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Notice of Proposed Rulemaking
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Qualified Transportation Fringe
Benefits

REG–113572–99

AGENCY: Internal Revenue Service

ACTION: Notice of proposed rulemaking
and notice of public hearing.

SUMMARY: This document contains
proposed regulations relating to qualified
transportation fringe benefits.  These pro-
posed regulations reflect changes to the
law made by the Energy Policy Act of
1992, the Taxpayer Relief Act of 1997,
and the Transportation Equity Act for the
21st Century.  These proposed regulations
affect employers that offer qualified
transportation fringes and employees who
receive these benefits.  This document
also provides notice of a public hearing
on these proposed regulations.  

DATES: Written and electronic comments
must be received by April 26, 2000.   Out-
lines of topics to be discussed at the public
hearing scheduled for June 1, 2000 at 10
a.m. must be received by May 10, 2000.

ADDRESSES: Send submissions to:
CC:DOM:CORP:R (REG–113572–99),
room 5226, Internal Revenue Service, POB
7604, Ben Franklin Station, Washington,
DC 20044.  Submissions may be hand de-
livered Monday through Friday between
the hours of 8 a.m. and 5 p.m. to:
CC:DOM:CORP:R (REG–113572–99),
Courier’s Desk, Internal Revenue Service,
1111 Constitution Avenue, NW., Washing-
ton, DC.   Alternatively, taxpayers may sub-
mit comments electronically via the Inter-
net by selecting the “Tax  Regs” option on
the IRS Home Page, or by submitting com-
ments directly to the IRS Internet site at
http://www.irs.ustreas.gov/tax_regs/reglist.
html.  The public hearing will be held in
room 2615, Internal Revenue Building,
1111 Constitution Avenue, NW., Washing-
ton, DC. 

FOR FURTHER INFORMATION CON-
TACT:  Concerning the proposed regula-
tions, John Richards of the Office of As-
sociate Chief Counsel (Employee

Benefits and Exempt Organizations),
(202) 622-6040; concerning submissions
of comments, the hearing and/or to be
placed on the building access list to attend
the hearing, LaNita Van Dyke, (202) 622-
7190 (not toll-free numbers).

SUPPLEMENTARY INFORMATION:

Paperwork Reduction Act

The collections of information con-
tained in this notice of proposed rulemak-
ing have been submitted to the Office of
Management and Budget for review in ac-
cordance with the Paperwork Reduction
Act of 1995 (44 U.S.C. 3507(d)).  Com-
ments on the collections of information
should be sent to the Office of Manage-
ment and Budget, Attn: Desk Officer for
the Department of Treasury, Office of In-
formation and Regulatory Affairs, Wash-
ington, DC 20503, with copies to the In-
ternal Revenue Service, Attn: IRS
Reports Clearance Officer, OP:FS:FP,
Washington, DC 20224.  Comments on
the collection of information should be re-
ceived by March 27, 2000.  Comments
are specifically requested concerning:
Whether the proposed collections of in-
formation are necessary for the proper
performance of the functions of the Inter-
nal Revenue Service, including whether
the information will have practical utility;
The accuracy of the estimated burden as-
sociated with the proposed collections of
information (see below);
How the quality, utility, and clarity of the
information to be collected may be en-
hanced; How the burden of complying
with the proposed collections of informa-
tion may be minimized, including through
the application of automated collection
techniques or other forms of information
technology; and
Estimates of capital or start-up costs and
costs of operation, maintenance, and pur-
chase of service to provide information.

The collections of information in this
proposed regulation are in 26 CFR
1.132–9(b).  This information is required
by the Internal Revenue Service to imple-
ment section 132(f).  This information will
be used to verify compliance with section
132(f).  Section 132(f)(3) provides that
qualified transportation fringes can include
cash reimbursement for qualified trans-

portation fringes.  The proposed regulations
require that employers keep records of sub-
stantiation provided by employees in order
to receive cash reimbursement for qualified
transportation fringes.  Section 132(f)(4)
provides that an employee may choose be-
tween cash compensation and any qualified
transportation fringe.   The proposed regu-
lations require that employers keep records,
in a verifiable form, such as written or elec-
tronic, of employee elections to reduce
compensation.  The value of qualified
transportation fringes provided for a month
exceeding the applicable statutory monthly
limit must be reported on the employee’s
Form W-2.  The burden for this require-
ment is reflected in the burden for Form W-
2.  The likely recordkeepers are employers.
The likely respondents are employees.  

Estimated total annual recordkeeping
burden: 7,020,000 hours.
Estimated average annual recordkeep-
ing burden per recordkeeper : The av-
erage annual recordkeeping burden will
vary depending on the size of the em-
ployer.  The estimated average annual
recordkeeping burden per recordkeeper
is 26.5 hours.
Estimated number of recordkeepers:
265,343
Estimated total annual reporting bur-
den: 5,948,728 hours
Estimated average annual reporting
burden per respondent: .8 hours.
Estimated number of respondents:
7,264,970
Estimated annual frequency of re-
sponses: Monthly.
An agency may not conduct or sponsor,

and a person is not required to respond to,
a collection of information unless it dis-
plays a valid control number assigned by
the Office of Management and Budget.
Books or records relating to a collection
of information must be retained as long as
their contents may become material in the
administration of any internal revenue
law. Generally, tax returns and tax return
information are confidential, as required
by 26 U.S.C. 6103.

Background

This document contains a proposed
amendment to the Income Tax Regula-
tions (26 CFR part 1) under section
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132(f).  Congress amended section 132
as part of  the Energy Policy Act of
1992, Public Law No. 102-486, section
1911 (106 Stat. 3012), effective after
December 31, 1992.  This provision ex-
cludes from gross income the value of
any qualified transportation fringe pro-
vided by an employer to an employee to
the extent it does not exceed the applica-
ble statutory monthly limit.

This 1992 amendment to section 132
resulted in three changes to the tax treat-
ment of employer-provided transporta-
tion benefits.  First, Congress added an
exclusion for transportation provided by
an employer to an employee in a com-
muter highway vehicle.  Second, mass
transit passes provided by an employer
to an employee became excludable as a
qualified transportation fringe and not as
a de minimis fringe.  The exclusions for
transportation provided by an employer
to an employee in a commuter highway
vehicle and mass transit passes were
made subject to an aggregate $60 per
month limit (adjusted for cost of living).
Third, Congress eliminated the working
condition fringe for commuter parking,
imposed a $150 per month limit (ad-
justed for cost of living) for the exclu-
sion for qualified parking, and provided
that employer-provided parking is ex-
cludable from gross income only as a
qualified transportation fringe.  The
1992 amendment provided that qualified
transportation fringes could not be pro-
vided in lieu of salary.  

Section 1072 of the Taxpayer Relief Act
of 1997 (TRA ‘97), Pub. L. No. 105-34
(111 Stat. 948), amended section 132(f), ef-
fective for tax years beginning after De-
cember 31, 1997, to permit qualified park-
ing to be provided to employees in lieu of
salary.  Section 9010 of the Transportation
Equity Act for the 21st Century (TEA 21),
Pub. L. No. 105-178 (112 Stat. 507),
amended section 132(f) to increase the
monthly dollar limits to $65 for transporta-
tion in a commuter highway vehicle and
mass transit passes1 and $175 for qualified
parking and to provide that, effective after
December 31, 1997, any qualified trans-
portation fringe may be provided to em-
ployees in lieu of salary.

