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» Employers offering free or subsidized parking to employees can implement parking cash out. Under a park-
ing cash out program, an employer gives employees a choice to keep a parking space at work, or to accept a
cash payment and give up the parking space.

» Parking cash out programs are one of the most effective means to encourage employees not to drive alone
to work. Cash out programs are an effective means of allocating scarce parking or managing a growing
demand for more parking.

» Parking cash out programs benefit employees because they allow employees choose whether or not to con-
tinue driving alone. Employees perceive these programs as fair since nobody is forced to stop driving or
give up free parking, but those who do are rewarded financially.

» Although any employer who pays for parking can implement parking cash out, it works best for employ-
ers who lease, rather than own, parking.

» Parking cash out is one of the primary benefits under the Best Workplaces for Commuters™™ program.
Employers must offer at least one of three primary benefits to their employees in order to receive the Best
Workplaces for Commuters™ designation (the other two are transit or vanpool benefits and telework).
Under the option outlined in this publication, the employer agrees to provide at least $30 per month for
parking cash out.
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This document is one in a series of briefing papers designed to
help employers implement commuter benefits to achieve the
Best Workplaces for Commuters™ designation.

The U.S. Environmental Protection Agency (EPA) and the
U.S. Department of Transportation (DOT) have established a
voluntary National Standard of Excellence for employer-pro-
vided commuter benefits. Commuter benefits help American
workers get to and from work in ways that cut air pollution
and global warming pollution, improve public health,
improve employee recruiting and retention, improve employee
job satisfaction, and reduce expenses and taxes for employers
and employees. Employers that meet the program’s National
Standard of Excellence are recognized as Best Workplaces for
Commuters™ and agree to:

» Centralize commute options information so that it is easy
for employees to access and use.

» Promote the availability of commuter benefits to employees.
» Provide access to an emergency ride home (ERH) program.

» Provide one or more of the following primary commuter
benefits:

[Transit subsidy of at least $30 per month
[—Vanpool subsidy of at least $30 per month

[Cash in lieu of free parking worth at least $30 per
month

[Telework program that reduces commute trips by at
least 6 percent

[ Other option proposed by employer and agreed to by
EPA. These services must reduce the rate at which
employees drive to work alone and be perceived by
employees as a significant workplace benefit

» Provide three or more of the following additional commuter
benefits:

[—Active membership in a Transportation Management
Association (TMA) or participation in a voluntary
regional air quality management program (e.g., Spare
the Air, Air Awareness, SEQL, Clean Air Coalition) or
another employer-based commuter program

[—Active membership in a local ozone awareness pro-
gram, in which you agree to notify employees of
expected poor air quality and suggest ways that they
might minimize polluting behaviors

[Ridesharing or carpool matching, either in-house or

through a local or regional agency
[ TPre-tax transit benefits
[—Pre-tax vanpool benefits

[—Parking cash out less than $30 per month or less than
75 percent of the actual parking benefit

[—Shuttles from transit stations, either employer-provided
or through a local TMA or similar service provider

[—Provision of intelligent (i.e., real-time) commuting
information

[—Preferred parking for carpools and vanpools
[—Reduced parking costs for carpools and vanpools
[—Employer-run vanpools or subscription bus programs
[—_Employer-assisted vanpools

[—_Employer-provided membership in a carsharing pro-
gram (visit <www.carsharing.net> to learn more)

[——Secure bicycle parking, showers, and lockers
[Electric bicycle recharging stations
[—Employee commuting awards programs

[ Compressed work schedules

[Telework (less than 6 percent of commute trips on a
monthly basis)

[—TLunchtime shuttle

[—Proximate commute (where employees work at loca-
tions closer to their homes)

[dncentives to encourage employees to live closer to
work

[Incentives to encourage employees to use alternative
transportation (e.g., additional vacation time)

[_Dn-site amenities (e.g., convenience mart, dry clean-
ing, etc.)

[_Concierge services
[ Other options proposed by employers

» In addition, employers commit to ensuring that within 18
months of applying, at least 14 percent of commute trips
are taken using a mode other than driving alone.

Disclaimer

EPA provides this briefing as a service to employers participating
in the Best Workplaces for Commuters®™. Information about pri-
vate service providers is intended for informational purposes and
does not imply endorsement by EPA or the federal government.

The information presented here does not constitute official tax
guidance or a ruling by the U.S. government. Taxpayers are urged
to consult with the Internal Revenue Service of the U.S.
Department of Treasury or a tax professional for specific guidance
related to the federal tax law.
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Parking Cash Out: A
Summary

Parking cash out is a commuter benefit in which an employ-
er offers employees the option to accept taxable cash income
instead of a free or subsidized parking space at work.

