BY DONALD C. SHOUP

Employer-paid parking Is an invitation to drive t'o work alone.

Thus, it increases traffic congestion, air pollution, and energy consumption. To deal with problems
created by employer-paid parking, | propose a minor technical change in the Internal Revenue Codea.
The proposal is that employers who subsidize employee parking should be required to offer employees
the option to take a taxable cash travel allowance equal to the fair market value of the parking subsidy.
Case studies and a statistical model suggest that offering employees the optlon to cash out their parking

subsidies could reduce solo driving to work by 20 percent, reduce automobile travel to work by 76 billion

Case studies and a statistical model suggest that offering employees the optlon to cash out their parl;ing
subsidies could reduce solo driving to work by 20 percent, reduce automobile travel to work by 76 billion
miles per year, save 4.5 billion gallons of gasoline per year, ellminate 40 million metric tons of
CO:z emissions per year, and increase tax revenues by $1.2 billion per year. These objectives
would be accomplished by offering commuters the.option to take taxable

cash in lieu of a free parking space. >

Donald C. Slmup is a professor in the Gra([ual‘e School ofArc/n'tecfure and Urban P}mming,
Unfversity of California, Los Angeles, CA 90024,
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TABLE 1

Employer-Pdid
Parking Stimulates
Sole Driving to Work

\

Employer-Paid Parking Encourages Solo Driving

Employer-paid parking is a matching grant: employers offer to pay the cost of park-
ing if employees are willing to pay all the other costs of driving to work. Evidence from a
variety of sources, including the 1990 Nationwide Personal Transportation Survey, shows
that at least ninety percent of American commuters who drive to work pay nothing to park.

How strongly does employer-paid parking encourage solo driving to work? For the
50,000 solo drivers who receive employer-paid parking in downtown Los‘Ange]es, the aver-
age parking subsidy is equivalent to 11 cents per mile driven. Their average parking sub-
sidy is 16 times greater than the federal gasoline tax they pay for their commute trip. Thus,
even an improbably huge increase in the gasoline tax would discourage fewer solo com-
mute trips than free parking now encourages. Finally the average subsidy for commuter
parking in downtown Los Angeles is almost 50 percent greater than the total cost of gaso-
line for the average commute trip. An employer’s offer of free gasoline for all employees
who drive to work would be recognized as an environmental outrage, yet employer-paid
parking is a much stronger financial incentive to drive to work.

Table 1 summarizes the results of well-documented case studies of how employer-
paid parking stimulates solo driving to work. On average, employer-paid parking shifts 27
percent of all commuters into solo driving from other modes and stimulates 19 more cars
to be driven to work for every 100 employees. Among solo drivers whose employers offer
free parking, 41 percent drive solo only because their employers pay for the parking.

A survey of 5,000 commuters and their employers in downtown Los Angeles shows
that employers spend $4.10 on parking subsidies for every S1 employees save on the total
cost of parking and driving. This surprising disproportion between the large amount that
employers pay for parking and the small amount that employees save on the total cost of
parking and driving occurs because employer-paid parking so strongly stimulates spend-
ing on both parking end driving: the stimulus to parking demand inflates what employers
must pay for parking, and the stimulus to solo driving diminishes what employees save
on their total cost of parking and driving. On average, employer-paid parking stimulates
a 33 percent increase in vchicle miles traveled to work per employee per year.
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CASE STUDY LOCATION Pays for Parking Pays for Parking Solo Share Pays for Parking Pays for Parking Auto Trips of Demand
Mid-Wilshire, Los Angeles 8% 42% +34% 30 48 +18 -0,23
) Warner Center, Los Angeles 46% 90% +44% 64 22 ' +28 - -0.18
g Cenfury City, Los Angeles 75% 92% +17% 80 94 +14 -0.08
Clvic Center, Los Angeles 40% 12% +32% 50 78 +28 -0.22
Downtown Ottawa, Canada 28% 5% +1% 32 39 +7 -0.10




The Internal Revenue Code Encourages Employer-Paid Parking

The Internal Revenue Code classifies an employer’s payment for an employee’s park-
ing as a tax-exempt fringe benefit for the employee. But if the employee pays for parking
at work, the Code does not allow the employee to deduct the parking charge as a work-
related expense. Therefore, to take advantage of the tax-exemption for commuter park-
ing, the employer must pay for the employee’s parking. The Code exempts employer-paid
parking from more than just the Federal income tax. The exemption is automatically
extended to Social Security taxes, state income taxes, unemployment insurance taxes, and
all other payroll taxes. When these related exemptions are taken into account, $1 of employ-
er-paid parking is worth more than $2 in taxable cash wage income for many employees.
Therefore, the Code’s peculiar asymmetrical tax exemption for employer-paid (but not for
employee-paid) parking is a clear and strong financial incentive that has inadvertently shift-
ed the responsibility for paying for almost all commuter parking entirely from the employ-
ee to the employer, and has thus reduced the employee’s parking cost to zero.