Explanation of Provisions

This document contains proposed regu-
lations under section 132.  The proposed
regulations provide guidance, in question
and answer form, to employers that pro-
vide qualified transportation fringes to
employees.  Qualified transportation
fringes consist of transportation in a com-
muter highway vehicle, any transit pass,
and qualified parking provided by an em-
ployer to an employee.  

Notice 94–3, 1994–1 C.B. 327, pro-
vided guidance on qualified transporta-
tion fringes in the form of questions and
answers.  The proposed regulations re-
flect statutory changes in section 132(f)
since 1994, including the revised monthly
dollar limits and the use of bona fide
salary reduction arrangements, as permit-
ted under TRA ’97 and TEA 21, and gen-
erally conform with the guidance in No-
tice 94–3.  In response to public
comments, the proposed regulations also
provided additional guidance concerning
the standards for determining when the
section 132(f) exclusion applies to cash
reimbursement of transit pass expenses. 

Section 132(f) limits the value of quali-
fied transportation fringes that may be ex-
cluded from an employee’s gross income.
The proposed regulations explain that
there are two categories of qualified
transportation fringes for purposes of de-
termining the amount that is excludable
from gross income.  The first category is
transportation in a commuter highway ve-
hicle and transit passes.  The second cate-
gory is qualified parking.  There is a
statutory monthly limit on the value of the
benefits from each category that is ex-
cludable from gross income.  For 1999
and 2000, the statutory monthly limit is
$65 for transportation in a commuter
highway vehicle and mass transit passes
and $175 for qualified parking.  An em-
ployee may receive benefits from each
category provided the applicable statutory
monthly limit for that category is not ex-
ceeded.  The amount by which the value
of qualified transportation fringes pro-
vided by an employer to an employee ex-
ceeds the applicable statutory monthly
limit is included in the employee’s wages
for income and employment tax purposes.  

The proposed regulations provide that,
for purposes of valuing qualified parking,
the valuation rules under section

1.61–21(b) generally apply.  With respect
to employer-provided van pool benefits,
the regulations provide that an employer
may use the special valuation rules pro-
vided under section 1.61–21(c), (d), (e),
and (f) in valuing these benefits.  An exam-
ple in the proposed regulations illustrates
that in determining the value of a transit
pass sold at a discount for purposes of sec-
tion 132(f), the purchase price rather than
the face amount of the transit pass controls. 

The proposed regulations reflect that
qualified transportation fringes include
cash reimbursement by an employer to an
employee for expenses incurred by the em-
ployee for transportation in a commuter
highway vehicle and qualified parking.
Section 132(f)(3) provides that qualified
transportation fringes include cash reim-
bursement for a transit pass only if a
voucher or similar item that is exchange-
able for a transit pass is not readily avail-
able for direct distribution by the employer
to the employee.  In defining “readily
available,” the regulations reflect the gen-
eral standards set forth in Notice 94–3,
under which an amount is readily available
if an employer can obtain it on terms no
less favorable than those available to an in-
dividual employee and without incurring a
significant administrative cost.  

In addition, the proposed regulations
clarify the meaning of “significant adminis-
trative costs.”   The proposed regulations
provide that the determination of whether
obtaining a voucher would result in a sig-
nificant administrative cost is made with
respect to each transit system voucher.  A
transit system voucher is a voucher that is
accepted by one or more mass transit oper-
ators (e.g., train, subway, and bus) in an
area as fare media (or in exchange for fare
media).  The proposed regulations provide
a safe harbor under which administrative
costs are treated as significant if the aver-
age monthly administrative costs incurred
by the employer for a voucher (disregard-
ing delivery charges imposed by the fare
media provider to the extent not in excess
of $15 per order) are more than 1 percent of
the average monthly value of the vouchers
for a system.  These standards are intended
to provide clear guidance so that employers
can determine when qualified transporta-
tion fringes include cash reimbursement for
transit passes.  

The proposed regulations provide that
1 The dollar limit for transportation in a commuter
highway vehicle and transit passes was further
increased to $100 effective January 1, 2002. 
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reimbursements may be made only pur-
suant to a bona fide reimbursement
arrangement.  Thus, an employee must
provide substantiation that an expense has
been incurred for qualified transportation
fringes in order to receive a reimburse-
ment.  The regulations recognize that the
substantiation requirements vary depend-
ing upon the payment method used to pur-
chase transportation in a commuter high-
way vehicle, mass transit passes, and
qualified parking.  The regulations pro-
vide examples of what constitutes reason-
able reimbursement procedures in certain
circumstances.  For example, if an em-
ployee uses metered parking, the substan-
tiation requirement may be satisfied if the
employee certifies that the expense was
incurred and the employer has no reason
to believe the employee did not actually
incur the expense.

The proposed regulations provide that
there are no substantiation requirements

with respect to mass transit passes pro-
vided directly by an employer to its em-
ployees.  Of course, an employer may im-
pose its own substantiation requirements
in addition to those required under the
regulations. 

The proposed regulations follow the
approach taken in Notice 94–3 with re-
spect to taxing the value of employer-pro-
vided parking benefits provided to mem-
bers of car and van pools.  The
regulations provide that the “prime mem-
ber” bears the tax consequences with re-
spect to the parking space.2 The prime
member is the employee to whom the
parking space is assigned.

The proposed regulations reflect that
qualified transportation fringes may be
provided under a compensation reduction
arrangement which permits an employee to
make a compensation reduction election.
A compensation reduction election is an
election in which the employee chooses
between a fixed amount of compensation
to be received at a specified future date and
a fixed amount of qualified transportation
fringes to be provided with respect to a
specified future period (such as a calendar
month).  The proposed regulations provide

that the compensation reduction election
for any month in a year may not exceed the
aggregate statutory monthly maximum for
that year (e.g., $240 for 1999 and 2000
($65 plus $175)).  The election must be
made before the employee is able currently
to receive the taxable compensation.
Under the proposed regulations, the deter-
mination of whether the employee is able
currently to receive the taxable compensa-
tion does not depend on whether the com-
pensation has been constructively received
for purposes of section 451.  

The proposed regulations require that an
election be irrevocable after the beginning
of the period for which the qualified trans-
portation fringes will be provided.  How-
ever, unused amounts can be carried over to
any subsequent months, including months
in subsequent years, but cannot be used for
any purpose other than qualified transporta-
tion fringes under section 132(f).

The proposed regulations provide that
the exclusion for qualified transportation
fringes applies only to employees.  Part-
ners, 2-percent S-corporation sharehold-
ers, and independent contractors are not
considered to be employees for purposes
of qualified transportation fringes.  How-
ever, amounts may be excludable pur-
suant to the working condition fringe
rules and the de minimis fringe rules that
apply to partners, 2-percent S- corpora-
tion shareholders, and independent con-
tractors under section 132(d) and (e).