The idea behind parking cash out is simple: given a choice of
cash or a parking space, many people would prefer to receive
cash. Most employers in the U.S. provide free or subsidized
parking to their employees.! This practice encourages employ-
ees to drive to work alone, thereby increasing traffic conges-
tion and air pollution. Given the option to take cash instead
of the parking space, many employees will take the cash and
choose to carpool, take transit, or walk or bike to work. The
benefits are substantial: employees receive broader and more
equitable commuter benefits, traffic and emissions decrease,
and the employer may be able to reduce parking costs.

Also sometimes called a “pay me not to drive” program or a
“cash instead of parking” program, parking cash out encour-
ages alternatives to driving alone to work without taking
away the existing parking benefit. It has long been recognized
that free or subsidized employer-provided parking is a major
incentive to drive to work alone, yet many companies are
reluctant to eliminate the benefit. Under a parking cash out
program, employees may keep their tax-free parking subsidy
or accept additional income. Employees who elect to accept
the cash income pay taxes on it, but can use the money as
they choose. Some people use the cash for transit fares or
vanpooling, while others save the money by carpooling or
bicycling or walking to work. Employees who wish to con-
tinue driving to work still receive the original free or subsi-
dized parking and do not pay any taxes on it.

Brief History

The idea of parking cash out originated with Professor
Donald Shoup at the University of California, Los Angeles.
In 1992, the state of California enacted legislation requiring
many employers who subsidize their employee parking to
offer a parking cash out option.? The law was not enforced,
however, because of conflicts with federal tax law.

Until 1998, federal tax law prohibited an employer from pro-

viding an option of cash income or a tax-exempt parking
benefit. If an employer chose to give an employee the option
of cash in lieu of a parking space, then all parking provided
by the employer lost its tax exempt status—both the employ-
er and employee would be required to pay taxes on the value
of the parking subsidy.

The Taxpayer Relief Act of 1997 amended the federal tax
code to allow employers the option to offer taxable cash
instead of a tax-exempt parking space. Since the act went
into effect in 1998, the option of parking cash out has been
available to employers nationwide.

Employer Benefits

Offering parking cash out can benefit an employer in many ways.

Reduced Parking Costs and Better
Parking Management

Parking spaces, particularly in urban areas, are costly.
Employers provide an estimated 85 million free parking
spaces for commuters—spaces with a net worth of nearly
$31.5 billion. Employers can save a substantial amount of
money by reducing the number of parking spaces required,;
one study estimates that annual per space costs vary between
$360 and $2,000.2

Parking cash out can:

P Reduce the need for employee parking and costs associat-
ed with leasing parking space.

P Reduce the maintenance costs of parking areas.

P Allow businesses to convert employee parking spaces to
customer parking spots.

P Allow businesses to convert parking spaces into revenue-
producing activities.

P Eliminate the need for new parking construction.

Parking cash out allows employers to save on the extensive
cost of supplying parking to employees. For certain types of
businesses, converting employee parking to customer parking
can make businesses more accessible to paying customers.

L1t is estimated that nearly three-fourth of all firms in the U.S. provide free parking for their employees, with employers providing 85 million free parking spaces
for commuters nationwide. Free parking creates a major incentive to drive to work. About 95 percent of all commuters who drive to work receive free parking,
and most auto commuters park free even in the central business districts of large cities. (Shoup and Breinholt, 1997).

2 California Health & Safety Code Section 4385

* Victoria Transport Policy Institute, Online TDM Encyclopedia, available at www.vtpi.org/tdm. Costs are based on land, construction, and operations costs for
suburban and urban locations, and for surface, structured, and underground parking
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Fairness and Employee Satisfaction
Parking cash out benefits go beyond just monetary benefits.
Expanding employee options not only increases potential
income but also promotes employee choice and equity
throughout the workplace. Employees praise parking cash
out for its fairness and claim that it better serves everyone’s
needs. Employers that have implemented cash out programs
also have overwhelmingly positive experiences (Shoup,
1997a), as shown by the comments below:

P The employees think it’s fair.
P [Cashing out] has been really positive.

P Since we moved to cash out, we've always received a good
response.

P | would definitely recommend [cashing out]. We've always
found that cash works. Cash is always a good incentive.

P [Cashing out] has been a really good experience. People
really like it.

P People like the idea, they like the cash in hand, and it
does add to their paycheck.

P [Employees] love it. The ones that qualify love it. And the
ones who drive alone don't care because they get free
parking.

P Compared to the previous policy, | think [cashing out] is
fairer.

P If we decided to scratch the program, we would probably
end up with at least fifty or sixty more employee cars,
with no place to park.

P Cash works very well for us.

The positive response to cash out may be ascribed to the fact
that it is a simple variation on a traditional benefit.
According to Shoup (1997a):

Parking is a traditional part of most employers benefit pack-
age, and cashing out can logically relate to the parking ben-
efit. .... Cashing out can be a normal operating procedure
for any business because it treats all employees equally in
terms of an important fringe benefit. Therefore, once estab-
lished, cashing out is likely to become a permanent feature
of the employers benefit package.