No other fringe benefit is tax-exempt when paid for by the employer but taxable when
paid for by the employee. Thus, the tax exemption for employer-paid parking subsidies is
a unique, deliberate, and specially targeted tax subsidy that has the unfortunate, unin-
tended, and largely unnoticed effect of stimulating a huge increase in the number of com-
muters who drive to work alone.

Cashing Out Employer-Paid Parking

Ridesharing and mass transit advocates have argued for years to end this tax bias
because it aggravates traffic congestion and air pollution, and stimulates gasoline con-
sumption. But eliminating a tax exemption that benefits so many workers—at all income
levels—is politically difficult. Thus, it seems quixotic to try to eliminate the special tax
exemption for employer-paid parking, no matter how much harm it does.

Given the general popularity of employer-paid parking subsidies, a long step in the right
direction would be to amend the Internal Revenue Code’s definition of tax-exempt “quali-
fied parking,” as follows:

QUALIFIED PARKING— The term “qualified parking” means parking provided to an
employee on or near the business premises of the employer ... if the employer offers the
employee the option to receive, in liew of the parking, the fair market value of the parking,
either as a taxable cash commute allowance or as a mass transit or ridesharing subsidy.

The text in roman type is the existing definition of tax-exempt “qualified parking” in
Paragraph (5) of Section 132(f) of the Internal Revenue Code, and the italic text is the pro-
posed amendment.
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The text in roman type is the existing definition of tax-exempt “qualified parking” in
Paragraph (5) of Section 132(f) of the Internal Revenue Code, and the italic text is the pro-
posed amendment.

This amendment retains the popular tax exemption for employer-paid parking but
would require that employers offer their employees the option of cash or a mass transit
or ridesharing subsidy in lieu of the tax-exempt parking. The proposal has several impor-
tant advantages:

1. Free Parking Wil Have an Opportunijty Cost. When commuters are offered the
choice between free parking or nothing, the parking has no opportunity cost and is there-
fore over-used. But asking commuters to choose between a free parking space or its cash
value makes it clear that parking has a cost, which is the cash not taken. The new >
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“price” for taking the “free” parking would increase the perceived cost of solo driving

to work.

2. Cashing Out Will Benefit Employees. Offering employees the option to cash out
employer-paid parking subsidies avoids the seemingly intractable problem that voters
don't like new taxes and motorists don’t like to pay for parking they used to get free.
Employers could continue to offer tax-exempt parking subsidies, so long as they broad-
ened the offer. Cashing out adds a new alternative to the typical take-it-or-leave-it choice

between a parking subsidy or nothing.

3. Cashing Out Will Cost Employers Llttle or Nothing. Compared to other solu-
tions to the employer-paid parking problem, the cash-option requirementis least intrusive
in the employer’s decisions about employee compensation. The requirement is only that
if an employer offers to subsidize commuting expenses, use of the subsidy cannot be con-
fined to parking (and thus driving to work). The only added cost for an employer would
occur in the unusual case of current ridesharers who are now offered the choice between
free parking or nothing and yet do not take the parking. These current ridesharers would
have to be offered the cash value of the parking subsidies they have not taken. But there
can be only a very small percentage of employees who are now offered a parking subsidy
but do not take it. The 1990 Nationwide Personal Transportation Survey found that 91
percent of the American work force commutes to work by car. And one reason that many
of the remaining 9 percent do not commute by car is probably that Lhey are among the
few employees who are not offered employer-paid parking (and who therefore would not
have to be offered the in-lieu cash). Of those very few who are now offered free parking
but do not take it, some are already offered an alternative ridesharing subsidy (such as a
hus pass), and for these employees the employer’s cost of the cash option would be the
only difference (if any) between the cash option and the cost of the existing rideshare sub-
sidy. Thus, the employers’ added cost of offe'ring cash in lieu of parking subsidies would

have to be inconsequential.