The proposed regulations provide that
qualified transportation fringes not ex-
ceeding the applicable statutory monthly
limit are not subject to employment taxes.
However, qualified transportation fringes
exceeding the applicable statutory
monthly limit are includible in the em-
ployee’s wages for income and employ-
ment tax purposes.  If the value of non-
cash qualified transportation fringes
provided to an employee exceeds the ap-
plicable statutory monthly limit, the em-
ployer may follow the reporting and with-
holding guidelines provided in
Announcement 85–113, 1985–31 I.R.B.
31.  Announcement 85–113 provides that
employers may elect, for purposes of the
FICA, the FUTA, and federal income tax
withholding, to treat noncash fringe bene-
fits as paid on a pay period, quarterly,
semi-annual, annual, or other basis, pro-
vided that the benefits are treated as paid
no less frequently than annually.  An-

nouncement 85–113 also provides a spe-
cial accounting rule for noncash fringes
provided during the last two months of a
calendar year.  

Special Analyses

It has been determined that this notice
of proposed rulemaking is not a signifi-
cant regulatory action as defined in Exec-
utive Order 12866.   Therefore, a regula-
tory assessment is not required.  

An Initial Regulatory Flexibility
Analysis has been prepared as required
for the collection of information in this
notice of proposed rulemaking under 5
U.S.C. § 603.  The analysis follows:

Initial Regulatory Flexibility Analysis

This proposed rule may have an impact
on small organizations that provide quali-
fied transportation fringes in the form of
cash reimbursement or that offer qualified
transportation fringes in lieu of salary.
Section 132(f)(3) provides that qualified
transportation fringes may be provided in
the form of cash reimbursement.  The leg-
islative history indicates that cash reim-
bursements must be made pursuant to a
bona fide reimbursement arrangement.
Thus, this proposed rule provides that em-
ployers must receive substantiation from
employees as a condition to providing
cash reimbursement for qualified trans-
portation fringes.  Section 132(f)(4) pro-
vides that an employee may choose be-
tween cash compensation and qualified
transportation fringes.  This proposed rule
provides that employers must keep
records with respect to employee com-
pensation reduction elections.  Thus, the
requirements under this proposed rule
create a collection of information require-
ment for employers.  

The objectives of this proposed rule
with respect to employee substantiation of
qualified transportation fringes is to carry
out the legislative intent that cash reim-
bursement be provided by an employer
only under a bona fide reimbursement
arrangement.  The objective of the record-
keeping requirement with respect to em-
ployee compensation reduction elections
is to ensure against recharacterization of
taxable compensation after it has been
paid to an employee.  The legal basis for
this proposed rule is section 132(f)(3) and
(4).

All classes of employers will likely

2 Other pool members may chose to reimburse the
costs of the prime member, in which event, under
Rev. Rul. 55-555, 1955-2 C.B. 20, the reimburse-
ments will not be includible in the prime member’s
gross income.  See also Rev. Rul. 80-99, 1980-1
C.B. 10.
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offer qualified transportation fringes and
therefore will be affected by this proposed
rule.  Approximately 265,000 small enti-
ties may be affected by this proposed rule.
There are no professional skills necessary
for the recordkeeping required under this
proposed rule.

The IRS is not aware of any other rele-
vant federal rules which may duplicate,
overlap, or conflict with this proposed
rule.

A less burdensome alternative for small
organizations would be to exempt those
entities from the recordkeeping require-
ments under this proposed rule.  However,
it would be inconsistent with the statutory
provisions and the legislative history to ex-
empt those entities from the recordkeeping
requirements imposed under this rule.
This proposed rule provides several op-
tions which avoid more burdensome
recordkeeping requirements for small enti-
ties.  This proposed rule provides that (1)
there are no substantiation requirements if
the employer distributes transit passes in
kind; (2) a compensation reduction elec-
tion can be made electronically; (3) an
election to reduce compensation can be au-
tomatically renewed; and (4) an employer
can provide for deemed compensation re-
duction elections under its qualified trans-
portation fringe benefit plan.    

Pursuant to section 7805(f) of the Inter-
nal Revenue Code, this notice of pro-
posed rulemaking will be submitted to the
Chief Counsel for Advocacy of the Small
Business Administration for comment on
its impact on small business.

Comments and Public Hearing

Before these proposed regulations are
adopted as final regulations,  considera-
tion will be given to any written com-
ments (a signed original and eight (8)
copies) and electronic comments that are
submitted timely to the IRS.  The IRS and
Treasury Department specifically request
comments on the clarity of the proposed
regulations and how they can be made
easier to understand, and on the adminis-
trability of the rules in the proposed regu-
lations.  All comments will be available
for public inspection and copying.

A public hearing has been scheduled for
June 1, 2000, beginning at 10 a.m. in room
2615 of the Internal Revenue Building,
1111 Constitution Avenue, NW.,   Wash-
ington, DC. Due to building security pro-

cedures, visitors must enter at the 10th

Street entrance, located between Constitu-
tion and Pennsylvania Avenues,  NW.  In
addition, all visitors must present photo
identification to enter the building.  Be-
cause of access restrictions, visitors will
not be admitted beyond the immediate en-
trance area more than 15 minutes before
the hearing starts.  For information about
having your name placed on the building
access list to attend the hearing, see the
“FOR FURTHER INFORMATION CON-
TACT” section of this preamble.

The rules of 26 CFR 601.601 (a) (3)
apply to the hearing.  Persons who wish to
present oral comments at the hearing must
submit written comments and an outline
of the topics to be discussed and the time
to be devoted to each topic (signed origi-
nal and eight (8) copies) by May 10,
2000.   A period of 10 minutes will be al-
lotted to each person for making com-
ments.  An agenda showing the schedul-
ing of the speakers will be prepared after
the deadline for receiving outlines has
passed.  Copies of the agenda will be
available free of charge at the hearing.
Drafting Information

The principal author of these proposed
regulations is John Richards, Office of the
Associate Chief Counsel (Employee Ben-
efits and Exempt Organizations).  How-
ever, other personnel from the IRS and
Treasury Department participated in their
development.

*   *   *   *   *

Proposed Amendments to the
Regulations

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:

PART 1—INCOME TAXES

Paragraph 1. The authority citation for
part 1 continues to read to read in part as
follows:

Authority: 26 U.S.C. 7805 * * *
Par. 2. Section 1.132–0 is amended by

adding entries for §1.132–9 to read as fol-
lows:  

§1.132–0 Outline of regulations under
section 132.
* * * * *

§1.132–9(a) Table of Contents.
§1.132–9(b) Questions and Answers.

