Notice of Proposed Rulemaking Benefits and Exempt Organizations)portation fringes. The proposed regulations
and Notice of Public Hearing (202) 622-6040; concerning submissiongequire that employers keep records of sub-

of comments, the hearing and/or to bstantiation provided by employees in order
Qualified Transportation Fringe placed on the building access list to atteni receive cash reimbursement for qualified

Benefits the hearing, LaNita Van Dyke, (202) 6224ransportation fringes. Section 132(f)(4)
7190 (not toll-free numbers). provides that an employee may choose be
REG-113572-99 _ tween cash compensation and any qualifiec
) SUPPLEMENTARY INFORMATION: transportation fringe. The proposed regu-
AGENCY: Internal Revenue Service Paperwork Reduction Act lations require that employers keep records
ACTION: Notice of proposed rulemaking _ _ _ in a verifiable form, such as written or elec-
and notice of public hearing. The collections of information con-tronic, of employee elections to reduce

tained in this notice of proposed rulemakeompensation. The value of qualified
SUMMARY: This document containsing have been submitted to the Office ofransportation fringes provided for a month
proposed regulations relating to qualifiedianagement and Budget for review in acexceeding the applicable statutory monthly
transportation fringe benefits. These procordance with the Paperwork Reductiofimit must be reported on the employee’s
posed regulations reflect changes to th&ct of 1995 (44 U.S.C. 3507(d)). Com-Form W-2. The burden for this require-
law made by the Energy Policy Act ofments on the collections of informationment is reflected in the burden for Form W-
1992, the Taxpayer Relief Act of 1997 should be sent to th@ffice of Manage- 2. The likely recordkeepers are employers.
and the Transportation Equity Act for thement and Budget Attn: Desk Officer for The likely respondents are employees.
215! Century. These proposed regulationshe Department of Treasury, Office of In- Estimated total annual recordkeeping
affect employers that offer qualifiedformation and Regulatory Affairs, Wash- burden 7,020,000 hours.
transportation fringes and employees whisgton, DC 20503, with copies to the- Estimated average annual recordkeep-
receive these benefits. This documenernal Revenue Service Attn: IRS ing burden per recordkeeperThe av-
also provides notice of a public hearinqReports Clearance Officer, OP:FS:FP, erage annual recordkeeping burden will
on these proposed regulations. Washington, DC 20224. Comments on vary depending on the size of the em-
the collection of information should be re- ployer. The estimated average annual

DATES: Written and electronic comments_
ceived by March 27, 2000. Comments recordkeeping burden per recordkeeper

must be received by April 26, 2000. Out- o . .
lines of topics to be discussed at the pubIare specifically requested concerning. - is 2.6‘5 hours.
hearing scheduled for June 1, 2000 at ]@heth.er the proposed collections of in- Estimated number of recordkeepers
a.m. must be received by May 10, 2000. ormation are necessary for the proper 265_’343 .
performance of the functions of theer- Estimated total annual reporting bur-
ADDRESSES: Send submissions tonal Revenue Servicgincluding whether  den:5,948,728 hours
CC:DOM:CORP:R (REG-113572-99),the information will have practical utility; Estimated average annual reporting
room 5226, Internal Revenue Service, POBhe accuracy of the estimated burden as- burden per respondeni8 hours.
7604, Ben Franklin Station, Washingtonsociated with the proposed collections of Estimated number of respondents:
DC 20044. Submissions may be hand déformation (see below); 7,264,970
livered Monday through Friday betweerHow the quality, utility, and clarity of the Estimated annual frequency of re-
the hours of 8 a.m. and 5 p.m. toinformation to be collected may be en- sponsesMonthly.
CC:DOM:CORP:R (REG-113572-99),hanced; How the burden of complying An agency may not conduct or sponsor,
Courier's Desk, Internal Revenue Serviceyith the proposed collections of informa-and a person is not required to respond to
1111 Constitution Avenue, NW., Washing-tion may be minimized, including througha collection of information unless it dis-
ton, DC. Alternatively, taxpayers may subthe application of automated collectiomplays a valid control number assigned by
mit comments electronically via the Intertechniques or other forms of informationthe Office of Management and Budget.
net by selecting the “Tax Regs” option ortechnology; and Books or records relating to a collection
the IRS Home Page, or by submitting comEstimates of capital or start-up costs andf information must be retained as long as
ments directly to the IRS Internet site acosts of operation, maintenance, and putheir contents may become material in the
http://www.irs.ustreas.gov/tax_regs/reglist.chase of service to provide information. administration of any internal revenue
html. The public hearing will be held in The collections of information in this law. Generally, tax returns and tax return
room 2615, Internal Revenue Buildingproposed regulation are in 26 CFRnformation are confidential, as required
1111 Constitution Avenue, NW., Washing-1.132-9(b). This information is requiredoy 26 U.S.C. 6103.
ton, DC. by the Internal Revenue Service to imple-

ment section 132(f). This information will Background
FOR FURTHER INFORMATION CON- ¢ iseq 10 verify compliance with section

TACT: Concerning the proposed regulay 351 section 132(f)(3) provides that This document contains a proposed

tions, John Richards of the Office of As~ ¢ e : amendment to the Income Tax Regula-
qualified transportation fringes can 'nCIUde[ions (26 CFR part 1) under section

sociate Chief Counsel (Employe€,qp reimbursement for qualified trans-



132(f). Congress amended section 132xplanation of Provisions 1.61-21(b) generally apply. With respect
as part of the Energy Policy Act of ) . to employer-provided van pool benefits,
1992, Public Law No. 102-486, section his document contains proposed regyne regulations provide that an employer
1911 (106 Stat. 3012), effective aftefations under section 132. The proposeghay yse the special valuation rules pro-
December 31, 1992. This provision ex/€gulations provide guidance, in questiogijed under section 1.61-21(c), (d), (e),
cludes from gross income the value of"d answer form, to employers that progng (f) in valuing these benefits. An exam-
any qualified transportation fringe pro-vide qualified transportation fringes topje in the proposed regulations illustrates
vided by an employer to an employee t§MpPloyees. Qualified transportationpat in determining the value of a transit
the extent it does not exceed the applicdiNges consist of transportation in & cOMp4ss sold at a discount for purposes of sex
ble statutory monthly limit. muter highway vehicle, any transit passjon 132(f), the purchase price rather thar

and qualified parking provided by an em i
This 1992 amendment to section 133joyer to an employee. the face amount of the transit pass controls

resulted in three changes to the tax treat- Notice 94-3, 1994—1 C.B. 327, pro- | 1¢ Proposed regulations reflect that

ment of employer-provided transportayided guidance on qualified transportadu31Med transportation fringes include

tion benefits. First, Congress added afion fringes in the form of questions and-2>! féimbursement by an employer to a

exclusion for transportation provided byanswers. The proposed regulations r&mployee for expenses incurred by the em

