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Parking expenses not deductible when paid with after-tax dollars   
If employees pay their at-work parking expenses with after-tax contributions, can the cost be claimed as a 
deduction on their federal income tax returns?  The IRS confirmed that the deduction is not allowed in a 
recent Information Letter.  (IRS Information Letter 2017-0007.)   
  
How parking benefits work  
 
The value of qualified employer-provided parking at or near the workplace is not included in wages subject 
to federal income tax, federal income tax withholding, Social Security, Medicare or federal unemployment 
insurance provided that the benefit does not exceed $255 per month in 2017.    
 
IRS regulations specify three ways that qualified tax-free parking benefits can be provided to employees:    
 

(1) Parking costs are incurred directly by the employer.    
(2) Employees are reimbursed for their qualified parking costs in addition to regular wages.  
(3) Employees are reimbursed for their qualified parking through an account funded with the employee’s 

own pretax parking contributions (also known as a salary reduction agreement).   (IRC §132(a)(5); 
IRC §132(f)(1)(C); IRS Reg. §1.132-9(b) Q/A 4.)  

 
As intended under the Internal Revenue Code, in order to be excluded from taxable income, the parking 
benefits must be employer provided.  Parking that is paid by employees with after-tax dollars fails to meet 
this essential requirement.   
 

Example 1:  Employer A leases parking spaces for its employees near the work place with a value not 
exceeding $255 per space, per month. The value need not be included in employees’ taxable wages.  
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Example 2:  Upon submission of a receipt, Employer B reimburses employees up to $255 per month for 
expenses they incur for parking near the workplace.  This reimbursement is excluded from employees’ 
taxable wages.  

Example 3:  Employer C has established a parking benefit plan whereby employees can contribute, on a 
pretax basis, up to $255 per month into a reimbursement fund.  Employee Z is paid monthly wages of 
$1,000 and contributes $200 on a pretax basis into his reimbursement account for parking.  His net taxable 
wages for the month are $800 ($1,000 monthly wages less pretax parking contribution of $200).  For that 
same month, Employee C is reimbursed $200 from this reimbursement account for his substantiated 
parking expenses.  The $200 is excluded from taxable wages.  

Example 4:  Employer D leases parking spaces on the work premises for its employees.  Employees are 
required to pay Employer C $175 per month for their parking spaces, the cost of which is deducted from 
their pay.  Employer D does not offer a reimbursement account for employees, therefore, parking is 
deducted on an after-tax basis. Employee Y is paid $1,000 per month and his monthly parking fee of $175 
does not lower the taxable amount because it is deducted on an after-tax basis from wages.  In accordance 
with §132(f)(1)(C), employee Y cannot claim a deduction from gross income on his federal income tax 
return because his parking was not employer provided.  

Ernst & Young LLP observations  

Employers that do not offer a salary reduction agreement for employee parking expenses should consider 
the tax benefits this arrangement can offer.   Pretax contributions for parking expenses can provide tax 
benefits to employees and lower the employer’s employment tax costs (e.g., Social Security, Medicare and 
unemployment insurance) at the same time.   

In addition, offering employees parking benefits, such as a salary reduction arrangement, may be required 
under local law (e.g., District Columbia, New York City and San Francisco).  

 

http://godcgo.com/home/commuter-benefits/employers/dc-commuter-benefits-law.aspx
http://www1.nyc.gov/site/dca/about/commuter-benefits-FAQs.page
https://sfenvironment.org/transportation/sustainable-commuting/commuter-benefits/businesses/employees
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For more information contact debera.salam@ey.com or kenneth.hausser@ey.com.  

 

_____________________________________________________________________________________ 

The information contained herein is general in nature and is not intended, and should not be construed, as legal, 
accounting or tax advice or opinion provided by Ernst & Young LLP to the reader. The reader is also cautioned that 
this material may not be applicable to, or suitable for, the reader's specific circumstances or needs, and may 
require consideration of non-tax and other tax factors if any action is to be contemplated. The reader should 
contact his or her Ernst and Young LLP or other tax professional prior to taking any action based upon this 
information. Ernst & Young LLP assumes no obligation to inform the reader of any changes in tax laws or other 
factors that could affect the information contained herein. Copyright 2017. Ernst & Young LLP. All rights 
reserved. No part of this document may be reproduced, retransmitted or otherwise redistributed in any form or by 
any means, electronic or mechanical, including by photocopying, facsimile transmission, recording, rekeying, or 
using any information storage and retrieval system, without written permission from Ernst & Young LLP.   
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