* * * * *
Par. 3 Section 1.132–9 is added to

read as follows:
§1.132–9 Qualified Transportation

Fringes.
(a) Table of Contents. This section

contains a list of the questions and an-
swers in §1.132–9.
Q-1.  What is a qualified transportation
fringe?
Q-2.  What is transportation in a com-
muter highway vehicle?
Q-3.  What are transit passes?
Q-4.  What is qualified parking?
Q-5.  To which workers may qualified
transportation fringes be provided?
Q-6.  Must a qualified transportation
fringe benefit plan be in writing? 
Q-7.  Is there a limit on the value of quali-
fied transportation fringes that may be ex-
cluded from an employee’s gross income?
Q-8.  What amount is includible in an em-
ployee’s wages for income and employ-
ment tax purposes if the value of the qual-
ified transportation fringe exceeds the
applicable statutory monthly limit?
Q-9.  Are excludable qualified transporta-
tion fringes calculated on a monthly
basis?
Q-10.  May an employee receive qualified
transportation fringes from more than one
employer?
Q-11.  May qualified transportation
fringes be provided to employees pur-
suant to a compensation reduction agree-
ment?  
Q-12.  What is a compensation reduction
election for purposes of section 132(f)?
Q–13.  Is there a limit to the amount of
the compensation reduction?
Q–14.  When must the employee have
made a compensation reduction election
and under what circumstances can the
amount be paid in cash to the employee?
Q–15.  May an employee whose qualified
transportation fringe costs are less than
the employee’s compensation reduction
carry over this excess amount to subse-
quent periods?
Q–16.  How does section 132(f) apply to
expense reimbursements?
Q-17.  May an employer provide nontax-
able cash reimbursement under section
132(f) for periods longer than one month?
Q-18.  What are the substantiation re-
quirements if an employer distributes
transit passes?
Q-19.  May an employer choose to im-
pose substantiation requirements in addi-
tion to those described in this regulation?
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Q-20.  How is the value of parking deter-
mined?
Q-21.  How do the qualified transporta-
tion fringe rules apply to van pools?
Q-22.  What are the reporting and em-
ployment tax requirements for qualified
transportation fringes?
Q-23.  How does section 132(f) interact
with other fringe benefit rules?
Q-24.  May qualified transportation
fringes be provided to individuals who are
partners, 2-percent shareholders of S-cor-
porations, or independent contractors?

(b) Questions and Answers.
Q-1.  What is a qualified transporta-

tion fringe?
A-1.  (a) The following benefits are

“qualified transportation fringe” benefits: 
(1) Transportation in a commuter high-

way vehicle.  
(2) Transit passes.  
(3) Qualified parking.  
(b) An employer may simultaneously

provide an employee with any one or
more of these three benefits.

Q-2.  What is transportation in a
commuter highway vehicle?

A-2.  Transportation in a commuter
highway vehicle is transportation pro-
vided by an employer to an employee in
connection with travel between the em-
ployee’s residence and place of employ-
ment.  A “commuter highway vehicle” is
a highway vehicle with a seating capacity
of at least 6 adults (excluding the driver)
and with respect to which at least 80 per-
cent of the vehicle’s mileage is reasonably
expected to be–

(a) For transporting employees in con-
nection with travel between their resi-
dences and their place of employment;
and 

(b) On trips during which the number
of employees transported for commuting
is at least one-half of the adult seating ca-
pacity of the vehicle (excluding the dri-
ver). 

Q-3.  What are transit passes?
A-3.  A “transit pass” is any pass,

token, farecard, voucher, or similar item
(including an item exchangeable for fare
media) that entitles a person to transporta-
tion—

(a) On mass transit facilities (whether
or not publicly owned); or 

(b) Provided by any person in the busi-
ness of transporting persons for compen-
sation or hire in a highway vehicle with a

seating capacity of at least six adults (ex-
cluding the driver).  

Q-4.  What is qualified parking?
A-4.   (a) “Qualified parking” is

parking provided to an employee by an
employer—

(1) On or near the employer’s business
premises; or 

(2) At a location from which the em-
ployee commutes to work by carpool,
commuter highway vehicle, mass transit
facilities, transportation provided by any
person in the business of transporting per-
sons for compensation or hire or by any
other means.  

(b) However, parking on or near prop-
erty used by the employee for residential
purposes is not qualified parking.

(c) Parking is provided by an employer
if— 

(1) The employer pays for the parking; 
(2) The employer reimburses the em-

ployee for parking expenses; or 
(3) The parking is on property that the

employer owns or leases.  See Q/A-16 of
this section for rules relating to cash reim-
bursements.

Q-5.  To which workers may quali-
fied transportation fringes be provided?

A-5.  Qualified transportation
fringes may be provided only by employ-
ers to employees.  The term “employee”
for purposes of qualified transportation
fringes is defined in §1.132–1(b)(2)(i).
This term includes only common law em-
ployees and other statutory employees,
such as officers of corporations.  See
Q/A-24 of this section for rules regarding
partners, 2-percent shareholders, and in-
dependent contractors.

Q-6.  Must a qualified transportation
fringe benefit plan be in writing?

A-6.  No.  Section 132(f) does not re-
quire that a qualified transportation fringe
benefit plan be in writing.

Q-7.  Is there a limit on the value of
qualified transportation fringes that may
be excluded from an employee’s gross in-
come?

A-7.  (a) Transportation in a com-
muter highway vehicle and transit passes.
Before January 1, 2002, up to $65 is ex-
cludable from the gross income of an em-
ployee for transportation in a commuter
highway vehicle and transit passes pro-
vided by an employer for a month.  On
January 1, 2002, this amount is increased
to $100 per month. 

(b) Parking.   Up to $175 is exclud-
able from the gross income of an em-
ployee for qualified parking in a month.  

(c) Combination.  An employer may
provide qualified parking benefits in addi-
tion to transportation in a commuter high-
way vehicle and transit passes.  

(d) Cost-of-living adjustments.  The
amounts in paragraphs (a) and (b) of this
Q/A–7 are adjusted annually, beginning
with 2000, to reflect cost-of-living.  The
adjusted figures are announced by the
Service before the beginning of the year.  

Q-8.  What amount is includible in
an employee’s wages for income and em-
ployment tax purposes if the value of the
qualified transportation fringe exceeds the
applicable statutory monthly limit?

A-8.  Generally, an employee must
include in gross income the amount by
which the fair market value of the benefit
exceeds the sum of the amount, if any,
paid by the employee and any amount ex-
cluded from gross income under section
132(a)(5).  Thus, assuming no other statu-
tory exclusion applies, if an employer
provides an employee with a qualified
transportation fringe that exceeds the ap-
plicable statutory monthly limit and the
employee does not make any payment,
the value of the benefits provided in ex-
cess of the applicable statutory monthly
limit is included in the employee’s wages
for income and employment tax purposes.
See § 1.61–21(b)(1).  The following ex-
amples illustrate the principles of this
Q/A-8:

Example 1.  (i) For each month in 2000, Em-
ployer M provides a transit pass valued at $75 to
Employee D, who does not pay any amount to Em-
ployer M for the transit pass.  

(ii) In this example, because the value of the
monthly transit pass exceeds the statutory monthly
limit by $10, $120 ($75 - $65, times 12 months)
must be included in D’s wages for income and em-
ployment tax purposes for 2000 with respect to the
transit passes.

Example 2.  (i) For each month in 2000, Em-
ployer M provides qualified parking valued at $195
to Employee E, who does not pay any amount to M
for the parking.  

(ii) In this example, because the fair market value
of the qualified parking exceeds the statutory
monthly limit by $20, $240 ($195 - $175, times 12
months) must be included in Employee E’s wages
for income and employment tax purposes for 2000
with respect to the qualified parking.