an employer to an employee in a coMfject statutory changes in section 132(fﬁonee for transportation in a commuter

muter highway vehicle. Second, massince 1994, including the revised monthl)é'ghway vehicle and qualified parking.
transit passes provided by an employefo|iar limits and the use of bona fide>ccuon 132(N(3) provides that qualified
to an employee became excludable asgjary reduction arrangements, as permﬁr_ansportatlon fringes mplude cash reim-
qualified transportation fringe and not ased under TRA '97 and TEA 21, and gen_bursement for a transit pass only if a
a de minimis fringe. The exclusions forgrally conform with the guidance in No-"CUCher O similar item that is exchange-
transportation provided by an employefice 94-3. In response to puinCable for a transit pass is not readily avail-

to an employee in a commuter highwayomments, the proposed regulations al able for direct distribution by the employer

vehicle and mass transit passes Wekgovided additional guidance concerning° the er?ployee. In defining “readily
made subject to an aggregate $60 pee standards for determining when thevailable,” the regulations reflect the gen-
month limit (adjusted for cost of living). section 132(f) exclusion applies to casfral standards set forth in Notice 94-3,
Third, Congress eliminated the workingeimbursement of transit pass expenses.under which an amount is readily available

condition fringe for commuter parking,  section 132(f) limits the value of quali-'f an employer can obtain it on terms no

e $150 b ol Tt (et e vty T 1 et
justed for cost of living) for the exclu- cyded from an employee’s gross INCoMe,, e - cdministrative cost
sion for qualified parking, and providedrhe proposed regulations explain that'¥ :

that employer-provided parking is eXthere are two categories of qualified |n addition, the proposed regulations
cludable from gross income only as gansportation fringes for purposes of declarify the meaning of “significant adminis-

qualified transportation fringe. Thetermining the amount that is excludabldrative costs.” The proposed regulations
1992 amendment provided that qualifiedom gross income. The first category i®rovide that the determination of whether
transportation fringes could not be proyangportation in a commuter highway veobtaining a voucher would result in a sig-
vided in lieu of salary. hicle and transit passes. The second cafdificant administrative cost is made with

Section 1072 of the Taxpayer Relief Ac8OTY is qualified parking. There is arespect to each transit system voucher. /
of 1997 (TRA '97), Pub. L. No. 105-34 Statutory monthly limit on the value of thetransit system voucher is a voucher that it
(111 Stat. 948), amended section 132(f), eRenefits from each category that is exaccepted by one or more mass transit ope
ludable from gross income. For 199@&t0rs (e.g., train, subway, and bus) in ar
cember 31, 1997, to permit qualified parkand 2000, the statutory monthly limit is3"®a as fare media (or in exchange for far
ing to be provided to employees in lieu of85 for transportation in a Commute,rnedla). The proposed regulations provids
salary. Section 9010 of the TransportatioRighway vehicle and mass transit passés safe harbor under which administrative
Equity Act for the 2% Century (TEA 21), and $175 for qualified parking. An em-COSts are treated as S|gn|f|cant if t.he aver
Pub. L. No. 105-178 (112 Stat. 507)P|0yee may receive benefits from eacR9e monthly administrative costs'lncurred
amended section 132(f) to increase theatedory provided the applicable statutorpy the employer for a voucher (disregard-
monthly dollar limits to $65 for transporta-monthly limit for that category is not ex-'"9 delivery charges imposed by the fare
tion in a commuter highway vehicle angeeded. The amount by which the valygedia provider to the extent not in excess
mass transit passeand $175 for qualified ©f qualified transportation fringes pro-Of $15 per order) are more than 1 percent c
parking and to provide that, effective afteVided by an employer to an employee exthe average monthly value of the voucher.
December 31, 1997, any qualified transceeds the applicable statutory monthlfpr a system. These standards are intende

portation fringe may be provided to emlimitis included in the employee’s waged0 provide clear guidance so that employer

The proposed regulations provide thation fringes include cash reimbursement for

1 The dollar limit for transportation in a commuter fOr purposes of valuing qualified parking."ans't passes.

highway vehicle and transit passes was furthethe valuation rules under section The proposed regulations provide that
increased to $100 effective January 1, 2002.

fective for tax years beginning after De‘




reimbursements may be made only puthat the compensation reduction electionouncement 85-113 also provides a spe
suant to a bona fide reimbursemenfor any month in a year may not exceed theial accounting rule for noncash fringes
arrangement. Thus, an employee musiggregate statutory monthly maximum foprovided during the last two months of a
provide substantiation that an expense hélsat year (e.g., $240 for 1999 and 2000alendar year.
been incurred for qualified transportatior($65 plus $175)). The election must be
fringes in order to receive a reimbursemade before the employee is able current@
ment. The regulations recognize that theo receive the taxable compensation. |1 has been determined that this notice
substantiation requirements vary dependJnder the proposed regulations, the detegs proposed rulemaking is not a signifi-
ing upon the payment method used to purnination of whether the employee is abl@ant regulatory action as defined in Exec-
chase transportation in a commuter higrsurrently to receive the taxable compensaytive Order 12866. Therefore, a regula-
way vehicle, mass transit passes, artibn does not depend on whether the conjory assessment is not required.
qualified parking. The regulations pro-pensation has been constructively received An |nitial Regulatory Flexibility
vide examples of what constitutes reasorfier purposes of section 451. Analysis has been prepared as requirec
able reimbursement procedures in certain The proposed regulations require that afyr the collection of information in this
circumstances. For example, if an emelection be irrevocable after the beginningotice of proposed rulemaking under 5
ployee uses metered parking, the substaof the period for which the qualified trans{J.S.C. § 603. The analysis follows:
tiation requirement may be satisfied if theportation fringes will be provided. How- - )
employee certifies that the expense waaver, unused amounts can be carried overlfgtial Regulatory Flexibility Analysis
incurred and the employer has no reasd@ny subsequent months, including months
to believe the employee did not actuallyn subsequent years, but cannot be used fg
incur the expense. _ _ any purpose other than qualified ransportgry 4 4o nsnortation fringes in the form of
The proposed regulations provide thalion fringes under section 132(f). cash reimbursement or that offer qualified
there are no substantiation requirements  The proposed regulations provide thaf, ¢4 tation fringes in lieu of salary.
with respect to mass transit passes préhe exclusion for qualified transportationg, .4ion 132(f)(3) provides that qualified
vided directly by an employer to its em-ringes applies only to employees. Parl;,nsooration fringes may be provided in
ployees. Of course, an employer may imRers, 2-percent S-corporation shareholqpg tom of cash reimbursement. The leg-
pose its own substantiation requirement's, and independent contractors are Ny, jye history indicates that cash reim-
in addition to those required under th@onSidered to be employees for purpos%rsements must be made pursuant to
regulations. of qualified transportation fringes. HOW-j),n4 fide reimbursement arrangement.
The proposed regulations follow theever, amounts may be excludable pufrp g this proposed rule provides that em-
approach taken in Notice 94-3 with resuant to the working condition fringep|oyers must receive substantiation from
spect to taxing the value of employer-prorules and the de minimis fringe rules that jynjoyees as a condition to providing
vided parking benefits provided to memapply to partners, 2-percent S- COrporgsash reimbursement for qualified trans-
bers of car and van pools. Thdion shareholders, and independent COMyortation fringes. Section 132(f)(4) pro-
regulations provide that the “prime memdractors under section 132(d) and (€).  yjdes that an employee may choose be-
ber” bears the tax consequences with re- The proposed regulations provide tha{yeen cash compensation and qualified
spect to the parking spaéeThe prime qualified transportation fringes not ex~ransportation fringes. This proposed rule
member is the employee to whom thé&eeding the applicable statutory mOﬂth'){)rovides that employers must keep
parking space is assigned. limit are not subject to employment taxesrecords with respect to employee com-
The proposed regulations reflect thalowever, qualified transportation fringespensation reduction elections. Thus, the
qualified transportation fringes may beexceeding the applicable statutoryequirements under this proposed rule
provided under a compensation reductiofonthly limit are includible in the em- create a collection of information require-
arrangement which permits an employee eloyee’s wages for income and employment for employers.
make a compensation reduction electiofent tax purposes. If the value of non- The objectives of this proposed rule
A compensation reduction election is afash qualified transportation fringeswith respect to employee substantiation of
election in which the employee chooseBrovided to an employee exceeds the agualified transportation fringes is to carry
between a fixed amount of compensatioRlicable statutory monthly limit, the em-out the legislative intent that cash reim-
to be received at a specified future date arioyer may follow the reporting and with-bursement be provided by an employer
a fixed amount of qualified transportatiomolding guidelines provided inonly under a bona fide reimbursement
fringes to be provided with respect to #\nnouncement 85-113, 1985-31 I.R.Barrangement. The objective of the record-
specified future period (such as a calend&!. Announcement 85-113 provides thateeping requirement with respect to em-
month). The proposed regulations proVidgmployers may elect, for purposes of thployee compensation reduction elections
FICA, the FUTA, and federal income taxis to ensure against recharacterization of
2 Other pool members may chose to reimburse thgjithholding, to treat noncash fringe benetaxable compensation after it has been
costs of the prime member, in which event, undefitg a5 paid on a pay period, quarterlypaid to an employee. The legal basis for

