work out the optimum
replacement time for a particular model, then stick with it.

That contract hire has grown to be such a popular method of funding LCVs is
down to the success that leasing companies have had in persuading outright
purchasers to swap products, and fleet managers suddenly seeing the
benefits it brings.

It is not surprising that 29% of respondents use ad hoc hire. Many businesses
have peaks in demand and it would be wasteful to have cars permanently on
the fleet that were idle in quiet periods. The rental industry offers great
flexibility, allowing fleet managers to fill the gaps in their fleets on demand.

Most ad hoc hirings are for original spec LCVs rather than vehicles adapted
for a particular use. This seems to meet the needs of most fleet managers.
Indeed, as this chart shows, when they are choosing LCVs for their own
fleets the availability of bespoke or extra equipment ranks bottom of the list
of their considerations.

It seems that fleet managers continue to be interested in residual values
when considering their next LCV purchase. This can only be a good thing,
regardless of funding method. It is clear that they have heard the message
that high residuals are an essential element in reducing whole life costs.
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Turning now to fuel, the most striking change between this survey and the
previous one is that the number of electric and petrol LCVs that respondents
said they had on their fleets has fallen sharply, in both cases from above
40% to below 20%. We can get some insight into this from the following
chart.

The figures for fuel type as shown by this chart are very similar to those
shown in the previous report. Therefore, we can say with some certainty
that diesel is by far the most popular form of fuel for LCVs across all LCV
fleets, with all of the other forms of fuel – electric, range-extended electric,
hybrid or petrol – being poorly represented in UK LCV fleets.

As the results from that survey question are so consistent, and the results
shown in the earlier chart, which measures responses by respondent’ have
shown such sharp movements, we can safely conclude that the sharp
movement in fuel types reported in the first chart is down to the mix of
respondents rather than any other factor.
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Looking forward, it is clear that for LCVs as with cars, fleet managers are
beginning to get the message that diesel is toxic (biologically and politically,
as well as for the corporate image), which is why a significant number of
respondents are now interested in reducing their diesel fleets. To be
replaced with what? It seems that electric and hybrid are in their sights.
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Fleet Outlook

It seems from the chart below that, despite all of the messages about the
upcoming transport revolution – connected vehicles, mobility solutions,
autonomous solutions and so on – fleet managers have their feet firmly on
the ground. They know that they have to deliver vehicles to do the job
which is why top of the list is the continued use of cars.

They understand the benefits that can come from having a pool fleet –
particularly for meeting peaks in demand and duty of care needs – so they
expect to use more pool cars.

The use of different forms of transport – including car sharing, public
transport, using more videoconferencing, rail etc – come further down the
list. This will be music to the ears of people in the fleet industry.

The survey was carried out in late 2016/early 2017 and straddled 23
November when the Chancellor unveiled his plans for salary sacrifice. This
amplified the concerns of commentators who were unsure what was going to
happen to driver who were entitled to cash allowance or a car (would the
cash allowance be taxed if it generated more tax than BIK tax on car?) and
what would happen to salary sacrifice schemes. The results may have been
impacted by the Chancellor’s announcements and should be read with
caution. We now know that the tax changes may well impact ECOS too,
adding to the confusion.
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It may well be that we see a sharp reduction in the provision of cash
allowance options in future, to avoid the possibility that these will be taxed
if they exceed the taxable value of the company car. Demand for salary
sacrifice may grow now that the Chancellor has made his announcement,
the industry has done its sums and it seems that his plans don’t mark the
death knell for the product.

A small but growing number of respondents had been saying that they
expected demand for salary sacrifice.

However, it is interesting to note that 23% of respondents believed that
employees would be less interested in company cars in the next 12 months.
This rather begs the question; what would they get instead? A cash
allowance towards the cost of providing their own car? This brings with is
questions about grey fleet management and is not a viable option for
employees who need to drive a lot of business mileage. A cash allowance
works well for an employee who wants to drive a high-CO2 car and who
drives few business miles, but in most other cases it delivers significant
disadvantages and costs.

It will be fascinating to see how opinions have changed by the time we do
the next survey.