Example 3.  (i) For each month in 2000, Em-
ployer P provides qualified parking with a fair mar-
ket value of $220 per month to its employees, but
charges each employee $45 per month.  

(ii) In this example, because the sum of the
amount paid by an employee ($45) plus the amount
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excludable for qualified parking ($175) is not less
than the fair market value of the monthly benefit, no
amount is includible in the employee’s wages for in-
come and employment tax purposes with respect to
the qualified parking.

Q-9.  Are excludable qualified trans-
portation fringes calculated on a monthly
basis?

A-9.  Yes.  The value of transporta-
tion in a commuter highway vehicle, tran-
sit passes, and qualified parking is calcu-
lated on a monthly basis to determine
whether the value of the benefit has ex-
ceeded the applicable statutory monthly
limit on qualified transportation fringes.
Except in the case of a transit pass, the ap-
plicable statutory monthly limit applies to
qualified transportation fringes used by
the employee in a month.  In the case of a
transit pass, the applicable statutory
monthly limit applies to the transit passes
provided by the employer to the employee
in a month for that month or for any pre-
vious month in the calendar year.
Monthly exclusion amounts are not com-
bined to provide a qualified transportation
fringe in any month exceeding the statu-
tory limit.  A “month” is a calendar month
or a substantially equivalent period ap-
plied consistently.  The following exam-
ples illustrate the principles of this Q/A-9:

Example 1.(i) Employee E incurs $150 for qual-
ified parking used during the month of June, 2000,
for which E is reimbursed $150 by Employer R.  E
incurs $180 in expenses for qualified parking used
during the month of July, 2000, for which E is reim-
bursed $180 by R.

(ii) In this example, because monthly exclusion
amounts may not be combined to provide a benefit
in any month greater than the applicable statutory
limit, the amount by which the amount reimbursed
for July exceeds the applicable statutory monthly
limit ($180 minus $175 equals $5) is includible in
E’s wages for income and employment tax purposes.

Example 2.  (i).  Employee F receives transit
passes from Employer G with a value of $195 in the
month of March (when the applicable statutory
monthly limit is $65).  F was hired during January
and has not received any transit passes from G.

(ii).  In this example, the value of the transit
passes (three months times $65 equals $195) is ex-
cludable from F’s wages for income and employ-
ment tax purposes.  However, if F was not hired
until March, only $65 would be excludable from F’s
wages for income and employment tax purposes.

Example 3.  (i).  Each month during 2000, Em-
ployer R distributes transit passes  with a face
amount of $70 to each of its employees.  Transit
passes with a face amount of $70 can be purchased
from the transit system by any individual for $65.

(ii).  In this example, because the value of the
transit passes distributed by R does not exceed the
applicable statutory monthly limit ($65), no portion
of the transit passes is included as wages for income
and employment tax purposes.

Q-10.  May an employee receive
qualified transportation fringes from more
than one employer?

A-10.  Yes.  The statutory monthly
limits described in Q/A-7 of this section
apply to benefits provided by an employer
to its employees.  For this purpose, all
employees treated as employed by a sin-
gle employer under section 414(b), (c),
(m), or (o) are treated as employed by a
single employer.  See § 1.132–1(c).  Thus,
qualified transportation fringes paid by
entities under common control under sec-
tion 414(b), (c), (m), or (o) are combined
for purposes of applying the applicable
statutory limit.  In addition, an individual
who is treated as an employee of the em-
ployer under section 414(n) is treated as
an employee of the employer for purposes
of section 132.  See § 414(t).  The follow-
ing examples illustrate the principles of
this Q/A-10:  

Example 1.  (i) During 2000, Employee E works
for Employers M and N, who are unrelated and not
treated as a single employer under section 414(b),
(c), (m), or (o).  Each month, M and N each provide
qualified parking benefits to E with a value of $100.  

(ii) In this example, because M and N are unre-
lated employers, and the value of the monthly park-
ing benefit provided by each is not more than the ap-
plicable statutory monthly limit, the parking benefits
provided by each employer are excludable as quali-
fied transportation fringes assuming that the other
requirements of this section are satisfied.

Example 2.  (i) Same facts as in Example 1, ex-
cept that M and N are treated as a single employer
under section 414(b).

(ii) In this example, because M and N are treated
as a single employer, the value of the monthly park-
ing benefit provided by M and N must be combined
for purposes of determining whether the applicable
statutory monthly limit has been exceeded.  Thus,
the amount by which the value of the parking benefit
exceeds the monthly limit ($200 minus $175 equals
$25) for each month in 2000 is includible in E’s
wages for income and employment tax purposes.

Q-11.  May qualified transportation
fringes be provided to employees pur-
suant to a compensation reduction agree-
ment?  

A-11.  Yes.  An employer may offer
employees a choice between cash com-
pensation and any qualified transportation
fringe.  An employee who is offered this
choice and who elects qualified trans-
portation fringes is not required to include
the cash compensation in income if— 

(a) The election is pursuant to an
arrangement described in Q/A-12 of this
section; (b) The amount of the reduction
in cash compensation does not exceed the
limitation in Q/A-13 of this section; 

(c) The arrangement satisfies the tim-
ing and reimbursement rules in Q/A-14
and 16 of this section; and 

(d) The related fringe benefit arrange-
ment otherwise satisfies the requirements
set forth elsewhere in this section. 

Q-12.  What is a compensation re-
duction election for purposes of section
132(f)?

A-12.  (a) Election requirements
generally. A compensation reduction
arrangement is an arrangement under
which the employer provides the em-
ployee with the right to elect whether the
employee will receive either a fixed
amount of cash compensation at a speci-
fied future date or a fixed amount of qual-
ified transportation fringes to be provided
for a specified future period (such as qual-
ified parking to be used during a future
calendar month).  The employee’s elec-
tion must be in writing or another form,
such as electronic, that includes, in a per-
manent and verifiable form, the informa-
tion required to be in the election.  The
election must contain the date of the elec-
tion, the amount of the compensation to
be reduced, and the period for which the
benefit will be provided.  The election
must relate to a fixed dollar amount or
fixed percentage of compensation reduc-
tion.  An election to reduce compensation
for a period by a set amount for such pe-
riod may be automatically renewed for
subsequent periods. 

(b) Negative election permitted.  An
employer may provide under its qualified
transportation fringe benefit plan that a
compensation reduction election will be
deemed to have been made if the em-
ployee does not elect to receive cash com-
pensation in lieu of the qualified trans-
portation fringe provided that the
employee receives adequate notice that a
compensation reduction will be made and
is given adequate opportunity to choose to
receive the cash compensation instead of
the qualified transportation fringe.

Q–13.  Is there a limit to the amount
of the compensation reduction?

A–13.  Yes.  Each month, the amount
of the compensation reduction may not
exceed the combined applicable statutory
monthly limits for transportation in a
commuter highway vehicle, transit
passes, and qualified parking.   For exam-
ple, for 2000, an employee could elect to
reduce compensation for any month by no
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more than $240 ($65 for transportation in
a commuter highway vehicle and transit
passes, plus $175 for qualified parking)
with respect to qualified transportation
fringes.  If an employee were to elect to
reduce compensation by $250 for a
month, the excess $10 ($250 minus $240)
would be includible in the employee’s
wages for income and employment tax
purposes.  