Rev. Rul. 55-555, 1955-2 C.B. 20, the reimburse-

ments will not be includible in the prime membersS€Mi-annual, annual, or other basis, prahis proposed rule is section 132(f)(3) and

gross income. See also Rev. Rul. 80-99, 1980¥ided that the benefits are treated as pa(d).
C.B. 10. no less frequently than annually. An- All classes of employers will likely

pecial Analyses

This proposed rule may have an impact
small organizations that provide quali-




offer qualified transportation fringes andcedures, visitors must enter at theh1oread as follows:

therefore will be affected by this proposedstreet entrance, located between Constitu- 81.132-9 Qualified Transportation

rule. Approximately 265,000 small enti-tion and Pennsylvania Avenues, NW. IfFringes.

ties may be affected by this proposed rulgddition, all visitors must present photo (a) Table of Contents This section

There are no professional skills necessafyentification to enter the building. Be-contains a list of the questions and an:

for the recordkeeping required under thigause of access restrictions, visitors wiwers in §1.132-9.

proposed rule. not be admitted beyond the immediate er®-1. What is a qualified transportation
The IRS is not aware of any other reletrance area more than 15 minutes befofeénge?

vant federal rules which may duplicatethe hearing starts. For information abou@-2. What is transportation in a com-

overlap, or conflict with this proposedhaving your name placed on the buildingnuter highway vehicle?

rule. access list to attend the hearing, see ti@3. What are transit passes?
A less burdensome alternative for smallFOR FURTHER INFORMATION CON- Q-4. What is qualified parking?
organizations would be to exempt thos@ACT” section of this preamble. Q-5. To which workers may qualified

entities from the recordkeeping require- The rules of 26 CFR 601.601 (a) (3}ransportation fringes be provided?
ments under this proposed rule. Howeveapply to the hearing. Persons who wish tQ-6. Must a qualified transportation
it would be inconsistent with the statutorypresent oral comments at the hearing mugiinge benefit plan be in writing?
provisions and the legislative history to exsubmit written comments and an outling)-7. |s there a limit on the value of quali-
empt those entities from the recordkeepingf the topics to be discussed and the tinfged transportation fringes that may be ex-
requirements imposed under this ruleto be devoted to each topic (signed origicluded from an employee’s gross income
This proposed rule provides several opaal and eight (8) copies) by May 10Q-8. What amount is includible in an em-
tions which avoid more burdensome2000. A period of 10 minutes will be a'-ployee’s wages for income and employ-
recordkeeping requirements for small entibotted to each person for making comment tax purposes if the value of the qual
ties. This proposed rule provides that (Ijnents. An agenda showing the scheduffied transportation fringe exceeds the
there are no substantiation requirementsiiig of the speakers will be prepared aftegppncame statutory monthly limit?
the employer distributes transit passes ithe deadline for receiving outlines ha@-g_ Are excludable qualified transporta-
kind; (2) a compensation reduction elecpassed. Copies of the agenda will bggn fringes calculated on a monthly
tion can be made electronically; (3) aravailable free of charge at the hearing. pasis?
election to reduce compensation can be aprafting Information Q-10. May an employee receive qualified
tomatically renewed; and (4) an employer The principal author of these proposegransportation fringes from more than one
can provide for deemed compensation rgegulations is John Richards, Office of themployer?
duction elections under its qualified transassociate Chief Counsel (Employee Beng-11. May qualified transportation
portation fringe benefit plan. efits and Exempt Organizations). Howfringes be provided to employees pur-
Pursuant to section 7805(f) of the Interever, other personnel from the IRS anduant to a compensation reduction agree
nal Revenue Code, this notice of proTreasury Department participated in theiment?

po;ed rulemaking will be submitted to thejevelopment. Q-12. What is a compensation reductior

Chief Counsel for Advocacy of the Small e election for purposes of section 132(f)?