Reliability, fleet running costs and fleet safety and risk management remain
top of respondents concerns as they ponder fleet management decisions
they will be making in the next 12 months. They are expressing increasing
concern about the use of private cars on business journeys but perhaps the
most interesting thing about this chart is the trend line of all of the factors.
If it was possible to draw a trend line that averaged all of the responses on
this chart from 2009 to date, it would be rising steadily from bottom left
tom top right. This tells us that fleet managers are becoming more aware of
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the key issues surrounding the management of their fleets, understand that
there is a panoply of things they need to consider and are taking on board
the fact that the professional management of a modern vehicle fleet
requires a diverse range of skills and a wide understanding of many areas of
business, finance and the law. All of which, of course, can only be a good
thing.
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The final chart shows the reasons why businesses take the fleet-related
decisions they take. All too often in business, people think ‘it’s all about
money’, but as this chart shows, there are several factors at work when
businesses undertake important initiatives.

The primary reason businesses undertake initiatives to improve driver
behaviour and carry out risk-related initiatives is to improve safety rather
than reduce costs, according to the respondents. And at least as many

respondents said they were lowering fleet CO2 emissions and looking to
introduce electric vehicles for environmental reasons rather than to save
costs – though it was good to note that they recognised that lower CO2
normally means lower costs.
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Conclusions

This survey was carried out after the dust from the Brexit referendum had
settled but with business still unsure what the future landscape would be
after we leave the EU. The downturn in sterling had brought joy for
exporters, as well as for stock market investors because overseas buyers had
flooded in to pick up UK shares on the cheap, and UK buyers had bought
shares because so many FTSE 100 companies generate so much of their
profit overseas). For many businesses however, the referendum result had
brought uncertainty but little else had changed.

For fleet managers, little has changed. The survey shows that most
respondents expect to see no major change in the UK economy in the next
12 months, and where they do expect a change they are equally split on
whether this will be a positive or negative change. So they were slightly less
optimistic compared with the previous survey, but this had not led to a
change in the sizes of respondents’ fleets or their expectations of fleet size
going forward.

The survey did however suggest that manufacturers have been particularly
successful in persuading fleet operators to restrict vehicle choice to a
particular manufacturer (or a limited number of manufacturers).

One big issue being flagged up by fleet managers is that they are getting the
message about diesel being bad for the environment. More fleets had been
turning to petrol, hybrid, electric and electric range-extended cars for the
past three years. The slight downturn this time was probably due to the mix
pf respondents rather than a marked change in fuel preference, because the
proportion of vehicles powered by different fuels within respondents’ fleets
hadn’t changed, just the number of respondents reporting that they had any
non-diesel vehicles on their fleets at all.

Unsurprisingly, respondents said that price and fitness for purpose are the
key criteria in the selection of employees’ company cars, but it is perhaps
disappointing that most use monthly rental as the primary criterion when
selecting cars, rather than total cost of ownership.

The slight decline in the popularity in contract hire amongst respondents
could be a mix issue once again, but the uplift in interest in finance lease
might be another reason. Are we seeing a move towards the American
system, where most leases are finance leases not contract hire, or could this
be down to the private equity/EBITDA effect?

The report shows good news for fleet industry: they have done a good job in
persuading clients of the benefits of solutions for licence checking, duty of
care, fleet reporting, etc but there are clearly companies out there that
aren’t getting the message.

The report shows good evidence that fleet managers have their feet firmly
on the ground. They may well be monitoring developments in car sharing,
use of public transport etc but know that company vehicles have a central
role in keeping their employees mobile

By the time we re-run this survey later in 2017 we might expect to see quite
a lot of change as a result of the Chancellor’s spring budget.

Will demand for salary sacrifice decline? Unlikely in my view.

Will HMRC’s new Optional Remuneration rules make a difference to demand
for company cars? Also unlikely in my view, though fleet managers have
definitely got some work to do now to appraise the impact of the new rules.

Will the new OpRA rules drive an increase in CO emissions for the average
company vehicle? Quite possibly.

Will the salary sacrifice rules drive more people to go for ULEVs under a
salary sacrifice arrangement? Quite possibly.

Professor Colin Tourick MSc FCA FCCA MICFM

April 2017
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