Q–14.  When must the employee
have made a compensation reduction
election and under what circumstances
can the amount be paid in cash to the em-
ployee?

A–14.  The compensation reduction
election must satisfy the following re-
quirements.

(a) Timing of election.  The compen-
sation reduction election must be made
before the employee is able currently to
receive the cash or other taxable amount
at the employee’s discretion.  The deter-
mination of whether the employee is able
currently to receive the cash does not de-
pend on whether it has been construc-
tively received for purposes of section
451.  The election must specify that the
period (such as a calendar month) for
which the qualified transportation fringe
will be provided must not begin before
the election is made.  For this purpose, the
date a qualified transportation fringe is
provided is— 

(1) The date the employee receives a
voucher or similar item; or 

(2) In any other case, the date the em-
ployee uses the qualified transportation
fringe. 

(b)  Thus, a compensation reduction
election must relate to qualified trans-
portation fringes to be provided after the
election.

(c)  Revocability of elections.  The
employee may not revoke a compensation
reduction election after the employee is
able currently to receive the cash or other
taxable amount at the employee’s discre-
tion.  In addition, the election may not be
revoked after the beginning of the period
for which the qualified transportation
fringe will be provided.

(d) Compensation reduction
amounts not refundable.  Unless an elec-
tion is revoked in a manner consistent
with paragraph (c) of this Q/A-14, an em-
ployee may not subsequently receive the
compensation (in cash or any form other

than by payment of a qualified transporta-
tion fringe under the employer’s plan).
Thus, an employer’s qualified transporta-
tion fringe benefit plan may not provide
that an employee who ceases to partici-
pate in the employer’s qualified trans-
portation fringe benefit plan is entitled to
receive a refund of the amounts by which
the employee’s compensation reduction
exceeds the actual qualified transportation
fringes provided to the employee by the
employer.  

(e) Examples.The following examples
illustrate the principles of this Q/A-14:

Example 1.  (i)  Employer P maintains a qualified
transportation fringe benefit arrangement.  Employ-
ees of P are paid twice per month, with the payroll
dates being the first and the fifteenth day of the
month.  Under P’s arrangement, an employee is per-
mitted to elect at any time before the first day of a
month to reduce his or her compensation payable
during that month in an amount up to the applicable
statutory monthly limit (i.e., for 2000, $65 if the em-
ployee elects coverage for transportation in a com-
muter highway vehicle or a mass transit pass, or
$175 if the employee chooses qualified parking) in
return for the right to receive qualified transporta-
tion fringes up to the amount of the election.  If such
an election is made, P will provide a mass transit
pass for that month with a value not exceeding the
compensation reduction amount elected by the em-
ployee or will reimburse the cost of other qualified
transportation fringes used by the employee on or
after the first day of that month up to the compensa-
tion reduction amount elected by the employee.  Any
compensation reduction amount elected by the em-
ployee for the month that is not used for qualified
transportation fringes is not refunded to the em-
ployee at any future date.

(ii)   In this example, the arrangement satisfies
the requirements of this Q/A-14 because the election
is made before the employee is able currently to re-
ceive the cash and the election specifies the future
period for which the qualified transportation fringes
will be provided.  The arrangement would also sat-
isfy the requirements of this Q/A-14 and Q/A-13 of
this section if employees were allowed to elect to re-
duce compensation up to $240 (for 2000) per month.

(iii)  The arrangement would also satisfy the re-
quirements of this Q/A-14 (and Q/A-13 of this sec-
tion) if employees were allowed to make an election
at any time before the first or the fifteenth day of the
month to reduce their compensation payable on that
payroll date by an amount not in excess of one-half
of the applicable statutory monthly limit (depending
on the type of qualified transportation fringe elected
by the employee) and P provides a mass transit pass
on or after the applicable payroll date for the com-
pensation reduction amount elected by the employee
for the payroll date or reimburses the cost of other
qualified transportation fringes used by the em-
ployee on or after the payroll date up to the compen-
sation reduction amount elected by the employee for
that payroll date.

Example 2.  (i) Employee Q elects to reduce his
compensation payable on March 1 of a year (when
the statutory monthly limit for transportation in a

commuter highway vehicle and transit passes is $65)
by $195 in exchange for a mass transit voucher to be
provided in March.  The election is made on the pre-
ceding February 27.  Employee Q was hired in Janu-
ary of the year.  On March 10 of the year, the em-
ployer of Employee Q delivers to Employee Q a
mass transit voucher worth $195.

(ii) In this example, $130 is included in Em-
ployee Q’s wages for income and employment tax
purposes because the compensation reduction elec-
tion fails to satisfy the requirement in this Q/A-14
and Q/A-12 of this section that the election relate to
qualified transportation fringes to be provided for a
future period to the extent the election relates to $65
worth of transit passes for each of January and Feb-
ruary of the year.  No amount would be included in
Employee Q’s wages as a result of the election if
$195 worth of mass transit passes were instead de-
livered to Employee Q in May of the year (because
the compensation reduction would relate solely to
fringes to be provided for a future period and the
amount provided does not exceed the aggregate
limit for the period, i.e., the sum of $65 for each of
March, April, and May)

Q–15.  May an employee whose
qualified transportation fringe costs are
less than the employee’s compensation re-
duction carry over this excess amount to
subsequent periods?

A–15.  Yes.  An employee may carry
over unused compensation reduction
amounts to subsequent periods under the
plan of the employee’s employer.  The
following example illustrates the princi-
ples of this Q/A-15:      

Example.  (i) By an election made before No-
vember 1, 1999, Employee E elects to reduce com-
pensation in the amount of $65 for the month of No-
vember, 1999.  E incurs $50 in employee-operated
commuter highway vehicle expenses during No-
vember for which E is reimbursed $50 by Employer
R.  By an election made before December 1, 1999, E
elects to reduce compensation by $65 for the month
of December.  E incurs $65 in employee-operated
commuter highway vehicle expenses during Decem-
ber for which E is reimbursed $65 by R.  Before Jan-
uary 1, 2000, E elects to reduce compensation by
$50 for the month of January.  E incurs $65 in em-
ployee-operated commuter highway vehicle ex-
penses during January for which E is reimbursed
$65 by R because R allows E to carry over to Janu-
ary, 2000, the $15 amount by which the compensa-
tion reductions for November and December ex-
ceeded the employee-operated commuter highway
vehicle expenses incurred during those months.

(ii) In this example, because E is reimbursed in
an amount not exceeding the applicable statutory
monthly limit, and the reimbursement does not ex-
ceed the amount of employee-operated commuter
highway vehicle expenses incurred during the
month of January, the amount reimbursed ($65) is
excludable from E’s wages for income and employ-
ment tax purposes.

Q–16.  How does section 132(f)
apply to expense reimbursements?