4. Cashing Out Will Especially Benefit Low-Income and Disabled Employees.
Because they are in the lowest tax brackets, the lowest paid workers would gain the most
after-tax cash from a taxable tax allowance. Also, the cash allowance would be larger in
proportion to a lower income, so the cash option would clearly improve the relative well-

being of the lowest paid workers. Disabled employees and others who cannot drive a car
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after-tax cash from a taxable tax allowance. so0, the cash allowance would be larger in

proportion to a lower income, so the cash option would clearly improve the relative well-
being of the lowest paid workers. Disabled employees and others who cannot drive a car
will also benefit from the option to choose cash in lieu of a parking subsidy.

5. Cashing Out WIll Strengthen Central Business Districts. Employer-paid park-
ing simply equalizes the cost of parking between downtown and suburban work sites
(by making it free in both places) and does nothing to make downtown superior to a sub-
urban location, Because downtown employers must pay more than suburbhan employers

. to provide employee parking, however, downtown employers could offer more cash in lieu

of a parking space without any increase in their cost. This higher cash option for down-
town employees would make downtown work sites relatively more attractive than sub-
urban work sites, at least for those who rideshare. Downtown employees could more eas-
ily take advantage of the cash option by shifting to mass transit. Also, because a high den-



sity of employment implies a high density
of potential fellow carpoolers, downtown
employees could more easily shift to car-
pools. Finally, parking spaces vacated by
new carpoolerswould be aboon to visitors,
including shoppers, business clients, and
tourists.

6. Cashing Out Will Yield a Tax Revenue
Windfall. In making the choice between
a parking subsidy or its cash value, com-
muters would have Lo consider that the
cash is taxable, while the parking subsidy
is not. When a commuter does voluntarily
choose taxable cash rather than a tax-
exempt parking subsidy, federal and state
income tax revenues increase. With very
conservative assumptions, I have estimat-
ed that offering employees the option to
cash out employer-paid parking subsidies
would increase federal and state tax rev-
enues by at least $1.2 billion a year. This
increase in tax payments does not result
from an increase in tax rates, or from tax-
ation of previously tax-exempt parking
subsidies. Rather, it results from voluntary
action: cashing out an inefficient in-kind
~parking subsidy that costs the employer
more to provide than the employee thinks
it is worth. Put most simply, cashing out
an inefficient parking subsidy converts
economic waste into increased tax rev-
enue and increased employee welfare, at
no extra cost to the employer. This tax rev-
enue windfallis an additional benefitabove
and beyond Ehe reduc\"ﬁons in air pollution,
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no extra cost to the employer. This tax rey-
enue windfall is an additional benefitabove
and beyond the reductions in air pollution,
traffic congestion, and energy use.

The Results of Cashing OQut
Employer-Paid Parking

Table 2 shows estimates of how offer-
ing the option to cash out parking subsi-
dies would affect commuters’ travel
behavior, A mode-choice model was esti-
mated with data from a survey of 5,000
commuters and their employers in down-

that offering the option of a taxable cash
travel allowance to employees who now
park free in downtown Los Angeles would
reduce their solo share from the current
69 percent to b5 percent. This mode shift
would reduce automobile commuting by
847 VMT per commuter per year and
would reduce gas consumption for auto-
mobile commuting by 50 gallons per com-
muter per year.

Althoughit'srisky to extrapolate from
one city to the rest of the country, we can
Hlustrate the implications of what hasbeen
found in Los Angeles. Approximately 90
million commuters park free at work in the
United States. If all these commuters
respond to the cash option as has been esti-
mated for Los Angeles, automobile use for
commuting would decrease by 76 billion
VMT a year, and gasoline consumption
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mated for Los Angeles, automobile use for
commuting would decrease by 76 billion
VMT a year, and gasoline consumption
would decrease by 4.5 billion gallons a
year. Obviously, these estimates can sug-
gestonly general magnitudes and must be
viewed cautiously.