Parking cash out offers businesses an attractive way to
increase employee choice and satisfaction through a simple

“ Pub. L. No. 105-34 (111 Stat. 948)

variation on a benefit the business already offers. As
described above, employers consistently remark that the cash
out option helps to recruit and retain employees. Further, by
equalizing benefits, companies provide a more equitable
compensation package for all employees. Together, these fea-
tures may help to reduce recruitment and retention costs for
the company.

Tax Considerations

Although the idea of parking cash out is very simple, and in
most cases implementation is straightforward, employers
should review with their tax advisor possible tax implications
for all parties.

This section reviews some tax considerations associated with
employer-paid parking and parking cash out, and highlights
changes in tax law with respect to parking cash out.

Cash is Taxable, Parking Remains Tax-
Free

Under a parking cash out program, cash offered instead of
parking is taxable as regular compensation. It is treated the
same way as the rest of an employee’s pay: the employer
incurs payroll taxes on it, and the employee incurs all regular
income taxes on it. For employees who choose to keep the
free parking (those who do not take the cash), there is no tax
impact. Qualified parking remains a tax-free transportation
fringe benefit.

Until recently, this was not the case. Prior to 1998, the
Internal Revenue Code (IRC) prohibited tax-free parking
from being offered in lieu of taxable cash. The IRC stated
that employer-paid parking would be tax-free only if “provid-
ed in addition to (and not in lieu of) any compensation oth-
erwise payable to the employee.” If an employer offered cash
instead of parking to their employees, then parking would
lose its tax-free status for all employees. Employees who saw
no change in their benefits (i.e., they continued to park for
free) would see an increase in taxes. The tax code thus creat-
ed a major barrier to offering employees a choice of parking
or cash.

Changes in the tax code associated with the Taxpayer Relief
Act of 1997 removed this barrier to parking cash out.
Starting in 1998, employers have been able to offer their
employees the choice of taxable compensation or a tax-
exempt parking benefit.
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“Parking cash out” typically means offering cash in lieu of a
parking space, and cash income is taxable. As a result, firms
that cash out generally will see an increase in their payroll
taxes associated with the cash that is provided to employees
in lieu of parking. (Note that other cost savings may offset
the increase in payroll taxes. See Employer Benefits above.)
In order to minimize adverse tax impacts, employers can
offer tax-exempt transit passes and vanpool vouchers (these
benefits are currently tax exempt up to $105 per month for
each employee), and may choose to do so in lieu of a parking
space. Employers that want to provide employees with flexi-
ble commuter benefits often elect to offer tax-free transit or
vanpool benefits, or a combination of cash and transit and
vanpool benefits.

Increased Revenues for Government
Parking cash out has the potential to increase tax revenue for
the federal government and state and local governments that
impose income taxes. Shoup and Willson (1992b) calculated
the potential tax revenues associated with parking cash out
nationally using 1990 employee Census data. Of 110 million
nonagricultural civilian employees, 90 percent are auto com-
muters. If the average cost of providing parking is $30 a
month and 20 percent of commuters opted for the taxable
cash back option, taxable income would increase by $6.1 bil-
lion per year. At a marginal tax rate of 20 percent, revenues
would increase upward of $1.2 billion per year. This revenue
increase would be the result of voluntary employee choice,
with no change in tax rates. State and local governments in
areas where average parking costs far exceed $30 could see
substantial revenue gains.

Employee Benefits

Employees benefit from parking cash out because it gives
them the option of receiving extra money instead of a bene-
fit.> If employees are willing to carpool, use transit, or walk
or bicycle to work, they come out ahead financially with
parking cash out. Because there is no detrimental effect on
employees who continue to drive alone, both employees
who drive alone and those who do not perceive the program
as fair.

When Parking Cash Out
Makes Sense

Any employer that makes subsidized parking available for
employees in off-street lots and garages can offer parking
cash out. Most parking arrangements for employers that sub-
sidize parking fall into three categories:

» employer-owned parking.

P bundled lease parking (arrangements where the cost of
parking is built into the building rent).

P unbundled lease parking (arrangements where parking is
paid separately from rent).

The effectiveness of parking cash out depends on the type of
parking arrangement employers have, as well as on parking
demand. Parking cash out tends to be most effective in the
situations described below.

Leased Parking

Parking cash out works best for employers who lease their
parking separately from their building and can let go of
unused parking without penalty from the lessor. The employ-
er simply leases fewer spaces and transfers the money to
employees who do not use the parking subsidy.

Parking cash out is most easily applied by, but is not limited
to, employers with unbundled lease parking. These employ-
ers can adopt a parking cash out arrangement for their
employees at any time. For every employee that accepts the
cash out offer, the employer can reduce the number of spaces
leased.