Bu;mess Admmlstrano_n for comment on Q-13. Is there a limit to the amount of

its impact on small business. Propose_d Amendments to the the compensation reduction?
Regulations

Q-14. When must the employee have

Comments and Public Hearing . . .
Accordingly, 26 CFR part 1 is pro_made a compensation reduction electior

Before these proposed regulations afgosed to be amended as follows: and under what circumstances can the
adopted as final regulations, considera- amount be paid in cash to the employee?
tion will be given to any written com- PART 1—INCOME TAXES Q-15. May an employee whose qualified
ments (a signed original and eight (8) transportation fringe costs are less thar

copies) and electronic comments that are Paragraph 1. The authority C|t§1t|on fOle employee’s compensation reductior
submitted timely to the IRS. The IRS an@@t 1 continues to read to read in part §$ry over this excess amount to subse
Treasury Department specifically reque tOHOWS: ) guent periods?

comments on the clarity of the proposed Authority: 26_ U.S.C. 780 : Q-16. How does section 132(f) apply to
regulations and how they can be made Par 2. Section 1.132-0 is amended byxpense reimbursements?

easier to understand, and on the admini@dding entries for §1.132-9 to read as foly_.17. Mmay an employer provide nontax-

5***

trability of the rules in the proposed regu10W55 able cash reimbursement under sectiol

lations. All comments will be available 81.132-0 Outline of regulations under;32(f) for periods longer than one month?

for public inspection and copying. section 132. Q-18. What are the substantiation re-
A public hearing has been scheduled for* * * * quirements if an employer distributes

June 1, 2000, beginning at 10 a.m. in room 81.132-9(a) Table of Contents. transit passes?

2615 of the Internal Revenue Building, 81.132-9(b) Questions and Answers. Q-19. May an employer choose to im-

1111 Constitution Avenue, NW., Wash-***** pose substantiation requirements in addi

ington, DC. Due to building security pro- Par. 3 Section 1.132-9 is added ttion to those described in this regulation?



Q-20. How is the value of parking deterseating capacity of at least six adults (ex- (b) Parking Up to $175 is exclud-

mined? cluding the driver). able from the gross income of an em-
Q-21. How do the qualified transporta- Q-4. What is qualified parking? ployee for qualified parking in a month.
tion fringe rules apply to van pools? A-4. (a) “Qualified parking” is (c) Combination An employer may
Q-22. What are the reporting and emparking provided to an employee by amprovide qualified parking benefits in addi-
ployment tax requirements for qualifiedemployer— tion to transportation in a commuter high-
transportation fringes? (1) On or near the employer’s businesway vehicle and transit passes.

Q-23. How does section 132(f) interacpremises; or (d) Cost-of-living adjustments The
with other fringe benefit rules? (2) At a location from which the em-amounts in paragraphs (a) and (b) of this

Q-24. May qualified transportationployee commutes to work by carpoolQ/A-7 are adjusted annually, beginning
fringes be provided to individuals who areeommuter highway vehicle, mass transivith 2000, to reflect cost-of-living. The
partners, 2-percent shareholders of S-cofacilities, transportation provided by anyadjusted figures are announced by the
porations, or independent contractors? person in the business of transporting peGervice before the beginning of the year.

(b) Questions and Answers. sons for compensation or hire or by any  Q-8. What amount is includible in
Q-1. What is a qualified transporta-other means. an employee’s wages for income and em-
tion fringe? (b) However, parking on or near propployment tax purposes if the value of the
A-1. (a) The following benefits are erty used by the employee for residentiajualified transportation fringe exceeds the
“qualified transportation fringe” benefits: purposes is not qualified parking. applicable statutory monthly limit?
(1) Transportation in a commuter high- (c) Parking is provided by an employer  A-8. Generally, an employee must
way vehicle. if— include in gross income the amount by
(2) Transit passes. (1) The employer pays for the parking;which the fair market value of the benefit
(3) Qualified parking. (2) The employer reimburses the emexceeds the sum of the amount, if any,
(b) An employer may simultaneouslyployee for parking expenses; or paid by the employee and any amount ex-
provide an employee with any one or (3) The parking is on property that thecluded from gross income under section
more of these three benefits. employer owns or leases. See Q/A-16 df32(a)(5). Thus, assuming no other statu-
Q-2. What is transportation in athis section for rules relating to cash reimtory exclusion applies, if an employer
commuter highway vehicle? bursements. provides an employee with a qualified

A-2. Transportation in a commuter Q-5. To which workers may quali- transportation fringe that exceeds the ap-
highway vehicle is transportation pro-fied transportation fringes be provided? plicable statutory monthly limit and the
vided by an employer to an employee in ~ A-5. Qualified transportation employee does not make any payment,
connection with travel between the emfringes may be provided only by employthe value of the benefits provided in ex-
ployee’s residence and place of employers to employees. The term “employeetess of the applicable statutory monthly
ment. A “commuter highway vehicle” isfor purposes of qualified transportatiorlimit is included in the employee’s wages
a highway vehicle with a seating capacityringes is defined in §1.132-1(b)(2)(i).for income and employment tax purposes.
of at least 6 adults (excluding the driver)his term includes only common law em-See § 1.61-21(b)(1). The following ex-
and with respect to which at least 80 peployees and other statutory employeesmples illustrate the principles of this
cent of the vehicle’s mileage is reasonablguch as officers of corporations. Se&/A-8:
expected to be— Q/A-24 of this section for rules regarding Example 1 (i) For each month in 2000, Em-

(a) For transporting employees in conpartners, 2-percent shareholders, and iR°Ye’ M provides a transit pass valued at $75 to

g . . . Employee D, who does not pay any amount to Em-
nection with trayel between their resi-dependent contractors_._ _ ployer M for the transit pass.
dences and their place of employment;  Q-6. Must a qualified transportation’ iy In this example, because the value of the
and fringe benefit plan be in writing? monthly transit pass exceeds the statutory monthly

(b) On trips during which the number  A-6. No. Section 132(f) does not redimit by $10, $120 ($75 - $65, times 12 months)
of employees transported for commutingjuire that a qualified transportation fringe"ust be included in D's wages for income and em-
. . . . " ployment tax purposes for 2000 with respect to the
is at least one-half of the adult seating cdenefit plan be in writing. wransit passes,
pacity of the vehicle (excluding the dri- Q-7. Is there a limit on the value of Example 2 (i) For each month in 2000, Em-
ver). qualified transportation fringes that mayployer M provides qualified parking valued at $195

Q-3. What are transit passes? be excluded from an employee’s gross irfo Employee E, who does not pay any amount to M

A-3. A “transit pass” is any pass,come? for the parking. _
token, farecard, voucher, or similar item  A-7. (&) Transportation in a com- (i In this example, because the fair market value
; - e ! . > ; of the qualified parking exceeds the statutory
(including an item exchangeable for farenuter highway vehicle and transit passesaonthly limit by $20, $240 ($195 - $175, times 12
media) that entitles a person to transport®8efore January 1, 2002, up to $65 is exnonths) must be included in Employee E’s wages
tion— cludable from the gross income of an enfor income and employment tax purposes for 2000

(a) On mass transit facilities (whetheployee for transportation in a commutelVith respectto the qualified parking.