A-16.  (a)  In general. The term
“qualified transportation fringe” includes
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cash reimbursement by an employer to an
employee for expenses incurred or paid
by an employee for transportation in a
commuter highway vehicle or qualified
parking.  The reimbursement must be
made under a bona fide reimbursement
arrangement which meets the rules of
paragraph (d) of this Q/A-16.  The term
“cash reimbursement” does not include
cash advances.   

(b)  Special rule for transit passes.
The term “qualified transportation fringe”
includes cash reimbursement for transit
passes made under a bona fide reimburse-
ment arrangement, but, in accordance
with section 132(f)(3), only if no voucher
or similar item that may be exchanged
only for a transit pass is readily available
for direct distribution by the employer to
employees.  For this purpose, a voucher
or similar item is “readily available” if an
employer can obtain it— 

(1) On terms no less favorable than
those available to an individual employee;
and          

(2) Without incurring a significant ad-
ministrative cost.

(c) Significant administrative cost.
Administrative costs relate only to fees
paid to fare media providers.  The deter-
mination of whether obtaining a voucher
would result in a significant administra-
tive cost is made with respect to each
transit system voucher.  A transit system
voucher is a voucher that is accepted by
one or more mass transit operators (e.g.,
train, subway, and bus) in an area as fare
media (or in exchange for fare media).
Administrative costs are treated as signifi-
cant if the average monthly administrative
costs incurred by the employer for a
voucher (disregarding delivery charges
imposed by the fare media provider to the
extent not in excess of $15 per order) are
more than 1 percent of the average
monthly value of the vouchers for a sys-
tem.  Thus, whether a voucher is readily
available without incurring a significant
administrative cost is determined with re-
spect to the transit system in each area for
which the voucher may be used.  The fol-
lowing example illustrates the principles
of this Q/A-16:

Example.  (i) Company C in City X sells mass
transit vouchers to employers in the metropolitan
area of X worth $65 each.  Several different bus,
rail, van pool, and ferry operators service X, and a
number of the operators accept the vouchers either
as fare media or in exchange for fare media.  Em-

ployers can readily obtain vouchers for distribution
to their employees.  To cover its operating expenses,
C imposes on each voucher a 50 cents charge, plus a
$15 charge for delivery.  Employer M disburses
vouchers purchased from C to its employees who
use operators that accept the vouchers.

(ii) In this example, because the cost of a voucher
disbursed to M’s employees is not more than 1 per-
cent of the value of the voucher (50 cents divided by
$65 equals 0.77 percent) and the delivery charges
are disregarded because they are not more than $15,
vouchers for X are readily available.  Thus, the
vouchers disbursed to M’s employees are qualified
transportation fringes and any reimbursement of
mass transportation costs in X would not be a quali-
fied transportation fringe.

(d) Substantiation requirements.
Employers that make cash reimburse-
ments must establish a bona fide reim-
bursement arrangement to establish that
their employees have, in fact, incurred ex-
penses for transportation in a commuter
highway vehicle, transit passes, or quali-
fied parking.  For purposes of section
132(f), what constitutes a bona fide reim-
bursement arrangement may vary depend-
ing on the facts and circumstances, in-
cluding the method or methods of
payment utilized within the mass transit
system.  The employer must implement
reasonable procedures to ensure that an
amount equal to the reimbursement was
incurred for transportation in a commuter
highway vehicle, transit passes, or quali-
fied parking.  The following are examples
of reasonable reimbursement procedures
for purposes of this Q/A-16:

(1)  An employee presents to the em-
ployer a parking expense receipt for park-
ing on or near the employer’s business
premises and certifies that the parking
was used by the employee and the em-
ployer has no reason to doubt the em-
ployee’s certification.  

(2)  An employee submits a used
transit pass to the employer at the end of
the month and certifies both that he or she
purchased it, and that he or she used it
during the month, or presents a transit
pass to the employer at the beginning of
the month and certifies that it will be used
it during the month.  In both cases, the
employer has no reason to doubt the em-
ployee’s certification.

(3)  If a receipt is not provided in the
ordinary course of business (e.g., if the em-
ployee uses metered parking or if used
transit passes cannot be returned to the
user), the employee certifies to the em-
ployer the type and the amount of expenses
incurred and the employer has no reason to

doubt the employee’s certification.  
Q-17.  May an employer provide

nontaxable cash reimbursement under
section 132(f) for periods longer than one
month?

A-17.  Yes.  Qualified transportation
fringes include reimbursement to employ-
ees for costs incurred for transportation in
more than one month, provided the reim-
bursement for each month is calculated
separately and does not exceed the applic-
able statutory monthly limit for any
month.  See Q/A-8 and 9 of this section if
the limit for a month is exceeded.  The
following example illustrates the princi-
ples of this Q/A-17:

Example. (i) Employee R pays $100 per month
for qualified parking used during the period from
April 1, 2000 through June 30, 2000.  After receiv-
ing adequate substantiation from R, R’s employer
reimburses R $300 in cash on June 30, 2000.  

(ii) In this example, because the value of the re-
imbursed expenses for each month did not exceed
the applicable statutory monthly limit, the $300 re-
imbursement is excludable from R’s wages for in-
come and employment tax purposes as a qualified
transportation fringe. 

Q-18.  What are the substantiation
requirements if an employer distributes
transit passes?

A-18.  There are no substantiation
requirements if the employer distributes
transit passes.  Thus, an employer may
distribute a transit pass for each month
with a value not more than the statutory
monthly limit without requiring any certi-
fication from the employee regarding the
use of the transit pass. 

Q-19.  May an employer choose to
impose substantiation requirements in ad-
dition to those described in this regula-
tion?

A-19.  Yes.
Q-20.  How is the value of parking

determined?
A-20.  Section 1.61–21(b)(2) applies

for purposes of determining the value of
parking.

Q-21.  How do the qualified trans-
portation fringe rules apply to van pools?

A-21.  (a) Van pools generally.  Em-
ployer- and employee-operated van pools,
as well as private or public transit-oper-
ated van pools, may qualify as qualified
transportation fringes.  The value of van
pool benefits which are qualified trans-
portation fringes may be excluded up to
the applicable statutory monthly limit for
transportation in a commuter highway ve-
hicle and transit passes, less the value of
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any transit passes provided by the em-
ployer for the month.

(b) Employer-operated van pools.
The value of van pool transportation pro-
vided by or for an employer to its employ-
ees is excludable as a qualified transporta-
tion fringe, provided the van qualifies as a
“commuter highway vehicle” as defined in
section 132(f)(5)(B) and Q/A–2 of this
section.  A van pool is operated by or for
the employer if the employer purchases or
leases vans to enable employees to com-
mute together or the employer contracts
with and pays a third party to provide the
vans and some or all of the costs of operat-
ing the vans, including maintenance, liabil-
ity insurance and other operating expenses. 

(c) Employee-operated van pools.
Cash reimbursement by an employer to
employees for expenses incurred for
transportation in a van pool operated by
employees independent of their employer
are excludable as qualified transportation
fringes provided that the van qualifies as a
“commuter highway vehicle” as defined
in section 132(f)(5)(B) and Q/A-2 of this
section.  See Q/A-16 of this section for
the rules governing cash reimbursements.

