
Navigating the Parking Tax for Tax-Exempt Organizations

In a surprise effort to raise revenue for tax reform, Congress imposed a new tax on tax-exempt
organizations, including churches, that provide parking and other transportation benefits to their
employees.

The new tax raises special issues for churches and other organizations that are exempt from the
requirement to file annual information returns (IRS Form 990) because the tax increases an
organization’s unrelated trade or business taxable income (“UBTI”) which is reported and paid
on Form 990-T. For many organizations, this may be the first time they are filing form 990-T,
and they may find the learning curve to be steep.

Let’s dive in to some of the new terminology. The technical term for parking benefits is qualified
transportation fringe benefits (“QTFs”), and it encompasses qualified parking, transit passes,
transportation in a commuter highway vehicle, and bicycle commuting reimbursements.
Qualified parking means parking provided to an employee on or near the business premises of
the employer or on or near a location from which the employee commutes to work. It does not
include any parking on or near property used by the employee for residential purposes.

The new tax requires tax-exempt organizations to increase the amount of their UBTI on a dollar-
for-dollar basis equal to the “amount” of QTFs provided to employees, generally to be
determined by the employer’s cost of providing the benefit. The form in which tax-exempts
provide QTFs to their employees may vary. For example, a tax-exempt organization may provide
QTF benefits in kind, through a cash reimbursement arrangement, or through a pre-tax payroll
reduction agreement. All are taxable to the tax-exempt organization. The tax-exempt
organization is subject to the tax even if the employee pays for the QTF through a salary
reduction agreement such as pre-tax payroll deductions.

The measurement of the amount of the QTF can be complex as it includes the cost of providing
the benefit, even if the value of the benefit the employee receives is negligible. For example, the
value of parking in a rural parking lot where parking is plentiful may be zero, but the cost to the
tax-exempt organization of providing that parking may well be significant. The parking expenses
include costs such as wages of a parking lot attendant and the maintenance and repair of the
parking facility.

Tax-exempt organizations are generally required to report UBTI in excess of $1,000 annually on
Form 990-T. In addition, they must make installment payments of estimated taxes on Form 990-
W if the UBTI taxes are expected to be $500 or more. Organizations for which the sum of gross
income from unrelated trades or business and the increase of UBTI from QTF expenses is $1,000
or more must file a Form 990-T.

Form 990-T requires organizations to calculate UBTI from QTFs in new Part III, line 34, for any
“amounts paid for disallowed fringes.” This includes the amounts paid for owning, leasing, and
maintaining parking facilities used by employees and any amounts paid for parking provided to
employees. This amount is added to the total taxable income from all unrelated trades or
businesses. An organization may use any net operating losses it may have accrued prior to 2017
to offset its UBTI from QTFs. Net operating losses accruing in 2018 and beyond may be limited
to the trade or business from which they arose for organizations with two or more unrelated
trades or businesses.

https://www.irs.gov/pub/irs-pdf/f990t.pdf
https://www.irs.gov/pub/irs-pdf/f990w.pdf
https://www.irs.gov/pub/irs-pdf/f990w.pdf


If this seems complicated, you are in good company. Fortunately, the IRS has recently issued
interim guidance to assist first-time filers of Form 990-T with transition relief for estimated
taxes, and another notice to assist tax-exempt organizations in determining the amount of UBTI
that results from providing QTFs to their employees.

Notice 2018-100 provides transition relief to any organization filing a Form 990-T for the first
time. It provides that tax-exempt organizations will be relieved from any taxes relating to the
failure to make estimated income tax payments during that year if the organization (1) was not
required to file a Form 990-T prior to the organization’s first taxable year after December 31,
2017, (2) owes UBTI due to QTF-related changes in the recent legislation, and (3) timely files
Form 990-T and timely pays the amount reported for that year. Organizations must write “Notice
2018-100” across the top of their Form 990-T to get the benefit of the transition relief. Notice
2018-100 is available at https://www.irs.gov/pub/irs-drop/n-18-100.pdf.

Notice 2018-99 outlines two primary methods of determining the value of parking QTFs: one for
employers that pay a third party for employee parking spots and one for those that own or lease
all or a part of the parking facility. Notice 2018-99 is available at https://www.irs.gov/pub/irs-
drop/n-18-99.pdf.

Method 1: Employer Pays a Third Party for Employee Parking Spots.

If a tax-exempt organization pays a third party an amount so that its employees may park at the
third party’s parking facility, the amount to be included in UBTI is the total cost of parking paid
to the third party, up to the annual limit (which for 2018 is $260 per employee per month, and
$265 for 2019). Any amount paid in excess of the annual limit is treated as compensation and
wages to the employee.

Method 2: Employer Owns or Leases All or a Portion of a Parking Facility.

A tax-exempt organization that owns or leases all or a portion of a parking facility may calculate
its parking expenses using “any reasonable method.” The IRS has helpfully provided a four-step
safe harbor method that is deemed “reasonable” for this purpose.

Four-Step Safe Harbor

Step 1. Calculate the amount attributed to reserved employee parking.

Tax-exempt organizations must determine the percentage of reserved employee
spots in relation to all parking spots, and multiply the resulting percentage by the
total parking expenses for the facility. This amount is the disallowed deduction
for reserved employee spots.

Reducing the number of reserved spots is a principal means by which a tax-
exempt organization may reduce its tax. A tax-exempt employer must include
the expense for parking spots that are reserved exclusively for employees;
however, employers have until March 31, 2019, to change parking arrangements
to decrease or eliminate reserved employee spots, and they may treat those spots
as unreserved retroactively to January 1, 2018. Any method that fails to allocate
expenses for reserved employee spots will not be considered reasonable.

https://www.irs.gov/pub/irs-drop/n-18-99.pdf
https://www.irs.gov/pub/irs-drop/n-18-99.pdf
https://www.irs.gov/pub/irs-drop/n-18-100.pdf


Step 2. Determine the primary use of the remaining parking spots.

Next the tax-exempt employer must determine whether the remaining,
unreserved parking spots are primarily used by employees or primarily used by
the general public.

The general public does not include employees, partners, or independent
contractors of the tax-exempt organization. “Primary use” is measured during
the normal business hours of the organization’s activities on a typical day.
Unreserved spots available to the general public that go unused during a typical
day are considered available to the general public. If the primary use of more
than 50% of the unreserved spots is for the general public, then no parking
expense is included in UBTI for the unreserved spots.

Step 3. Calculate the allowance for reserved nonemployee spots.

The parking expense attributed to spots that are reserved for nonemployees is
included in UBTI. To determine the amount of expense for reserved
nonemployee spots, the organization must determine the percentage of reserved
nonemployee spots in relation to all parking spots except those reserved for
employees (from Step 1) and multiply that percentage by the total parking
expenses for the facility.

Step 4. Determine remaining use and allocable expenses.

The tax-exempt employer must reasonably determine the amount of employee
use of the remaining parking spots not specifically reserved for either employees
or nonemployees on a typical day during normal hours. Actual or estimated
usage may be based on the number of spots, the number of employees, and hours
of use or other measures.

If tax-exempt organization owns or leases more than one parking facility in a single geographic
location, it may aggregate the number of spots in those parking facilities when using the four-
step methodology. Parking facilities in multiple geographic locations (e.g. parking lots in
different cities) cannot be aggregated, however.

Will Congress Eliminate the Tax?

There are numerous efforts to repeal the tax-exempt parking tax, but the cost of repeal must be
offset by other revenue. According to the Joint Committee on Taxation, Congress would need to
find approximately $1.776 billion over 10 years to offset the cost of repealing the parking tax.
Until then, the tax is here to stay.