. . . . . Example 3 (i) For each month in 2000, Em-
or not publ_|cly owned); or _ _h_lghway vehicle and transit passes P'Qsioyer P provides qualified parking with a fair mar-

(b) Provided by any person in the busivided by an employer for a month. Orket value of $220 per month to its employees, but
ness of transporting persons for compeanuary 1, 2002, this amount is increasetlarges each employee $45 per month.

sation or hire in a highway vehicle with ao $100 per month. (ii) In this example, because the sum of the
amount paid by an employee ($45) plus the amount



excludable for qualified parking ($175) is not less ~ Q-10. May an employee receive (c) The arrangement satisfies the tim-
g‘gz::fi;""ii;g‘ufgi';i‘i’:'t‘:]‘z(;fr;hTomé’;;hxabZ’;effg; "yualified transportation fringes from moreing and reimbursement rules in Q/A-14
come and employment tax qu;pc))/ses withgrespect &P)]an one employer? and 16 of this SeCtIO_n; and .
the qualified parking. A-10. Yes. The statutory monthly (d) The related fringe benefit arrange-
Q-9. Are excludable qualified trans-limits described in Q/A-7 of this sectionment otherwise satisfies the requirement;
portation fringes calculated on a monthly@PPly to benefits provided by an employeset forth elsewhere in this section.
basis? to its employees. For this purpose, all Q-12. What is a compensation re-
A-9. Yes. The value of transporta-€mployees treated as employed by a siduction election for purposes of section
tion in a commuter highway vehicle, trangle employer under section 414(b), (c)132(f)?
sit passes, and qualified parking is calcum), or (o) are treated as employed by a A-12. (a)Election requirements
lated on a monthly basis to determinsingle employer. See § 1.132-1(c). Thugenerally. A compensation reduction
whether the value of the benefit has exdualified transportation fringes paid byarrangement is an arrangement unde
ceeded the applicable statutory monthigntities under common control under seawhich the employer provides the em-
limit on qualified transportation fringes_tion 414(b), (c), (m), or (0) are combinedployee with the right to elect whether the
Except in the case of a transit pass, the a@l purposes of applying the applicablemployee will receive either a fixed
plicable statutory monthly limit applies toStatutory limit. In addition, an individual amount of cash compensation at a spec
qualified transportation fringes used byvho is treated as an employee of the enfied future date or a fixed amount of qual-
the employee in a month. In the case of Rloyer under section 414(n) is treated afied transportation fringes to be provided
transit pass, the applicable statutorf\l employee of the employer for purposef®r a specified future period (such as qual
monthly limit applies to the transit passe@f section 132. See § 414(t). The followified parking to be used during a future
provided by the employer to the employeéd examples illustrate the principles otalendar month). The employee’s elec-
in a month for that month or for any pre.this Q/A-lO:_ _ tion must be in writing or another form,
vious month in the calendar year Example 1 (i) During 2000, Employee E works such as electronic, that includes, in a per

. for Employers M and N, who are unrelated and nof, ig ;
M m ms ’ anent and verifiable form, the informa-
Onthly exclusion amounts are not co treated as a single employer under section 414(

bined to provide a qualified transportationc), (m), or (o). Each month, M and N each providlﬁ’on required to be in the election. The
fringe in any month exceeding the statuqualified parking benefits to E with a value of $100 €lection must contain the date of the elec
tory limit. A“month” is a calendar month (i) In this example, because M and N are unretion, the amount of the compensation to
or a substantially equivalent period apl_ated employers, and the value of the monthly parkse reduced, and the period for which the

. . . ing benefit provided by each is not more than the allyenefit will be provided. The election
plled ConS|Stent|y' The fOllOWIﬂg eXam'plicable statutory monthly limit, the parking benefits P ’

ples illustrate the principles of this Q/A-9:provided by each employer are excludable as quaﬁpUSt relate to a fixed dollar a_mount or

Example 1.()) Employee E incurs $150 for qual- fied transportation fringes assuming that the othdiXed percentage of compensation reduc
ified parking used during the month of June, 2000equirements of this section are satisfied. tion. An election to reduce compensation
for which E is reimbursed $150 by Employer R. E  Example 2 (i) Same facts as in Example 1, exfor a period by a set amount for such pe
incurs $180 in expenses for qualified parking usegept that M and N are treated as a single employ?fod may be automatically renewed for
during the month of July, 2000, for which E is reim-under section 414(b). .
bursed $180 by R. (ii) In this example, because M and N are rreateguPSEQUENt pe”OdS' ) )

(ii) In this example, because monthly exclusioras a single employer, the value of the monthly park- (D) Negative election permittedAn
amounts may not be combined to provide a benefitg benefit provided by M and N must be combinecmployer may provide under its qualified
in any month greater than the applicable statutorior purposes of determining whether the applicableransportation fringe benefit plan that a
limit, the amount by which the amount reimbursedstatutory monthly limit has been exceeded. Thu%ompensation reduction election will be
for July exceeds the applicable statutory monthlyhe amount by which the value of the parking benefif .
limit ($180 minus $175 equals $5) is includible inexceeds the monthly limit ($200 minus $175 equalgeemed to have been ma‘?'e if the em
E’s wages for income and employment tax purposes2s,) for each month in 2000 is includible in E'sPloyee does not elect to receive cash cor

Example 2 (i). Employee F receives transitwages for income and employment tax purposes. pensation in lieu of the qualified trans-
passes from Employer G with a value of $195inthe 311 May qualified transportationportation fringe provided that the

month of March (when the applicable statutory;, oo he provided to employees puremployee receives adequate notice that
monthly limit is $65). F was hired during January . . . . .
and has not received any transit passes from G, Suant to a compensation reduction agreeempensation reduction will be made anc

(i)). In this example, the value of the transitment? is given adequate opportunity to choose t
passes (three months times $65 equals $195) is ex-  A-11. Yes. An employer may offerreceive the cash compensation instead c
C'Udftit:'e from F's WagHes for '”‘{?”;e and erI‘l‘r’l',"yemployees a choice between cash corthe qualified transportation fringe.
ment tax purposes. However, if F was not hireg, oo ion and any qualified transportation  Q—13. Is there a limit to the amount
until March, only $65 would be excludable from F's!" . . . P,
wages for income and employment tax purposes. 1iNge. An employee who is offered thisof the compensation reduction?

Example 3 (i). Each month during 2000, Em- choice and who elects qualified trans- ~ A-13. Yes. Each month, the amount
ployer R distributes transit passes with a facgortation fringes is not required to includeof the compensation reduction may not
amount °,fth$7(; to each Oft "? ;’gp'oyess- Trinsﬂzje cash compensation in income if—  exceed the combined applicable statuton
passes With @ face amount of 72 can be PUrehased 3y The election is pursuant to amonthly limits for transportation in a
from the transit system by any individual for $65. . ! . . . .