(d) Private or public transit-oper-
ated van pool transit passes.  The quali-
fied transportation fringe exclusion for
transit passes is available for travel in van
pools owned and operated either by pub-
lic transit authorities or by any person in
the business of transporting persons for
compensation or hire.  In accordance with
paragraph (b) of Q/A-3 of this section, the
van must seat at least six adults (exclud-
ing the driver).  See Q/A-16(b) and (c) of
this section for a special rule for cash re-
imbursement for transit passes.  

(e) Value of van pool transportation
benefits.  Section 1.61–21(b)(2) provides
that the fair market value of a fringe benefit
is based on all the facts and circumstances.
Alternatively, transportation in an em-
ployer-provided commuter highway vehi-
cle may be valued under the automobile
lease valuation rule in § 1.61–21(d), the ve-
hicle cents-per-mile rule in § 1.61–21(e), or
the commuting valuation rule in §
1.61–21(f).  If one of these special valua-
tion rules is used, the employer must use
the same valuation rule to value the use of
the commuter highway vehicle by each em-
ployee who share the use.  See §
1.61–21(c).

(f) Qualified parking prime member.

If an employee obtains a qualified parking
space as a result of membership in a car or
van pool, the applicable statutory monthly
limit for qualified parking applies to the
individual to whom the parking space is
assigned.  This individual is the “prime
member.”  In determining the tax conse-
quences to the prime member, the statu-
tory monthly limit amounts of each car
pool member may not be combined.  If
the employer provides access to the space
and the space is not assigned to a particu-
lar individual, then the employer must
designate one of its employees as the
prime member who will bear the tax con-
sequences.  The employer may not desig-
nate more than one prime member for a
car or van pool during a month.  The em-
ployer of the prime member is responsible
for including the value of the qualified
parking in excess of the statutory monthly
limit in the prime member’s wages for in-
come and employment tax purposes.

Q-22.  What are the reporting and
employment tax requirements for quali-
fied transportation fringes?

A-22.  (a) Employment tax treatment
generally.  Qualified transportation
fringes not exceeding the applicable statu-
tory monthly limit described in Q/A-7 of
this section are not wages for purposes of
the Federal Insurance Contributions Act
(FICA), the Federal Unemployment Tax
Act (FUTA), and federal income tax with-
holding.  Any amount by which an em-
ployee elects to reduce compensation as
provided in Q/A-11 of this section is not
subject to the FICA, the FUTA, and fed-
eral income tax withholding.  Qualified
transportation fringes exceeding the ap-
plicable statutory monthly limit described
in Q/A-7 of this section are wages for pur-
poses of the FICA, the FUTA, and federal
income tax withholding and are reported
on the employee’s Form W-2, Wage and
Tax Statement.  

(b) Employment tax treatment of
cash reimbursement exceeding monthly
limits.  Cash reimbursement to employees
(for example, cash reimbursement for
qualified parking) in excess of the applic-
able statutory monthly limit under section
132(f) are treated as paid for employment
tax purposes when actually or construc-
tively paid.  See §§ 31.3121(a)–2(a),
31.3301–4, 31.3402(a)–1(b) of this chap-
ter.  Employers must report and deposit
the amounts withheld in addition to re-

porting and depositing other employment
taxes.  See Q/A-16 of this section for
rules governing cash reimbursements.

(c) Noncash fringe benefits exceed-
ing monthly limits.  If the value of non-
cash qualified transportation fringes ex-
ceeds the applicable statutory monthly
limit, the employer may elect, for pur-
poses of the FICA, the FUTA, and federal
income tax withholding, to treat the non-
cash taxable fringe benefits as paid on a
pay period, quarterly, semi-annual, an-
nual, or other basis, provided that the
benefits are treated as paid no less fre-
quently than annually.

Q–23.  How does section 132(f) in-
teract with other fringe benefit rules?

A-23.  For purposes of section 132,
the terms “working condition fringe” and
“de minimis fringe” do not include any
qualified transportation fringe under sec-
tion 132(f).  If, however, an employer pro-
vides local transportation other than transit
passes, the value of the benefit may be ex-
cludable, either totally or partially, under
fringe benefit rules other than the qualified
transportation fringe rules under section
132(f).  See §§ 1.132–6(d)(2)(i) (occa-
sional local transportation fare),
1.132–6(d)(2)(iii) (transportation provided
under unusual circumstances), and
1.61–21(k) (valuation of local transporta-
tion provided to qualified employees).

Q-24.  May qualified transportation
fringes be provided to individuals who
are partners, 2-percent shareholders of S-
corporations, or independent contractors?

A-24.  (a)  General rule.  Section
132(f)(5)(E) states that self-employed in-
dividuals who are employees within the
meaning of section 401(c)(1) are not em-
ployees for purposes of section 132(f).
Therefore, individuals who are partners,
sole proprietors, or other independent
contractors are not employees for pur-
poses of section 132(f).  In addition,
under section 1372(a), 2-percent share-
holders of S corporations are treated as
partners for fringe benefit purposes.
Thus, an individual who is both a 2-per-
cent shareholder of an S corporation and
a common law employee of that S corpo-
ration is not considered an employee for
purposes of section 132(f).  However,
while section 132(f) does not apply to in-
dividuals who are partners, 2-percent
shareholders of S corporations, or inde-
pendent contractors, other exclusions for
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working condition and de minimis
fringes may be available as described in
paragraphs (b) and (c) of this Q/A-24.
See §§ 1.132–1(b)(2) and 1.132–1(b)(4).

(b)  Transit passes.  The working
condition and de minimis fringe exclu-
sions under section 132(a)(3) and (4) are
available for transit passes provided to in-
dividuals who are partners, 2-percent
shareholders, and independent contrac-
tors.  For example, tokens or farecards
provided by a partnership to an individual
who is a partner that enable the partner to
commute on a public transit system (not
including privately-operated van pools)
are excludable from the partner’s gross
income if the value of the tokens and fare-
cards in any month does not exceed the
dollar amount specified in §
1.132–6(d)(1).  However, if the value of a
pass provided in a month exceeds the dol-
lar amount specified in § 1.132–6(d)(1),
the full value of the benefit provided (not
merely the amount in excess of the dollar
amount specified in § 1.132–6(d)(1)) is
includible in gross income.

(c)  Parking.  The working condition
fringe rules under section 132(d) do not
apply to commuter parking.  See §
1.132–5(a)(1).  However, the de minimis
fringe rules under section 132(e) are
available for parking provided to individ-
uals who are partners, 2-percent share-
holders, or independent contractors that
qualifies under the de minimis rules.  See
§ 1.132–6(a) and (b).  The following ex-
ample illustrates the principles of this
Q/A-24:

Example.(i) Individual G is a partner in partner-
ship P.  Individual G commutes to and from G’s of-
fice every day and parks free of charge in P’s lot.  

(ii) In this example, the value of the parking is
not excluded under section 132(f), but may be ex-
cluded under section 132(e) if the parking is a de
minimis fringe under § 1.132–6.

Robert E. Wenzel,
Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on Janu-
ary 24, 2000, 1:36 p.m., and published in the issue of
the Federal Register for January 27, 2000, 65 F.R.