Experience of Firms That Offer
Their Employees the Cash Option

A survey of the few firms that already
offer employees the cash option shows that
it is simple and cheap to administer, >

Solo Driver Share 48% 55% 69% -14%
Vshicle Miles Traveled 18.1 20.2 24.1 -3.9
{per Employoe per Day)
Vohicle Miles Traveled 3,919 4,383 5,230 -847
{per Employee per Yeor)

| Gasollne Consumed 231 258 308 -50
(Gallans per Employee per Year)

A
town Los Angeles. The model suggests

TABLE 2

Commuters' Responses to the
Cash Option for Travel to the
Los Angeles Central Business District
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particularly in comparison with other ridesharing incentives employers offer. A detailed
case study shows how one firm was able to offer all its employees the option to cash out
their parking subsidies without increasing the firm’s total cost of subsidizing:

California's\New Parking Cash-Out Legislaticn
The Federal Internal Revenue Code creates a strong incentive for employers to pay
for their employees’ parking and thus a strong incentive for commuters to drive to work
alone. States and localities are then left with the enormous problem of devising policies
to deal with the resulting traffic congestion and air pollution. The State of California has
recently cnacted legislation (AB 2109) that directly addresses the problems caused by
employer-paid parking and that serves as a model of how the Federal government could
address the same problems, Briefly, the new California cash-out legislation requires
employers of 50 or more persons who provide a parking subsidy to employees to:
provide a cash allowance fo an employee equivalent to the parking subsidy that the
employér would otherwise pay to provide the employee with a parking space.“Parking
subsidy” means the difference between the out-of-pocket amount paid by an employer on
a regular basts in ovder to secure the availability of an employee parking space not owned
by the employer and the price, if any, charged to an employee for the use of that space.
Note that the employer must offer an employee the option to take cash in lieu of a
parking subsidy only if the employer makes an explicit cash payment to a third party to
subsidize the employee's parking. Therefore the employer clearly saves the cash paid for
the parking subsidy if the employee takes the cash allowance instead. The employer’s
avoided parking subsidy directly funds, dollar for dollar, the employee's cash allowance,
so there is #0 net cost for the employer when an employee forgoes the parking and takes
the cash. The employer must offer the cash allowance only to each employee who is offered
a parking subsidy. And each employee’s cash allowance is equal to the parking subsidy
offered to that employee, so if some employees are offered smaller parking subsidies than
other 'employees, their required cash allowance would also be smaller. Thus, the law is
tightly written to avoid imposing a net cost on employers.
The California cash-out legislation also reduces the burden of parking requirements
on new development by mandating that:
The city or county in which a commercial development will implement a parking cash-
out program...shall grant to that development an appropriate reduction in the parking
requirements otherwise in effect for new commercial development.
Data derived from case studies and from a statistical model were used to estimate that
A L s A UV pimesit A Gy o Fiste Fodnerion in the parking
requirements otherwise in effect for new commercial development.
Data derived from case studies and from a statistical model were used to estimate that
cashing out employer-paid parking would reduce parking requirements for new develop-
ment by at least 17 percent.

Implications for Federal Action

California's cash-out legislation shows that it is feasible to require that employers
who pay for parking if an employee drives to work must offer to pay the same amount
if the employee rideshares to work. Some employers will undoubtedly encounter prob-
lems in adjusting to the cash-out requirement, but the new legislation will merely
expose, not create, most of these problems. The real challenge for many employers
will be to abandon the outdated notion that the best way to help employees get to work
is to pay for their parking.



California’s experience suggests that, at the Federal level, it is sensible to proceed
cautiously, beginning first with the réquirement to offer cash in lieu of a parking subsidy
only in the clearest “win-win” case where the employer pays out-of-pocket cash to a third
party to subsidize employee parking. Later, after employers have been given sufficient
advance notice to adjust to the emergence of a parking market where spaces are allocat-
ed by prices rather than by subsidies, the cash-out requirement could be extended to all
employer-paid parking. To repeat, however, the proposed cash-out requirement does not
prohibit, tax, or discourage any employer-paid parking subsidy. Rather, the proposal is
simply that an employer who offers to pay for an employee’s parking if the employee drives
to work must also offer to pay the same amount if the employee rideshares to work,

Because cash is taxable and a parking subsidy is tax-exempt, offering employees the
option to cash out parking subsidies will reduce solo driving to work by less than would
ending parking subsidies altogether. However, the research on commuters in Los Angeles
suggests that the taxable nature of cash does not seriously diminish its attractiveness.
Requiring employers to offer employees the option to cash out their parking subsidies will
reduce traffic congestion, improve air quality, conserve gasoline, enhance employee wel-
fare without adding to employers’ costs, and increase tax revenue without increasing tax
rates. All these benefits will derive simply from subsidizing people, not parking. «
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