(i). In this example, because the value of th@frangement described in Q/A-12 of thicommuter highway vehicle, transit
transit passes distributed by R does not exceed th€ction; (b) The amount of the reductiopasses, and qualified parking. For exam
applicable statutory monthly limit ($65), no portionin cash compensation does not exceed tpée, for 2000, an employee could elect tc

of the transit passes is included as wages for inconfignjtation in Q/A-13 of this section; reduce compensation for any month by nc
and employment tax purposes.



more than $240 ($65 for transportation ithan by payment of a qualified transportacommuter highway vehicle and transit passes is $65

a commuter highway vehicle and transition fringe under the employer’s plan) by $195 in exchange for a mass transit voucher to b

e ; ) re provided in March. The election is made on the pre-
passes, plus $175 for qualified parkingThus, an employer’s qualified transportacedmg February 27. Employee Q was hired in Janu

with respect to qualified transportatiortion fringe benefit plan may not provideyy of the year. On March 10 of the year, the em-
fringes. If an employee were to elect tahat an employee who ceases to particpoyer of Employee Q delivers to Employee Q a
reduce compensation by $250 for gate in the employer’s qualified trans-mass transit voucher worth $195.

month, the excess $10 ($250 minus $24@prtation fringe benefit plan is entitled to (i) In this example, $130 is included in Em-
would be includible in the employee’sreceive a refund of the amounts by whicR®¥ee Qs wages for income and employment tax

. , ) . purposes because the compensation reduction ele
wages for income and employment tathe employee’s compensation reductiofo, fails to satisfy the requirement in this Q/A-14

purposes. exceeds the actual qualified transportatioghd Q/A-12 of this section that the election relate to
Q-14. When must the employedringes provided to the employee by theualified transportation fringes to be provided for a
have made a compensation reductioemployer. future period to the extent the election relates to $6-

election and under what circumstances (e) Examples.The following examples VOt Of transit passes for each of January and Fet
ruary of the year. No amount would be included in

can the amount be paid in cash to the erilustrate the principles of this Q/A-14:  gppioyee Q's wages as a result of the election i

ployee? Example 1 (i) Employer P maintains a qualified g195 worth of mass transit passes were instead d
A—14. The Compensation reductioﬁranSportat'on fringe benefit arrangement. EmploYyered to Employee Q in May of the year (because

. . . ees of P are paid twice per month, with the payro i i
election must satlsfy the foIIowmg re- p p payrofe compensation reduction would relate solely to

Lirements dates being the, first and the fifteenth day qf th?ringes to be provided for a future period and the
q : month. Under P’s arrangement, an employee is p&mount provided does not exceed the aggregat

(a) Timing of election The compen- mitted to elect at any time before the first day of §mit for the period, i.e., the sum of $65 for each of
sation reduction election must be mad@onth to reduce his or her compensation payablgarch, April, and May)

before the employee is able currently tguing that month in an amount up to the applicable 15 \ay an employee whose
. th h ther t bl sﬁtutory monthly limit (i.e., for 2000, $65 if the em- lified . fri
receive the cash or other taxable @mOURE oo elects coverage for transportation in a confiu@lified transportation fringe costs are

at the employee’s discretion. The deteinyter highway vehicle or a mass transit pass, d€SS than the employee’s compensation re
mination of whether the employee is abl&175 if the employee chooses qualified parking) iuction carry over this excess amount tc
currently to receive the cash does not deeturn for the right to receive qualified transportagypsequent periods?

pend on whether it has been construd®n ffinges up to the amount of the election. Ifsuch — z_15 vas An employee may carry

tivelv received for purboses of sectio an election is made, P will provide a mass transit d . d .
y purp I’bass for that month with a value not exceeding th@Ver unused compensation reductior

451. The election must Specify that th%ompensation reduction amount elected by the era.mounts to Subsequent periOdS under th
period (such as a calendar month) fogloyee or will reimburse the cost of other qualifiedplan of the employee’s employer. The
which the qualified transportation fringetransportation fringes used by the employee on gp|lowing example illustrates the princi-

will be provided must not begin beforea,‘fter the fir_st day of that month up to the compens jles of this Q/A-15:
tion reduction amount elected by the employee. An . )
Example (i) By an election made before No-

the election IS made. For th|§ purp_ose, t_l’l:%mpensation reduction amount elected by the e mber 1. 1999. Emplovee E elects to reduce com
date a qualified transportation fringe igoyee for the month that is not used for qualifiec}/ S » EMploy
pensation in the amount of $65 for the month of No-

provided is— transportation fringes is not refunded to the em" ) .

. t future dat vember, 1999. E incurs $50 in employee-operatec

(1) The df_':‘te_ th_e employee receives loyee alnat?( u urein ilie.th rrangement satisfieSOMMUter highway vehicle expenses during No-

voucher or similar item; or (i) N this example, the arrangement Salisles ., o o \which E is reimbursed $50 by Employer

2) In anv other case. the date the e tr]e requirements of this Q/A-14 because the eIectlo& By an election made before December 1, 1999,

( Y £ i nﬂs made before the employee is able currently to reé]écts to reduce compensation by $65 for tr;e mor;ti
ployee uses the qualified transportatioBejve the cash and the election specifies the futur omp h by

fri . . o . f of December. E incurs $65 in employee-operatec

ringe. period for which the qualified transportation fringes . ) ;

commuter highway vehicle expenses during Decem:

(b) Thus, a compensation reductiotvill be provided. The arrangement would also sa;ﬁer for which E is reimbursed $65 by R. Before Jan-

election must relate to qualified trans/SfY the requirements of this Q/A-14 and Q/A-13 %Wary 1, 2000, E elects to reduce compensation b

. . . this section if employees were allowed to elect to rex . )
) for th h of . E -
portation fringes to be provided after th%uce compensation up to $240 (for 2000) per montef?SO or the month of January incurs $65 in em

clecton, i) The arangemen o aio satly he e SRl commter nghuay venie o
(c) Revocability of elections The quirements of this Q/A-14 (and Q/A-13 of this sec? 9 y
N "~ $65 by R because R allows E to carry over to Janu
employee may not revoke a compensatldwn) i gmployees were allowed tq make an e|eCtI0%ry, 2000, the $15 amount by which the compensa
reduction election after the employee gt "y time before the first or the fifteenth day of the, 1 oy, ctions for November and December ex-
. month to reduce their compensation payable on that

