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              Barcelona, 19 December 2016 
 
 

Dear client,  

  

On this occasion we do not wish to inform you about any legislative novelties but in relation to a 

change in administrative doctrine with respect to VAT when determining the effects of the partial 

assignment of vehicles by companies to their employees with respect to vehicles that entail a 

benefit in kind for the employees. 

 

From a positive viewpoint, under the new administrative approach, when the vehicle is used, 

even partly, in the company’s business activity, the entire VAT payable is regarded as tax 

deductible (not only 50%, as was habitual to date), irrespective of whether a significant part of 

the vehicle's use is for the employee’s private purposes. 

 

However - and this is the novelty - the assignment of vehicles to employees is not “free” but 

rather the utilisation of the vehicle is partially assigned to the employees for private use in 

exchange for receiving their services. In other words, the payment in kind is treated as part of 

the employee's salary. However, while the delivery of cash to employees is not subject to VAT, 

the delivery of goods or services normally is subject to said tax.  

 

Therefore, in accordance with the new approach applied by the tax authorities, companies are 

required to accrue and pass on the VAT to their employees on the assignment of the vehicles 

for private use by them. Logically, this VAT has to be self-assessed regularly with the other VAT 

that the company has paid or charged on. 

 

As can be seen, this way of understanding the assignment of the use of vehicles to employees 

for private purposes entails the need to recognise that all the VAT paid is deductible, since the 

vehicle will be used fully in transactions with the right to deduct VAT (transactions forming part 

of the company’s business, except that the pro-rata rule must be applied, and the assignment of 

vehicles to employees as a new line of business). 

 

On the basis of our experience, this new rule on the VAT repercussions of the assignment of 

vehicles to employees for their private use gives rise to the following questions, among many 

others: 
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a) Is it applicable to all employees who are entitled to a company vehicle? 
No, only to those that can use it for private purposes, meaning that other employees who are 

limited to using the vehicle only during working hours will not be affected by this change in 

doctrine. 

 
b) Is it applicable to both vehicles owned by the company and vehicles leased by it? 
Yes, irrespective of the legal arrangement under which the company has possession of the 

vehicle, provided that there is an assignment thereof, albeit partial, to an employee for private 

use, the relevant VAT will accrue. 

 
c) What is the assessment base of the VAT? 
The base on which the VAT is to be assessed consists of the ordinary market value of the use 

of the vehicle made for private purposes by the employee. 

 
d) Should the VAT assessment base coincide with the valuation of the benefit in kind for 
personal income tax purposes? 
No, in fact they are unlikely to coincide, because while the VAT assessment base must be 

quantified using market parameters, the manner of valuing the benefit in kind for personal 

income tax purposes is specifically determined in Article 43.1.b) of the Personal Income Tax 

Act. 

 
e) Should the company issue an invoice for the charging of the VAT payable? 
Yes. As this is a provision of services by a VAT taxpayer, there is no applicable exception that 

exonerates the company from this obligation. 

 

f) Does this change have any repercussions in relation to the procedure for quantifying 
benefits in kind derived from the assignment of the use of vehicles for employees’ 
private purposes for personal income tax purposes? 
No, not in our opinion. The volume of use of the vehicle for private purposes by employees 

should continue to be assessed based on the availability of the vehicle and not only its actual 

use, without the admission of formulae based on the distance actually driven for private 

purposes, or any discount or proportion with respect to the duration of the working day. 

Therefore, legal uncertainty remains with respect to how the intensity of the employee’s partial 

use of the vehicle for private purposes should be measured. However, the company must be 
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able to evidence a certain consistency between its method for quantifying the benefit in kind 

derived from the assignment of said private use and the VAT assessment base accruing as a 

result thereof. 

 

We consider that this new approach in companies in which various vehicles have been 

assigned to employees for their private use will entail, at least initially, greater management 

difficulties and a delicate job of transferring the consequences to the employees concerned. 

 
 

We would be happy to discuss any matter related to above information. As well as the 

professionals that regularly work with your company, Javier Aquilué, Lorena Marquina and 
Xavier Latorre are entirely at your disposal for any clarification  or additional information you 

may require in relation to the content of this Circular Letter. 

 

Yours sincerely,  

AUDICONSULTORES 

 

 

 

 

 

 

 

 

 

 

 

The sole aim of this Circular Letter is to provide its recipients with a selection of general information items about 

novelties or issues of a labour, tax or legal nature, without this constituting professional advice of any kind or being 

sufficient for the making of personal or business decisions. 
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