Employers with bundled parking and office leases may adopt
parking cash out, but they may be unable to immediately
reduce their parking costs when fewer employees drive to
work. The employer would likely attempt to renegotiate the
arrangement to separate parking costs from office space costs
so the company can reduce parking costs as employees sign
up for cash instead of parking.

Scarcity of Employer-Owned Parking
Employers that own their own parking are the least likely to
see immediate parking cost savings from a cash out program.
They also may find it somewhat more difficult than other
employers to value their parking for the purposes of cash out.

On the other hand, if parking lots are full and the employer

5 Note, however, that there is no requirement that an employer offer employees exactly the value of the parking space. The employer may offer any amount, either
more or less than the actual value or cost of the space. At least one firm in the Shoup survey offered substantially more than the cost of a space, in part to provide

true equity by offsetting the tax bite on the cash out cash.



Parking Cash Out: Implementing Commuter Benefits as One of the Nation’s Best Workplaces for Commuterss"

is considering building, leasing, or acquiring additional park-
ing, parking cash out can be very attractive regardless of the
current parking lease or ownership situation. Rather than
building and maintaining or otherwise acquiring additional
parking, it may be much less expensive to offer employees
cash for not parking. Cash out can also be an opportunity to
increase parking spaces for customers, again regardless of
lease or ownership arrangements.

Parking cash out also works for employers that own parking
and can rent that parking to an outside party or convert it
into revenue producing space. In that case, the employer
takes any revenue and transfers the money to employees who
do not use the parking subsidy. Whenever parking is tight—
regardless of parking lease or ownership—an employer may
want to offer cash out to avoid having to build or acquire
additional parking.

Downtown Employers

Parking cash out will generally be most popular with employ-
ees where parking is expensive and the cash option is espe-
cially valuable, such as central business districts and other
dense urban areas. Transportation alternatives, like transit
and high-occupancy vehicle (HOV) lanes, offer their best
services to downtown work sites, making it easier to stop
driving. In addition, downtown locations typically provide
the option of paying for daily parking. This is an important
consideration since an employee may wish to accept the cash
out offer and take transit, carpool, bicycle or walk to work
most days but still have the option to drive to work occasion-
ally if the need arises.

Employers in downtown locations are also most likely to see
a direct benefit from reducing the number of employees
parking at work. Downtown parking garages are expensive,
and parking cash out is most appealing to employers when
parking is in short supply and expensive. Downtown parking
is also typically sold or leased space by space, making it rela-
tively easy for employers to shift spending between parking,
other tax-exempt commuter benefits, and salary.

Suburban Employers

Suburban employers are not usually thought of as obvious
cash out candidates because they tend to own or lease park-
ing in large blocks and almost always provide it free of charge
to employees. However, suburban employers also have many
reasons to consider parking cash out:

P To limit the cost of acquiring new parking.
P To offer customers more parking spaces.

P To reduce maintenance and plowing costs.

» To offer employees more compensation choices.
P> To address regional congestion or air quality concerns.

A successful parking cash out program could "retire” enough
parking spaces to allow land to be put to other uses. Rather
than supplying more space for parking, an employer could
use the land for additional office space or rent out space to
another company. Past successes redeveloping suburban mall
properties into denser retail environments suggest that there
is a market for freed-up parking lot land. If the employer
owns the parking, the employer will need to have controlled
entry points for parking (e.g., parking gates) to ensure that
employees do not take the cash and continue to drive to
work and park.

Although suburban work sites are often inadequately served
by transit, that need not be a barrier to suburban cash out.
Studies show that when offered an array of commuter benefit
choices, three-quarters of those who leave their cars opt for
carpooling and telework. The appeal of parking cash out is
not solely dependent on the quality of public transit service
to the work site. In fact, the flexibility of providing cash
allows employees to choose whatever way makes the most
sense for them to get to work.

Smaller Employers

Although firms of all sizes can implement parking cash out,
small employers are an important market for cash out. Small
firms are much more likely to lease their parking spaces com-
pared to large firms (small firms lease 30 percent of the park-
ing spaces they offer free to employees, while large firms lease
only 12 percent of the parking spaces they offer free). Since
leased parking spaces are most amenable to being converted
into cash, small firms are an important market for cash out.
Moreover, small employers may also be able to implement
changes in parking policies most easily.

Implementation Issues
and Costs

Implementation and administration of parking cash out can be
very simple, and usually require only ensuring that the payroll
system accounts for the fact that some employees will elect to
take additional taxable cash. Generally any complexities associ-
ated with this change pose a one-time challenge only.

Low Administrative Requirements

Parking cash out places far fewer administrative burdens on
an employer than many other transportation demand man-
agement strategies, and produces higher response rates. The
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