able currently to receive the cash or oth

. %rayroll date by an amount not in excess of one-haﬁe??d the emplqyee-o%e(;atgd crc:mmuter k;]lghwa_
taxable amount at the employee’s disCres the applicable statutory monthly limit (depending .I.CT e?r?enses |nc|urr§ urngt ose _m%nt S'd .
tion. In addition, the election may not ben the type of qualified transportation fringe elected (gkguntlsnz;(aeerzseeédir?;a;lrjlseeapp;ﬁcfglg lsJ[ZteutoI?)
revoked after the beginning of the periO@y the employee) ar_1d P provides a mass transit par%%nthly limit, and the reimbursement does not ex-
for which the qualified transportation®" °" after the applicable payroll date for the comeoo ' he amount of employee-operated commute
fringe will be provided. pensation reduction amognt elected by the employ elghway vehicle expenses incurred during the
. . for the payroll date or reimburses the cost of Oth%onth of January, the amount reimbursed ($65) is
(d) Compensation reduction guaiified transportation fringes used by the em- ludable f é for i p v
amounts not refundahleUnless an elec- ployee on or after the payroll date up to the comper;{:‘ﬁxecnltJ t:x © rrocr)gess wages for income and empioy-
tion is revoked in a manner consistengation reduction amount elected by the employee for pf6p H- d ti 132(f
with paragraph (c) of this Q/A-14, an em/hat payroll date. Q-16. How does section ()
| b | T he EXample 2 () Employee Q elects to reduce hisapply to expense reimbursements?
ployee may not subsequently receive t (,eompensation payable on March 1 of a year (when ~ A-16. (@) In general The term

Compensat|0n (In cash or any form Oth%e statutory monthly limit for transportation in a“qua“fled transportat|0n f”nge" includes



cash reimbursement by an employer to avoyers can readily obtain vouchers for distributiordoubt the employee’s certification.
employee for expenses incurred or paig’ it:]eigsegs‘%‘;y::; \/T;uz‘;]‘g:'aitgoogsr:?sza:rxze”ﬁ;’a Q-17. May an employer provide
by an empl(_)yee for tra_nSportatlon_ I_n %15 lEéharge for delivery. Employer M dis%u’rseg]on?axable cash re_lmbursement unde
commuter highway vehicle or qualified,q,chers purchased from C to its employees whgection 132(f) for periods longer than one
parking. The reimbursement must b@se operators that accept the vouchers. month?

made under a bona fide reimbursement (ii) In this example, because the cost of avoucher ~ A-17. Yes. Qualified transportation
arrangement which meets the rules gfisbursed to M’s employees is not more than 1 Peftinges include reimbursement to employ-

; _ ent of the value of the voucher (50 cents divided b . Lo
paragraph (d) of this Q/A-16. The ter”§65 equals 0.7 percent) and the defivery Charge(X,Ses for costs incurred for transportation in

“cash reimbursement” does not includg,, disregarded because they are not more than $180re than one month, provided the reim-
cash advances. vouchers for X are readily available. Thus, thdoursement for each month is calculatec
(b) Special rule for transit passes vouchers disbursed to M's employees are qualifiedeparately and does not exceed the appli
The term “qualified transportation fringe”"E’;’;zpt?;"’;“%’:t;[i'gr?iz;‘;‘?ni”{vgs;?:gtri‘z”;enja%ble statutory monthly limit for any
includes cash reimbursement for transy dtransp(f’naﬁon fringe. q mont_h._ See Q/A-8 anq 9 of this section if
passes made under a bona_t fide reimburse- (d) Substantiation requirements the Ilr_mt for a mon_th is exceeded. _ Tr_1e
ment arrangement, but, in accordancgmployers that make cash reimbursefonowmg example illustrates the princi-

with section 132(f)(3), only if no voucher :Ies of this Q/A-17:

or similar item that may be exchange ments must establish a bona fide reirt Example (i) Employee R pays $100 per month
mi | X :
Y g ursement arrangement to establish thf*'a)tr qualified parking used during the period from

only .for a t.ran.SIt pass IS readily avallabl?h@ir employees have, in fact, incurred exapril 1, 2000 through June 30, 2000. After receiv-
for direct distribution by the employer to,0 55 for transportation in a commuteng adequate substantiation from R, R's employer
employees' For this purpose' a vouch |ghway Vehic|e, transit passes, or qua“‘r_eimburses R $300 in cash on June 30, 2000.

or similar item is “readily available” if an fied parking. For purposes of section (i) In this example, because the value of the re-
employer can obtain it— imbursed expenses for each month did not excee

132(f), what constitutes a bona fide réiMg,e applicable statutory monthly limit, the $300 re-

(1) On .terms no [ess )‘avorable thamursement arrangement may vary depenghpursement is excludable from R's wages for in-
those available to an individual employeejng on the facts and circumstances, income and employment tax purposes as a qualifie

and cluding the method or methods ofransportation fringe.
(2) Without incurring a significant ad- payment utilized within the mass transit ~ Q-18. What are the substantiation
ministrative cost. system. The employer must implementequirements if an employer distributes

(c) Significant administrative cost. reasonable procedures to ensure that ansit passes?
Administrative costs relate only to feegmount equal to the reimbursement was A-18. There are no substantiation
paid to fare media providers. The deteincurred for transportation in a commuterequirements if the employer distributes
mination of whether obtaining a vouchehighway vehicle, transit passes, or qualiransit passes. Thus, an employer ma
would result in a significant administra-fied parking. The following are exampledistribute a transit pass for each montk
tive cost is made with respect to eachf reasonable reimbursement procedurggith a value not more than the statutory
transit system voucher. A transit systerfor purposes of this Q/A-16: monthly limit without requiring any certi-
voucher is a voucher that is accepted by (1) An employee presents to the emfication from the employee regarding the
one or more mass transit operators (e.quloyer a parking expense receipt for parkise of the transit pass.
train, subway, and bus) in an area as fareg on or near the employer’s business Q-19. May an employer choose to
media (or in exchange for fare media)premises and certifies that the parkingmpose substantiation requirements in ad
Administrative costs are treated as signifiwas used by the employee and the englition to those described in this regula-
cant if the average monthly administrativgloyer has no reason to doubt the ention?
costs incurred by the employer for gloyee’s certification. A-19. Yes.
voucher (disregarding delivery charges  (2) An employee submits a used  Q-20. How is the value of parking
imposed by the fare media provider to theransit pass to the employer at the end ofetermined?
extent not in excess of $15 per order) atte month and certifies both that he or she  A-20. Section 1.61-21(b)(2) applies
more than 1 percent of the averagpurchased it, and that he or she usedfiar purposes of determining the value of
monthly value of the vouchers for a syseluring the month, or presents a transparking.
tem. Thus, whether a voucher is readilpass to the employer at the beginning of Q-21. How do the qualified trans-
available without incurring a significantthe month and certifies that it will be usedportation fringe rules apply to van pools?
administrative cost is determined with reit during the month. In both cases, the  A-21. (a)Van pools generally Em-
spect to the transit system in each area femployer has no reason to doubt the employer- and employee-operated van pools

which the voucher may be used. The folployee’s certification. as well as private or public transit-oper-
lowing example illustrates the principles  (3) If a receipt is not provided in theated van pools, may qualify as qualified
of this Q/A-16: ordinary course of business (e.g., if the entransportation fringes. The value of van

