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How Commuter Tax Benefits Work
The Federal tax code allows commuters the use of tax-free dollars to pay for commuting by  transit. Commuter benefits are regulated by the Internal Revenue Code, Section 132(f) - Qualified Transportation Fringe Benefits.  As of February 2009, the tax code allows tax-free transportation fringe benefits of up to $230 per month per employee for transit  expenses. This can be done as a pre-tax employee-paid payroll deduction (see attached authorization form).  
Employee Savings
Employees who set aside income on a pre-tax basis for a qualified transportation fringe benefit do not pay federal income or payroll taxes on the income set aside. For example, if you have a combined state and federal tax rate of 30% and spend $175 per month on transit expenses you could save $53 each month or $636 per year. 

Employer Savings
Providing pre-tax commuter benefits to employees can save payroll taxes for employers.  The value of the benefit paid to employees is considered a tax-free transportation fringe benefit and not wage or salary compensation, therefore, payroll taxes do not apply.  Employers can save 7.65% in FICA on the amount employees set aside.  

How to Get Started
Commuter benefit programs are easy for your employer to implement. Complete the attached authorization form with the proper $ amount up to $560 per month for transit and parking expenses. Then bring to your employee benefits administrator or human resource director or who handles payroll at place of employment to implement the payroll pre-tax deduction. 
IT’S THAT SIMPLE!
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Complete this form and give to the employee benefits administrator or similar individual at your place of employment. 
Pre-tax Benefit Program Commuter Choice 

Payroll Deduction Authorization
I hereby authorize my employer to deduct $ ________ from my monthly wages on a pre-tax basis, not to exceed $230 per month, to be used for to pay for commuting expenses. 

I will be using the benefit exclusively for my regular daily direct commute from home to work and return. I will not give, barter, exchange, convey, or otherwise transfer this benefit to any other person.   

I understand and agree that false certification may result in disciplinary action taken by my employer up to and including dismissal from employment and possible prosecution for Federal income tax evasion. 

Signed: ____________________________________  Date: __________________ 

Printed name: _______________________________
Any questions please contact Al Schutz at ShuttleBus at: director@shuttlebus_zoom.com or by phone: 207 282 5408. 
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Additional background information for employers:
Economic Stimulus Law Gives Short-term Boost to Transit Benefits
The Emergency Economic Recovery Act signed into law by President Obama on February 17, 2009 provides a significant increase in Commuter Expense allowances for employees from $120.00 to $230.00 per month. Parking Expenses for 2009 remain at $230 a month. These limits are indexed for inflation.

Internal Revenue Code Section 132 and the Transportation Equity Act for the 21st Century (TEA-21) allows employers to offer employees the opportunity to set aside a portion of their salary to pay for certain transportation expenses. The employee will not be taxed on amounts set aside and used for qualified expenses (that is, pre-tax dollars are used to pay the commuting expenses). 

Under IRS Section 132 and TEA-21 qualified transportation expenses generally include payments for the use of mass transportation (for example, train, subway, bus fares), and for parking (see further details below). For 2009 the maximum monthly pre-tax contribution for mass transit is $120.00, and $230.00 for parking, however the $120.00 Commuter Expense was increased to $230.00 on February 17, 2009 by President Obama when he signed The Emergency Economic Recovery Act.

How Section 132 Works: The transportation fringe benefit is similar to the pre-tax flexible spending accounts available for medical expenses and dependent care. One important difference, however, is the transportation benefit does not include a "use it or lose it penalty," as is the case with medical/dependent care flexible spending accounts.

Before the start of the Section 132 plan year, individual employees elected to set aside a certain amount of pre-tax salary to cover qualified costs incurred in commuting to work. The employee will designate an amount (up to $230.00 per month) for mass transit expenses and a separate amount (up to $230.00 per month) for parking expenses -- separate reimbursement accounts are maintained for each category, and funds cannot be commingled or transferred between accounts (for example, amounts cannot be transferred from the mass transit to the parking account).

As the employee incurs Section 132 expenses during the year, a request form may be submitted to the employer for reimbursement. If the employee does not use the full amount before the end of the program year, the left over amount is carried forward to the next year.

Who is Eligible under Section 132: As a general rule, the transportation fringe benefit can only be provided by employers to employees. Common law employees and officers of corporations are eligible (the law does not include non-discrimination requirements for the benefit). Sole proprietors, partners, independent contractors, and two-percent shareholders of S corporations are not eligible for this transportation fringe benefit.

Qualified Section 132 Expenses: Parking expenses that can be paid with pre-tax dollars include the costs of (1) parking a vehicle in a facility that is near the employee's place of work, or (2) parking at a location from where the employee commutes to work (for example, the cost of parking in a lot at the train station so that the employee can continue his/her commute on the train).

Qualified mass transit expenses include: Transit passes for mass transportation to and from work. Qualified amounts include costs of any pass, token, fare card, voucher, or other item that entitles the employee to use mass transit for the purpose of traveling to or from his/her place of work. However, when a transit voucher program is readily available, Federal regulations prohibit the use of cash reimbursement as a way to provide transit benefits. Section 132(f) (3) states: Transit Benefits can include cash reimbursement to an employee as long as the reimbursement is for any transit pass, and a voucher or similar instrument which can be used to purchase the transit pass is not readily available for direct distribution to the employee.

The mass transit can be a public system, or a private enterprise provided by a company/individual who is in the business of transporting people in a "commuter highway vehicle." Such a vehicle must have a seating capacity for six or more adults (not including the driver), and at least 80% of the of the vehicles' mileage must be from transporting employees to and from their place of work. Additionally, the vehicle must be carrying at least three passengers (not including the driver). Commuter highway vehicles may be owned or leased by an employer to be used by employees or a third-party provider for transportation purposes. Employees can also own and operate commuter highway vehicles. 

Tax Savings: Federal income tax and social security (FICA) tax are not imposed on amounts set aside for IRS Section 132 qualified transportation expenses. Depending on state law, individuals may also avoid state and local income taxes on earnings set aside. The federal tax savings can be as much as 35.65% (28% federal tax plus 7.65% FICA). The following table summarizes the amount of Section 132 savings available at different income levels, assuming maximum employee contributions are made to each reimbursement account ($560.00 monthly contribution -- $230.00 for mass transit plus $230.00 for parking).

	Sample Federal Income Tax Rate Plus FICA
	Annual Salary Deduction($560 per month for one year)
	Tax Savings

	22.65%
	$6,720
	$1,522

	35.65%
	$6,720
	$2,396

	37.45%
	$6,720
	$2,517

	41.05%
	$6,720
	$2,759


The employee's future social security benefits may be slightly lower because the amounts set aside for the Section 132 transportation costs are not subject to FICA tax. In most cases, this reduction in the social security wage base will have a nominal effect on future social security benefits.

These are some thoughts to consider about the Section 132 transportation fringe benefits. Your financial advisor can also provide additional information and should be consulted before any action is taken.

Source: http://www.coredocuments.com/core132.php
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