Example (i) Company C in City X sells mass ployee uses metered parking or if usegool benefits which are qualified trans-
”""”S'tf"g’(mhe{s ;%:mp";]yerss in th‘led’T‘ﬁet“’|°t°'l')t""rfransit passes cannot be returned to thpertation fringes may be excluded up to
area o wor eacn. everal difrerent bus, I . P
rail, van pool, and ferry operators service X, and gser), the employee certifies to the enthe apphcaple _statutory month!y limit for
number of the operators accept the vouchers cithBloyer the type and the amount of expensésnsportation in a commuter highway ve-

as fare media or in exchange for fare media. Enincurred and the employer has no reason kicle and transit passes, less the value ¢



any transit passes provided by the enif an employee obtains a qualified parkingporting and depositing other employment
ployer for the month. space as a result of membership in a car taxes. See Q/A-16 of this section for

(b) Employer-operated van pools.van pool, the applicable statutory monthlyules governing cash reimbursements.
The value of van pool transportation protimit for qualified parking applies to the (c) Noncash fringe benefits exceed-
vided by or for an employer to its employ4ndividual to whom the parking space igng monthly limits If the value of non-
ees is excludable as a qualified transportassigned. This individual is the “primecash qualified transportation fringes ex-
tion fringe, provided the van qualifies as anember.” In determining the tax conseeeeds the applicable statutory monthly
“commuter highway vehicle” as defined inquences to the prime member, the statlimit, the employer may elect, for pur-
section 132(f)(5)(B) and Q/A-2 of thistory monthly limit amounts of each carposes of the FICA, the FUTA, and federal
section. A van pool is operated by or fopool member may not be combined. Ifncome tax withholding, to treat the non-
the employer if the employer purchases ahe employer provides access to the spacash taxable fringe benefits as paid on &
leases vans to enable employees to comnd the space is not assigned to a particopay period, quarterly, semi-annual, an-
mute together or the employer contract&r individual, then the employer musthual, or other basis, provided that the
with and pays a third party to provide thalesignate one of its employees as theenefits are treated as paid no less fre:
vans and some or all of the costs of opergtrime member who will bear the tax conquently than annually.
ing the vans, including maintenance, liabilsequences. The employer may not desig- Q-23. How does section 132(f) in-
ity insurance and other operating expensasate more than one prime member for geract with other fringe benefit rules?

(c) Employee-operated van poolscar or van pool during a month. The em-  A-23. For purposes of section 132,
Cash reimbursement by an employer tployer of the prime member is responsibléhe terms “working condition fringe” and
employees for expenses incurred fofor including the value of the qualified“de minimis fringe” do not include any
transportation in a van pool operated bparking in excess of the statutory monthlyualified transportation fringe under sec-
employees independent of their employdimit in the prime member’s wages for in-tion 132(f). If, however, an employer pro-
are excludable as qualified transportationome and employment tax purposes.  vides local transportation other than transit
fringes provided that the van qualifiesasa Q-22. What are the reporting andhasses, the value of the benefit may be ex
“commuter highway vehicle” as definedemployment tax requirements for qualicludable, either totally or partially, under
in section 132(f)(5)(B) and Q/A-2 of thisfied transportation fringes? fringe benefit rules other than the qualified
section. See Q/A-16 of this section for ~ A-22. (a)Employment tax treatmenttransportation fringe rules under section
the rules governing cash reimbursementgenerally. Qualified transportation 132(f). See 88 1.132-6(d)(2)(i) (occa-

(d) Private or public transit-oper- fringes not exceeding the applicable statitsional local transportation fare),
ated van pool transit passesThe quali- tory monthly limit described in Q/A-7 of 1.132—6(d)(2)(iii) (transportation provided
fied transportation fringe exclusion forthis section are not wages for purposes oinder unusual circumstances), and
transit passes is available for travel in vathe Federal Insurance Contributions Acl.61-21(k) (valuation of local transporta-
pools owned and operated either by pulfFICA), the Federal Unemployment Taxtion provided to qualified employees).
lic transit authorities or by any person imAct (FUTA), and federal income tax with- Q-24. May qualified transportation
the business of transporting persons fdrolding. Any amount by which an em-fringes be provided to individuals who
compensation or hire. In accordance witployee elects to reduce compensation ase partners, 2-percent shareholders of S
paragraph (b) of Q/A-3 of this section, theprovided in Q/A-11 of this section is notcorporations, or independent contractors?
van must seat at least six adults (exclugubject to the FICA, the FUTA, and fed- A-24. (a) General rule Section
ing the driver). See Q/A-16(b) and (c) okral income tax withholding. Qualified 132(f)(5)(E) states that self-employed in-
this section for a special rule for cash retransportation fringes exceeding the apdividuals who are employees within the
imbursement for transit passes. plicable statutory monthly limit describedmeaning of section 401(c)(1) are not em-

(e) Value of van pool transportation in Q/A-7 of this section are wages for purployees for purposes of section 132(f).
benefits. Sectioh.61-21(b)(2) provides poses of the FICA, the FUTA, and federal herefore, individuals who are partners,
that the fair market value of a fringe benefincome tax withholding and are reportecole proprietors, or other independent
is based on all the facts and circumstancesn the employee’s Form W-2, Wage andontractors are not employees for pur-
Alternatively, transportation in an em-Tax Statement. poses of section 132(f). In addition,
ployer-provided commuter highway vehi- (b) Employment tax treatment ofunder section 1372(a), 2-percent share-
cle may be valued under the automobileash reimbursement exceeding monthlyolders of S corporations are treated as
lease valuation rule in § 1.61-21(d), the vdimits. Cash reimbursement to employeepartners for fringe benefit purposes.
hicle cents-per-mile rule in § 1.61-21(e), offor example, cash reimbursement fofhus, an individual who is both a 2-per-
the commuting valuation rule in §qualified parking) in excess of the appliccent shareholder of an S corporation anc
1.61-21(f). If one of these special valuaable statutory monthly limit under sectiora common law employee of that S corpo-
tion rules is used, the employer must usi32(f) are treated as paid for employmeration is not considered an employee for
the same valuation rule to value the use ¢éx purposes when actually or construgaurposes of section 132(f). However,
the commuter highway vehicle by each entively paid. See 8§ 31.3121(a)-2(a)while section 132(f) does not apply to in-
ployee who share the use. See §1.3301-4, 31.3402(a)-1(b) of this chapdividuals who are partners, 2-percent
1.61-21(c). ter. Employers must report and deposghareholders of S corporations, or inde-

(f) Qualified parking prime member the amounts withheld in addition to rependent contractors, other exclusions for



working condition and de minimis

fringes may be available as described in
paragraphs (b) and (c) of this Q/A-24.
See 8§88 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.

(i) 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.



